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Estate of Anthony P. Kearns, Deceased, Marie C. Kearns, Executrix,  and
Marie  C.  Kearns,  Petitioners  v.  Commissioner  of  Internal  Revenue,
Respondent,  73  T.  C.  1223  (1980);  1980  U.  S.  Tax  Ct.  LEXIS  160

The  retroactive  application  of  tax  law  amendments  to  installment  sales  is
constitutional, applying to payments received after the amendment’s effective date.

Summary

In Estate of Kearns v. Commissioner, the U. S. Tax Court addressed whether the Tax
Reform  Act  of  1976’s  amendments  to  the  minimum  tax  provisions  could
constitutionally be applied retroactively to gains from an installment sale executed
in 1972 but with payments received in 1976. The court upheld the retroactivity,
citing precedent that installment payments are taxed under the law in effect at the
time of recognition. This ruling emphasizes that taxpayers electing installment sales
must account for potential changes in tax law affecting their tax liability on received
payments.

Facts

Anthony P. Kearns and Marie C. Kearns entered into an installment sale contract in
1972. Anthony died in January 1976,  and Marie,  as executrix,  reported a 1976
installment payment of $48,000 on their joint tax return, resulting in a recognized
gain of $47,490. This payment was received before October 4, 1976, the enactment
date of the Tax Reform Act of 1976, which retroactively amended the minimum tax
provisions for taxable years beginning after December 31, 1975.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the Kearns’ 1976
income taxes due to the application of  the amended minimum tax.  The Kearns
petitioned the U. S. Tax Court, challenging the retroactive application of the Tax
Reform Act’s  amendments.  The  Tax  Court  followed  its  precedent  in  Buttke  v.
Commissioner and upheld the retroactivity of the amendments.

Issue(s)

1. Whether the retroactive application of the Tax Reform Act of 1976’s amendments
to  the minimum tax  provisions  to  the installment  payment  received in  1976 is
constitutional.
2.  Whether the amended minimum tax provisions apply to installment contracts
entered into prior to the enactment of the Tax Reform Act if payments are received
during 1976.

Holding

1. Yes, because the retroactive application of tax law amendments to installment
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sales is constitutional, as established in Buttke v. Commissioner.
2. Yes, because the amended minimum tax provisions apply to payments received in
1976, regardless of when the contract was entered into.

Court’s Reasoning

The court’s decision was grounded in the principle that installment payments are
taxed under the law in effect at the time of recognition, as articulated in Snell v.
Commissioner. The court reasoned that taxpayers electing installment sales assume
the risk that tax laws may change, affecting their tax liability on received payments.
The court rejected the petitioners’ argument that the retroactivity was “harsh and
oppressive,” citing Buttke v. Commissioner, which upheld the constitutionality of
retroactive application of the Tax Reform Act’s changes to section 56. The court
distinguished between the timing of the contract and the timing of the payments,
emphasizing that the tax law in effect at the time of payment governs.

Practical Implications

This  decision  underscores  the  importance  for  taxpayers  to  consider  potential
changes in tax law when electing installment sales. It informs legal practice that the
tax law applicable to installment payments is that in effect at the time of payment,
not contract execution. Businesses and individuals engaging in installment sales
must be aware of the risk of tax law changes affecting their tax liability. Subsequent
cases, such as Westwick v. Commissioner, have applied this ruling, solidifying the
principle of retroactive tax law application to installment sales.


