Rand v. Commissioner, 142 T. C. 393 (2014)

In Rand v. Commissioner, the U. S. Tax Court held that refundable tax credits, such
as the earned income credit, additional child tax credit, and recovery rebate credit,
can reduce the amount shown as tax on a return for the purpose of calculating an
underpayment under IRC § 6662. However, these credits cannot reduce the tax
amount below zero. This decision clarifies the calculation of underpayment for
accuracy-related penalties, ensuring that penalties are assessed based on the actual
tax liability shown on the return, without allowing negative tax amounts due to
refundable credits.

Parties

Petitioners: Rand and Klugman, married couple filing jointly at trial and appeal
levels.

Respondent: Commissioner of Internal Revenue, defending the IRS’s position at trial
and appeal levels.

Facts

Rand and Klugman, a married couple, filed a joint federal income tax return for
2008. They reported wages of $17,200 and business income of $1,020, resulting in
an adjusted gross income of $18,148. After deductions, their taxable income was
zero, and their tax liability was also zero. However, they reported $144 of self-
employment tax. They claimed refundable credits totaling $7,471, including the
earned income credit ($4,824), the additional child tax credit ($1,447), and the
recovery rebate credit ($1,200). These credits resulted in an overpayment of $7,327,
which was refunded to them. The IRS later disallowed these credits, leading to a
notice of deficiency asserting an accuracy-related penalty under IRC § 6662 for the
2008 tax year.

Procedural History

The IRS issued a notice of deficiency on December 10, 2010, asserting deficiencies,
additions to tax, and penalties for tax years 2006, 2007, and 2008. The parties
resolved all issues for 2006 and 2007 by stipulation. For 2008, the parties agreed to
all adjustments except the calculation of the accuracy-related penalty under IRC §
6662. The case was submitted without trial under Tax Court Rule 122, with the sole
remaining issue being the amount of the underpayment for the purpose of
calculating the penalty.

Issue(s)

Whether the earned income credit, additional child tax credit, and recovery rebate
credit can reduce the amount shown as the tax on the return to a negative amount
for the purpose of calculating an underpayment under IRC § 66627?

© 2025 SCOTUSreports.com. All rights reserved. | 1



Rule(s) of Law

IRC § 6662(a) imposes a 20% accuracy-related penalty on the portion of an
underpayment of tax required to be shown on a return. IRC § 6664 (a) defines
“underpayment” as the excess of the tax imposed over the sum of the amount shown
as the tax by the taxpayer on the return and amounts previously assessed, minus
rebates made. IRC § 6211(b)(4) allows certain refundable credits to be considered
negative amounts of tax when calculating a deficiency.

Holding

The Tax Court held that the earned income credit, additional child tax credit, and
recovery rebate credit can reduce the amount shown as the tax on the return for the
purpose of calculating an underpayment under IRC § 6662, but these credits cannot
reduce the tax amount below zero.

Reasoning

The Court’s reasoning focused on statutory construction and the historical context of
the relevant provisions. The Court noted that IRC § 6664(a) does not explicitly
address whether refundable credits can result in a negative tax amount. However,
the Court looked to IRC § 6211, which defines a deficiency and includes a provision
allowing certain refundable credits to be treated as negative amounts of tax. The
Court applied the canon of statutory construction that identical words or phrases
used in different parts of the same act are presumed to have the same meaning,
unless a contrary intent is clear. Since IRC § 6211(b)(4) explicitly allows refundable
credits to be considered negative amounts of tax for deficiency calculations, but no
such provision exists in IRC § 6664, the Court inferred that Congress did not intend
for refundable credits to result in a negative tax amount for underpayment
calculations. The Court also applied the rule of lenity, which favors a more lenient
interpretation of penal statutes, to support its conclusion that the penalty should not
be applied to the refundable portion of erroneously claimed credits. The Court
rejected the IRS’s argument for Auer deference to its interpretation of the
regulation, finding that the regulation did not support the IRS’s position.

Disposition

The Tax Court decided that the underpayment for the purpose of calculating the
accuracy-related penalty under IRC § 6662 was $144, the amount of self-
employment tax shown on the return. The decision was entered under Tax Court
Rule 155.

Significance/Impact

This decision clarifies the calculation of underpayment for accuracy-related
penalties under IRC § 6662, particularly regarding the treatment of refundable tax
credits. It establishes that while refundable credits can reduce the tax amount
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shown on the return, they cannot result in a negative tax amount for penalty
calculations. This ruling provides guidance to taxpayers and tax practitioners on the
application of penalties for disallowed refundable credits and may influence future
IRS regulations and legislative changes to address perceived gaps in the penalty
regime. The decision also underscores the importance of statutory construction and
the rule of lenity in interpreting tax penalty provisions.
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