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Bell Fibre Products Corp. v. Commissioner, 65 T. C. 753 (1976)

An assumption agreement filed late can still be valid if the IRS accepts it and if there
is ‘good cause’ for the delay, preventing the imposition of the investment credit
recapture tax.

Summary

Bell Fibre Products Corp. elected to become a small business corporation under
Section 1372, unaware that this would trigger an investment credit recapture tax
unless an assumption agreement was filed. Upon discovering the need, Bell Fibre
and its shareholders promptly executed and delivered the agreement to the IRS,
though late.  The IRS held the agreement for  five years without  objection until
challenging  its  validity  during  a  tax  court  case.  The  Tax  Court  ruled  that  the
agreement was valid due to ‘good cause’ shown by Bell Fibre, protecting them from
the recapture tax. The decision highlights the flexibility in filing deadlines for such
agreements and emphasizes the importance of good faith and lack of prejudice to
the IRS.

Facts

Bell  Fibre  Products  Corp.  elected to  be  taxed as  a  small  business  corporation
effective January 1, 1969, under Section 1372. Prior to this election, Bell Fibre had
taken  investment  credits  under  Section  38.  Unaware  of  the  recapture  tax
implications  of  their  election,  Bell  Fibre  did  not  initially  file  an  assumption
agreement as required by Section 1. 47-4(b) of the Income Tax Regulations. Upon
being informed of  the potential  liability  on March 11,  1970,  Bell  Fibre and its
shareholders promptly executed and delivered the agreement to the IRS on April 17,
1970. The IRS held the agreement without objection until March 28, 1975, when it
challenged the agreement’s validity during a tax court case, claiming Bell Fibre
owed a recapture tax for the period July 1 to December 31, 1968.

Procedural History

Bell Fibre contested the IRS’s deficiency notice from September 22, 1972, related to
other tax issues. The IRS later amended its answer on March 28, 1975, to include a
claim  for  an  investment  credit  recapture  tax  based  on  the  late  filing  of  the
assumption agreement. The Tax Court granted the IRS’s motion to amend its answer
and heard the case, ultimately deciding in favor of Bell Fibre on May 6, 1975.

Issue(s)

1. Whether Bell Fibre Products Corp. is liable for the investment credit recapture
tax under Section 47(a)(1)  due to  its  election to  be taxed as  a  small  business
corporation under Section 1372, despite the late filing of the required assumption
agreement.
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Holding

1.  No,  because  the  assumption  agreement  filed  late  by  Bell  Fibre  and  its
shareholders effectively relieved Bell Fibre of the investment credit recapture tax
due to ‘good cause’ shown and the IRS’s acceptance of the agreement.

Court’s Reasoning

The Tax Court reasoned that the purpose of the regulation allowing assumption
agreements  was  to  mitigate  the  harshness  of  the  immediate  imposition  of  the
recapture tax upon electing subchapter S status. The court found that Bell Fibre
acted in good faith, relying on professional advice, and promptly filed the agreement
upon discovering the need. The IRS retained the agreement without objection for
five years, suggesting acceptance. The court emphasized that the regulation’s ‘good
cause’ provision reflects an intent to provide flexibility, especially since the filing
deadline is nonstatutory. The court also noted that the IRS suffered no prejudice
from the late filing, and the shareholders were subjected to potential liability during
the period the corporation had subchapter S status. The court concluded that the
IRS’s challenge to the agreement’s validity after such a long period of acceptance
was an abuse of discretion.

Practical Implications

This decision informs legal practice by clarifying that the IRS may accept late-filed
assumption agreements if  there is ‘good cause’ and no prejudice to the IRS. It
emphasizes  the  importance  of  good  faith  efforts  by  taxpayers  to  comply  with
regulations  and  the  flexibility  in  applying  nonstatutory  deadlines.  Practically,
taxpayers  and  their  advisors  should  act  promptly  upon  discovering  regulatory
requirements and document their efforts to comply. The ruling may encourage the
IRS to be more explicit  in its acceptance or rejection of late filings, potentially
affecting  how similar  cases  are  handled.  Subsequent  cases  may  reference  this
decision  to  support  arguments  for  the  validity  of  late  filings  under  similar
circumstances.


