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C. Blake McDowell, Inc. v. Commissioner, 71 T. C. 71 (1978)

Supreme Court  decisions are generally  applied retroactively in tax law, even if
taxpayers relied on a contrary circuit court decision.

Summary

In C. Blake McDowell, Inc. v. Commissioner, the Tax Court, on remand from the
Sixth Circuit, ruled that the Supreme Court’s decision in Fulman v. United States,
which upheld the validity of a tax regulation limiting the dividends-paid deduction
for personal holding companies, should apply retroactively. The taxpayer, who had
made  deficiency  dividend  distributions  based  on  a  Sixth  Circuit  ruling  that
contradicted Fulman, sought to avoid retroactive application by claiming reliance on
the circuit court’s decision. The Tax Court rejected this argument, emphasizing that
Supreme Court decisions govern tax liability at the time of final judgment, not when
transactions occurred or when lower courts ruled.

Facts

C.  Blake McDowell,  Inc.  ,  a  personal  holding company,  distributed appreciated
property as deficiency dividends to its shareholders in December 1974 and January
1975. At that time, the prevailing law in the Sixth Circuit, established by H. Wetter
Manufacturing Co. v. United States, allowed the company to deduct the fair market
value of the distributed property. However, while the taxpayer’s case was on appeal,
the Supreme Court in Fulman v. United States upheld the validity of section 1.
562-1(a) of the Income Tax Regulations, which limited the deduction to the adjusted
basis of the property. The taxpayer argued that its reliance on the Sixth Circuit’s
Wetter decision should prevent retroactive application of Fulman.

Procedural History

The Tax Court initially ruled in favor of C. Blake McDowell, Inc. , applying the Sixth
Circuit’s  Wetter  decision  under  the  Golsen  rule.  On  appeal,  the  Sixth  Circuit
remanded the case for reconsideration in light of  the Supreme Court’s  Fulman
decision.  The  Tax  Court,  upon  remand,  held  that  Fulman  should  be  applied
retroactively, resulting in a decision for the Commissioner.

Issue(s)

1. Whether the Supreme Court’s decision in Fulman v. United States should be
applied retroactively to the taxpayer’s case, despite the taxpayer’s claimed reliance
on the Sixth Circuit’s decision in H. Wetter Manufacturing Co. v. United States.

Holding

1. Yes, because the Supreme Court’s decision in Fulman is controlling at the time of
final judgment, and a taxpayer’s reliance on a contrary circuit court decision does
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not prevent retroactive application.

Court’s Reasoning

The Tax Court relied on the principle that a court applies the law in effect at the
time it renders its final judgment, as established by United States v. The Schooner
Peggy. This rule applies to changes in decisional law, as confirmed in Vandenbark v.
Owens-Illinois  Co.  The  court  rejected  the  taxpayer’s  reliance  argument,  citing
United States v. Estate of Donnelly, which upheld the retroactive application of a
Supreme Court decision despite contrary circuit court precedent. The court also
noted that taxpayers have no vested right in lower court decisions and that the
government  is  entitled  to  adhere  to  its  interpretation  of  statutes  until  a  final
judgment  is  entered.  The  decision  in  Fulman,  which  occurred  before  the  final
judgment in this case, thus controlled the outcome.

Practical Implications

This  decision underscores that  Supreme Court  rulings in  tax law are generally
applied retroactively, even if taxpayers relied on conflicting circuit court decisions.
Taxpayers must be aware that their tax liability will be determined by the law as it
exists at the time of final judgment, not when transactions occur or when lower
courts rule. This case also highlights the government’s right to maintain its statutory
interpretations until a final judgment is rendered. Subsequent cases, such as Gulf
Inland  Corp.  v.  United  States,  have  followed  this  precedent,  reinforcing  the
retroactive application of Supreme Court tax decisions.


