Estate of Stamos v. Commissioner, 55 T. C. 486 (1970)

An election to capitalize certain tax and interest payments under section 266 of the
Internal Revenue Code is binding and cannot be revoked, even if based on a mistake
of fact regarding the taxpayer’s overall tax consequences.

Summary

In Estate of Stamos v. Commissioner, the taxpayers elected to capitalize interest and
real estate taxes on unimproved land under section 266 of the Internal Revenue
Code. After the IRS disallowed a capital loss carryover, increasing their taxable
income, the taxpayers sought to revoke their election and deduct the expenses. The
Tax Court upheld the binding nature of the election, refusing to allow revocation
despite the taxpayers’ claim of a material mistake of fact. The court emphasized the
need for finality in tax elections to prevent administrative uncertainty, citing
precedent that elections under the Code are irrevocable absent statutory provisions
allowing otherwise.

Facts

George and Evelyn Stamos elected to capitalize interest and real estate taxes on
unimproved land in Dade County, Florida, under section 266 of the Internal Revenue
Code for their 1963 tax return. They anticipated a capital loss carryover from a 1961
stock sale, which they believed would offset any taxable income. However, the IRS
disallowed the carryover, increasing their 1963 taxable income. The Stamoses then
attempted to revoke their election to capitalize and instead deduct the expenses to
reduce their tax liability. The IRS denied their request, leading to a deficiency
determination.

Procedural History

The Commissioner determined deficiencies in the Stamoses’ income tax for 1963
and 1964, with only the 1963 deficiency being contested. The case was submitted
under Tax Court Rule 30 on a stipulation of facts. The Tax Court heard the case and
issued a decision in favor of the Commissioner, denying the taxpayers’ request to
revoke their election under section 266.

Issue(s)

1. Whether the taxpayers may revoke their election to capitalize interest and real
estate taxes under section 266 of the Internal Revenue Code and instead deduct
those payments in computing their 1963 income tax.

Holding

1. No, because the election to capitalize under section 266 is binding and cannot be
revoked, as established by precedent and the regulations under section 266.
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Court’s Reasoning

The Tax Court’s decision was based on the binding nature of elections under the
Internal Revenue Code. The court applied the legal rule that an election under
section 266, once made, is irrevocable, as outlined in the regulations and upheld in
prior cases such as Parkland Place Co. v. United States and Kentucky Utilities Co. v.
Glenn. The court rejected the taxpayers’ argument that their election was based on
a material mistake of fact, distinguishing Meyer’s Estate v. Commissioner, where a
material mistake of fact directly related to the election was found. The court
reasoned that the taxpayers’ mistake regarding the capital loss carryover was too
remote from the election itself to be considered material. The court emphasized the
importance of finality in tax elections to prevent administrative uncertainty and the
potential for taxpayers to retroactively change their tax positions based on
hindsight.

Practical Implications

This decision reinforces the principle that tax elections are binding and should be
made with careful consideration. Taxpayers and their advisors must thoroughly
assess their tax positions before making elections, as subsequent changes in
circumstances do not typically allow for revocation. The ruling impacts tax planning
by emphasizing the need for accurate information and foresight in making elections.
It also affects IRS administration by supporting the finality of tax elections, reducing
the potential for administrative burden and uncertainty. Subsequent cases have
continued to uphold the binding nature of tax elections, with limited exceptions
where statutes or regulations specifically allow for revocation.
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