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Regal, Inc. v. Commissioner, 53 T. C. 261 (1969)

Once an affiliated group of corporations elects to file a consolidated tax return, it
must continue to do so in subsequent years unless certain conditions are met.

Summary

Regal, Inc. , along with its 19 subsidiaries, filed a consolidated federal income tax
return for the fiscal year ending January 31, 1964. For the following year, they
attempted to file separate returns, prompting a challenge from the Commissioner of
Internal Revenue. The issue before the court was the validity of regulation section 1.
1502-11A(a),  which  mandates  continued  consolidated  filing  unless  specific
conditions are met. The Tax Court upheld the regulation, finding it consistent with
Congressional intent to prevent tax avoidance and ensure clear reflection of income.
This  ruling  emphasizes  the  long-term  commitment  required  when  electing
consolidated  returns  and  impacts  how  affiliated  groups  plan  their  tax  strategies.

Facts

Regal,  Inc.  ,  a  Delaware  corporation,  was  the  parent  of  19  wholly  owned
subsidiaries. For the fiscal year ending January 31, 1964, Regal and its subsidiaries
elected to file a consolidated federal income tax return. In the subsequent year
ending January 31, 1965, the subsidiaries filed separate returns, while Regal filed its
own separate return. The Commissioner of Internal Revenue challenged this change,
asserting that the group was required to continue filing consolidated returns under
regulation section 1. 1502-11A(a).

Procedural History

The Commissioner determined a deficiency in Regal’s income tax for the fiscal year
ending January 31, 1965, due to the failure to file a consolidated return. Regal
petitioned the United States Tax Court, challenging the validity of the regulation
requiring continued consolidated filing. The Tax Court heard the case and ultimately
upheld the regulation, ruling in favor of the Commissioner.

Issue(s)

1. Whether regulation section 1. 1502-11A(a), which requires an affiliated group that
has elected to file a consolidated return to continue doing so in subsequent years, is
valid under the Internal Revenue Code.

Holding

1. Yes, because the regulation is consistent with the statutory authority granted to
the Commissioner under section 1502 of the Internal Revenue Code and reflects
Congressional intent to prevent tax avoidance and ensure clear reflection of income.
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Court’s Reasoning

The  Tax  Court  upheld  the  validity  of  regulation  section  1.  1502-11A(a)  by
emphasizing  that  the  regulation  was  within  the  authority  granted  to  the
Commissioner under section 1502 of the Internal Revenue Code. The court noted
that  the  regulation’s  requirement  for  continued consolidated filing  was  a  long-
standing practice, consistently applied since the Revenue Act of 1928. The court
found that this practice was supported by Congressional intent, as evidenced by
legislative history indicating that the consolidated return election was a long-term
decision intended to prevent tax avoidance and ensure a clear reflection of income.
The court rejected Regal’s argument that the regulation was inconsistent with the
statute, citing the deference typically given to Treasury regulations and the absence
of clear Congressional intent to limit the Commissioner’s regulatory authority in this
area. The court also referenced the legislative history of the 1954 Code, where
Congress acknowledged the continued filing requirement and the need for flexibility
in tax regulations.

Practical Implications

This decision reinforces the principle that electing to file a consolidated tax return is
a  significant  long-term  decision  for  affiliated  groups.  It  requires  careful
consideration  of  the  tax  implications  and  potential  restrictions  on  future  filing
options.  Practically,  this  ruling  means  that  once  an  affiliated  group  elects
consolidated filing, it must continue to do so unless specific conditions are met, such
as a new corporation joining the group or a significant change in tax law. This
impacts tax planning strategies, as groups must weigh the benefits of consolidated
filing against the potential inability to revert to separate returns. The decision also
underscores  the  importance  of  understanding  and  complying  with  Treasury
regulations, as they carry the force of law and are upheld unless clearly contrary to
Congressional  intent.  Subsequent  cases  have  continued  to  apply  this  ruling,
maintaining  the  requirement  for  continued  consolidated  filing  in  similar
circumstances.


