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Exxon Mobil Corp. v. Commissioner of Internal Revenue, 126 T. C. 36 (2006)

In Exxon Mobil Corp. v. Commissioner, the U. S. Tax Court ruled that the GATT rate,
a  reduced interest  rate  for  large corporate  overpayments,  applies  to  post-1994
interest  accrual  on  Exxon’s  $1.  6  billion  overpayment  interest  balance  from
1979-1985. This decision, upholding the IRS’s position, denied Exxon’s claim for an
additional $450 million in interest, clarifying the scope of the GATT amendment’s
effect on corporate tax overpayments and impacting how such overpayments are
calculated and compensated.

Parties

Exxon Mobil Corporation and Affiliated Companies, F. K. A. Exxon Corporation and
Affiliated  Companies  (Petitioners)  v.  Commissioner  of  Internal  Revenue
(Respondent)

Facts

Exxon Mobil Corporation (Exxon) and its affiliates timely filed their federal income
tax returns for the years 1979 through 1985, reporting overpayments exceeding
$10,000 each year.  These overpayments were credited or refunded by the IRS.
Subsequent audits by the IRS led to determinations of substantial tax deficiencies
for those years. Exxon made advance payments of taxes and interest during the
audit  process,  appeals,  and  litigation,  resulting  in  a  cumulative  accrued
overpayment  interest  balance  of  approximately  $1.  6  billion  outstanding  on
December 31, 1994. The 1994 amendment to the Internal Revenue Code, enacted as
part of the Uruguay Round Agreements Act (GATT), introduced a reduced interest
rate for corporate overpayments exceeding $10,000, referred to as the GATT rate.
The dispute centered on whether this reduced rate applied to the post-1994 accrual
of interest on Exxon’s December 31, 1994, overpayment interest balance.

Procedural History

Exxon filed motions with the U. S. Tax Court under Section 7481(c) and Rule 261 to
determine  the  correct  amount  of  overpayment  interest  due.  The  case  was
consolidated with others involving Exxon’s tax liabilities for the years in question.
The Tax Court considered the applicability of the GATT rate to Exxon’s overpayment
interest balance post-December 31, 1994, following prior decisions in Exxon Mobil
Corp. v. Commissioner, 114 T. C. 293 (2000), and other related cases. The court
applied  a  de  novo  standard  of  review  for  the  interpretation  of  the  statutory
provisions at issue.

Issue(s)

Whether Exxon’s cumulative accrued overpayment interest balance of approximately
$1. 6 billion outstanding on December 31, 1994, accrues further compound interest
after December 31, 1994, at the reduced GATT rate applicable to large corporate
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overpayments or at the regular interest rate?

Rule(s) of Law

Sections  6611,  6621(a)(1),  and 6622 of  the  Internal  Revenue Code govern  the
interest on overpayments. Section 6621(a)(1) establishes that the overpayment rate
for corporations is the Federal short-term rate plus 2 percentage points, but reduces
this rate to the Federal short-term rate plus 0. 5 percentage points for corporate
overpayments exceeding $10,000. The GATT amendment, effective January 1, 1995,
introduced  this  reduced  rate  for  large  corporate  overpayments.  Section  6622
mandates that interest on overpayments is compounded daily.

Holding

The Tax Court held that Exxon’s December 31, 1994, overpayment interest balance
of $1. 6 billion accrues further compound interest after December 31, 1994, at the
reduced GATT rate applicable to large corporate overpayments, not at the regular
interest rate. This decision denied Exxon’s claim for an additional $450 million in
accrued interest.

Reasoning

The court’s reasoning focused on the interpretation of the statutory language in
Section  6621(a)(1).  The  court  emphasized  that  the  GATT  amendment’s  flush
language, which applies the reduced rate “to the extent that an overpayment of tax
by a corporation for any taxable period. . . exceeds $10,000,” acts as a trigger for
the application of the GATT rate to all subsequent interest accruals, including those
on previously accrued interest balances. The court rejected Exxon’s argument that
the GATT rate should not apply to the December 31, 1994, overpayment interest
balance, reasoning that such an interpretation would create an illogical third basket
of  interest  that  the  statute  does  not  support.  The  court  also  considered  the
legislative history of the GATT amendment, which aimed to reduce outlays to offset
the  costs  of  implementing  the  GATT  treaty.  The  court  found  support  for  its
interpretation in prior cases, including General Electric Co. v. United States, 384 F.
3d 1307 (Fed. Cir. 2004), and State Farm Mut. Auto. Ins. Co. v. Commissioner, 126
T. C. 28 (2006), which similarly applied the GATT rate to post-1994 interest on
overpayment  balances.  The  court  also  addressed  Exxon’s  contention  that  the
$10,000 exemption should apply to the last $10,000 of each year’s tax overpayment,
finding this interpretation contrary to the statutory language and Exxon’s own prior
submissions.

Disposition

The Tax Court denied Exxon’s motions, ruling that the GATT rate applies to the post-
December 31, 1994, accrual of interest on Exxon’s overpayment interest balance,
and instructed that appropriate orders would be entered.



© 2025 SCOTUSreports.com. All rights reserved. | 3

Significance/Impact

The Exxon Mobil Corp. v. Commissioner decision clarifies the application of the
GATT rate to overpayment interest balances, affirming that the reduced rate applies
to all  interest accruing after December 31, 1994, on such balances. This ruling
impacts  how large  corporate  overpayments  are  treated  for  interest  calculation
purposes, potentially affecting billions in interest payments. The decision aligns with
prior court rulings and provides a clear interpretation of the GATT amendment’s
scope, offering guidance to corporations and the IRS on calculating interest on
overpayment  balances.  The  ruling  also  underscores  the  importance  of  precise
statutory interpretation in tax law, particularly in the context of interest calculations
on large corporate tax overpayments.


