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Peterson v. Commissioner, 89 T. C. 895 (1987)

Retroactive tax legislation is constitutional if it does not impose a new tax and is not
so harsh and oppressive as to violate due process.

Summary

In Peterson v. Commissioner, the Tax Court upheld the retroactive application of a
1984 amendment to  the tax code,  which clarified that  recapture of  investment
credits  should  not  be  included in  computing the alternative  minimum tax.  The
petitioners  argued that  this  retroactive  change  violated  their  Fifth  Amendment
rights. The court, however, found that the amendment did not impose a new tax but
merely clarified existing law. Additionally, the court ruled that the petitioners were
liable  for  negligence  penalties  for  unreported  income,  but  not  for  their
interpretation  of  the  tax  on  investment  credit  recapture.

Facts

The petitioners filed their 1983 federal income tax return, reporting recapture of
investment  credits  and  including  this  tax  in  their  alternative  minimum  tax
calculation. After their filing, the Deficit Reduction Act of 1984 amended the tax
code retroactively to exclude investment credit recapture from alternative minimum
tax calculations. The petitioners challenged this retroactive application as a violation
of  the Fifth Amendment.  They also failed to report  some dividend and interest
income.

Procedural History

The case was assigned to a Special Trial Judge, whose opinion was adopted by the
Tax  Court.  The  petitioners  contested  the  retroactive  application  of  the  1984
amendment and the imposition of negligence penalties. The Tax Court upheld the
retroactive amendment and found the petitioners negligent for failing to report
income but not for their interpretation of the tax on investment credit recapture.

Issue(s)

1. Whether the retroactive application of the 1984 amendment to section 55(f)(2) of
the  Internal  Revenue  Code,  excluding  investment  credit  recapture  from  the
alternative  minimum  tax  calculation,  violates  the  Fifth  Amendment  as  an
unconstitutional  taking.
2. Whether the petitioners are liable for additions to tax due to negligence under
sections 6653(a)(1) and 6653(a)(2).

Holding

1. No, because the amendment did not impose a new tax but clarified existing law
and was not so harsh and oppressive as to violate due process.
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2. Yes, because the petitioners were negligent in failing to report dividend and
interest income, but not for their interpretation of the tax on investment credit
recapture.

Court’s Reasoning

The court applied the principle that retroactive tax legislation is constitutional if it
does not impose a new tax and is not so harsh and oppressive as to violate due
process. The amendment to section 55(f)(2) was a clarification of existing law, not
the imposition of a new tax. The court cited precedent such as Welch v. Henry and
Fife v. Commissioner, emphasizing that the amendment was meant to carry out the
original  intent  of  Congress.  The  court  also  noted  that  the  petitioners  had  no
reasonable expectation that the tax on investment credit recapture would not be
subject to change. On the issue of negligence, the court found that the petitioners’
failure to report income was due to negligence, but their interpretation of the tax
law was reasonable given the state of the law at the time of their return.

Practical Implications

This  case  reinforces  the  principle  that  retroactive  tax  legislation  is  generally
constitutional, particularly when it clarifies existing law rather than imposing new
taxes. Legal practitioners should be aware that taxpayers cannot reasonably rely on
tax laws remaining static, especially when amendments clarify congressional intent.
The  decision  also  highlights  the  importance  of  accurate  income  reporting,  as
negligence penalties were upheld for unreported income. Subsequent cases may
refer  to  Peterson  when  addressing  challenges  to  retroactive  tax  legislation,
emphasizing the need for such laws to be corrective rather than punitive.


