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Buttke v. Commissioner, 72 T. C. 677 (1979)

Retroactive changes to the minimum tax provisions do not violate the Constitution.

Summary

In Buttke v. Commissioner, the U. S. Tax Court upheld the retroactive application of
the 1976 Tax Reform Act’s amendments to the minimum tax provisions for the tax
year  1976.  Leroy  and  Leona  Buttke  sold  real  estate  in  1976,  recognizing  a
significant capital gain. The 1976 Act increased the minimum tax rate and lowered
the exemption threshold, effective for taxable years starting after December 31,
1975. The Buttkes challenged this as unconstitutional, arguing it was harsh and
oppressive. The court rejected their challenge, affirming Congress’s power to enact
retroactive tax legislation and finding the tax neither harsh nor oppressive.

Facts

In  March  1976,  Leroy  and Leona  Buttke  sold  a  piece  of  real  estate  for  cash,
reporting a long-term capital gain of $174,760 on their 1976 tax return. They failed
to include 50% of this gain ($87,380) as subject to the minimum tax. The Tax Reform
Act of 1976, enacted on October 4, 1976, amended the minimum tax provisions,
increasing the rate from 10% to 15% and reducing the exemption threshold from
$30,000 to the greater of $10,000 or regular tax deductions, effective for taxable
years beginning after December 31, 1975.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the Buttkes’ 1976
federal  income tax  and moved for  judgment  on  the  pleadings.  The  Tax  Court,
adopting the  opinion of  Special  Trial  Judge Lehman C.  Aarons,  considered the
motion and arguments from both parties before ruling on the constitutionality of the
minimum tax provisions as amended by the 1976 Act.

Issue(s)

1. Whether the retroactive application of the Tax Reform Act of 1976’s minimum tax
provisions to the taxable year 1976 violates the Constitution as being harsh and
oppressive.

Holding

1.  No,  because  the  retroactive  application  of  the  minimum  tax  provisions  is
constitutional and not harsh or oppressive under the circumstances of this case.

Court’s Reasoning

The  court’s  reasoning  was  based  on  established  precedent  upholding  the
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constitutionality of retroactive taxation. It cited Brushaber v. Union Pacific R. R. Co.
for the principle that income taxes can be retroactively applied without violating the
Constitution. The court applied the criteria from Welch v. Henry, finding that the
retroactive application of the minimum tax was not “so harsh and oppressive as to
transgress the constitutional limitation. ” The court emphasized that the minimum
tax was already part of the Internal Revenue Code before the 1976 sale, and the
amendments merely adjusted the rate and exemption level. The Buttkes were aware
of  the  income tax  on  their  sale  and  should  have  been  aware  of  the  potential
application of the minimum tax. The court distinguished cases where wholly new
taxes were retroactively applied, noting that the minimum tax was not a new type of
tax in 1976.

Practical Implications

This  decision  reinforces  the  broad  power  of  Congress  to  enact  retroactive  tax
legislation, particularly where the tax in question is an adjustment to existing law
rather than a wholly new tax. Practitioners should advise clients that tax laws can
change retroactively and that they should be prepared for such changes, even if they
occur after a transaction is completed. The ruling also underscores the importance
of understanding all applicable tax provisions, including the minimum tax, when
engaging in transactions that generate significant income or capital gains. Later
cases  have continued to  uphold  the  principle  that  retroactive  tax  legislation is
constitutional,  though courts may scrutinize the harshness of  the application in
individual circumstances.


