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Metallics Recycling Co. v. Commissioner, 82 T. C. 148 (1984)

The new jobs tax credit under section 44B does not apply to a business that acquires
the major portion of another business’s trade or business, as per section 52(c).

Summary

Metallics Recycling Co. sought a new jobs tax credit for 1977, arguing it created
new jobs. However, the IRS contended that Metallics acquired major portions of
Wayne Steel and Volper Iron & Metal, requiring attribution of those companies’
prior-year wages under section 52(c).  The court held that Metallics did acquire
major portions of both companies’ businesses, including goodwill and a significant
portion of their operations, thus disqualifying it from the tax credit. The decision
hinged on interpreting section 52(c) to apply to multiple acquisitions and assessing
the viability and extent of the businesses acquired.

Facts

Metallics Recycling Co. was formed in 1975 by shareholders from Wayne Steel and
Volper Iron & Metal. In 1976 and 1977, Metallics purchased equipment, machinery,
and inventory from both companies. It also hired former employees of Wayne and
Volper. After the formation of Metallics, Wayne and Volper informed their customers
about  Metallics  and  ceased  their  scrap  metal  operations.  Metallics  operated
successfully in 1977, but the IRS challenged its claim for a new jobs tax credit,
arguing  that  Metallics  had  acquired  major  portions  of  Wayne’s  and  Volper’s
businesses.

Procedural History

The IRS determined a deficiency in Metallics’ income tax for 1977, denying the new
jobs tax credit. Metallics filed a petition with the Tax Court, which heard the case
and issued its opinion in 1984.

Issue(s)

1. Whether section 52(c) of the Internal Revenue Code applies to an employer that
acquires major portions of more than one business.
2. Whether Metallics acquired the major portion of a trade or business, or a major
portion of a separate unit of a trade or business, from Wayne Steel and Volper Iron
& Metal.

Holding

1. Yes, because the legislative intent and statutory language of section 52(c) allow
for its application to multiple business acquisitions.
2. Yes, because Metallics acquired substantial goodwill and a significant portion of
the operations from both Wayne and Volper, indicating the acquisition of major
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portions of their businesses.

Court’s Reasoning

The court interpreted section 52(c) using the rule of construction from 1 U. S. C.
section  1,  allowing singular  terms to  apply  to  plural  situations.  The legislative
history showed Congress intended to prevent tax credits for businesses that merely
continued  existing  operations  without  creating  new jobs.  The  court  found  that
Metallics acquired goodwill from Wayne and Volper, evidenced by the transfer of
customer relationships and the use of equipment at former suppliers’ locations. The
court considered factors such as the fair market value of assets, goodwill, proportion
of employees, and sales to determine that Metallics acquired major portions of both
businesses. The court rejected Metallics’ argument that it did not acquire goodwill
due to  the  competitive  nature  of  the  scrap metal  market,  as  evidence showed
continuity of customer relationships.

Practical Implications

This  decision  clarifies  that  section  52(c)  applies  to  acquisitions  of  multiple
businesses, requiring attribution of prior-year wages to the acquiring entity. Tax
practitioners must  carefully  evaluate whether a client’s  acquisition includes the
major portion of another business, considering factors like goodwill transfer and
operational  continuity.  Businesses  planning  to  claim new jobs  tax  credits  after
acquisitions need to assess whether they have truly created new jobs or merely
continued existing ones. This ruling has implications for how businesses structure
acquisitions  to  qualify  for  tax  incentives  and  how the  IRS  audits  such  claims.
Subsequent cases involving similar tax credits must consider this precedent when
evaluating the applicability of section 52(c).


