Sim-Air, USA, Ltd. v. Commissioner, 98 T. C. 187 (1992)

The one-year export property requirement for Domestic International Sales
Corporations (DISCs) is a valid regulation, and involuntary retransfer does not
exempt a DISC from this requirement.

Summary

Sim-Air, USA, Ltd. (Sim-Air) challenged the validity of a regulation requiring
property sold by a DISC to be exported within one year. Sim-Air sold a helicopter to
a related corporation, which defaulted on its payments, leading to the helicopter’s
retransfer to the original seller. The court upheld the one-year regulation as a valid
interpretation of the statutory requirement that property be held for direct use
outside the United States. The retransfer did not exempt Sim-Air from this
requirement, even if involuntary. The court found no negligence in Sim-Air’s actions
but left open the possibility of a deficiency distribution to regain DISC status.

Facts

Sim-Air, a DISC, sold a helicopter to Aviation Supply Co. , a related corporation, on
December 31, 1983. On October 3, 1984, due to payment defaults, the helicopter
was retransferred to Bell Helicopter, the original seller, under a conditional sales
contract. Bell sold the helicopter for export to Switzerland on June 5, 1985, with
delivery occurring on October 21, 1985. Sim-Air argued that the one-year export
requirement was invalid and that the retransfer should exempt it from this
requirement.

Procedural History

The IRS determined deficiencies in Sim-Air’s income taxes for the fiscal years
ending July 31, 1984, and December 31, 1984, asserting that Sim-Air did not qualify
as a DISC. Sim-Air challenged this in the U. S. Tax Court, which upheld the validity
of the one-year export requirement and denied the exemption claim based on the
retransfer. The court found no negligence but deferred the decision on the
deficiency distribution.

Issue(s)

1. Whether the one-year export property requirement in sec. 1. 993-3(d)(2)(i)(b),
Income Tax Regs. , is a valid regulation?

2. Whether an involuntary retransfer of property exempts a DISC from the one-year
export requirement?

Holding

1. Yes, because the regulation is a reasonable interpretation of the statutory
requirement that property be held for direct use outside the United States.
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2. No, because the retransfer, even if involuntary, does not exempt the DISC from
the one-year requirement.

Court’s Reasoning

The court upheld the one-year regulation as a valid exercise of the Secretary of the
Treasury’s authority to interpret the statutory requirement that property be held for
direct use outside the United States. The court found that the regulation was
consistent with the legislative objective to stimulate exports and was a reasonable
condition to ensure compliance with this objective. The court rejected Sim-Air’s
argument that the regulation imposed an unwarranted condition on the statutory
definition of “export property. ” The court also found that the retransfer to Bell did
not exempt Sim-Air from the one-year requirement, as the regulation did not provide
for such an exemption. The court noted that other courts had upheld similar time
limitations in DISC regulations. The court emphasized that the regulation’s validity
was not affected by the possibility of unanticipated events preventing compliance, as
such events do not excuse noncompliance with statutory or regulatory requirements.

Practical Implications

This decision clarifies that DISCs must comply with the one-year export property
requirement, even in cases of involuntary retransfer. Practitioners should advise
clients that the one-year rule is strictly enforced and that failure to comply can
result in the loss of DISC status. The decision also highlights the importance of
understanding the complex DISC regulations and the potential for relying on
professional advice to avoid negligence penalties. Future cases involving DISCs
should consider this ruling when analyzing the validity of regulations and the impact
of retransfers on export property requirements. This case may influence how DISCs
structure their transactions to ensure compliance with export property requirements
and how they handle potential defaults or retransfers.
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