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Nalle v. Commissioner, 99 T. C. 187 (1992)

A building relocated prior to rehabilitation is not eligible for the investment tax
credit for rehabilitation expenditures.

Summary

In  Nalle  v.  Commissioner,  the  taxpayers  sought  investment  tax  credits  for
rehabilitating eight buildings, which they had relocated to a business park near
Austin, Texas. The IRS disallowed these credits based on a regulation stating that
relocated buildings are not ‘qualified rehabilitated buildings. ‘ The Tax Court upheld
the regulation, reasoning that the legislative intent behind the tax credit was to
stimulate  economic  growth  in  areas  prone  to  decline,  not  to  incentivize  the
relocation of buildings. This decision impacts how tax credits for rehabilitation are
applied, emphasizing the importance of the building’s location in the rehabilitation
process.

Facts

George and Carole Nalle,  and Charles and Sylvia Betts,  claimed investment tax
credits for rehabilitation expenditures on eight buildings over 40 years old. These
buildings were originally located in various Texas cities but were moved to Heritage
Square near Austin, Texas, before being rehabilitated. The Nalles, through a joint
venture and individually, purchased these buildings between 1982 and 1984. The
Bettses purchased one of the rehabilitated buildings from the Nalles’ joint venture.
The IRS disallowed these credits, citing a regulation that a building must remain in
its original location for at least 40 years prior to rehabilitation to qualify for the
credit.

Procedural History

The IRS issued deficiency notices to the Nalles and Bettses for the tax years 1980,
1983, 1984, and 1985, disallowing the claimed investment tax credits. The taxpayers
petitioned  the  U.  S.  Tax  Court,  challenging  the  validity  of  the  regulation  that
disallowed credits for relocated buildings. The cases were consolidated for trial,
briefing, and opinion. The Tax Court ultimately upheld the IRS’s determination and
the regulation’s validity.

Issue(s)

1. Whether the regulation disallowing investment tax credits for buildings relocated
prior to rehabilitation is valid under the Internal Revenue Code.

Holding

1. Yes, because the regulation aligns with the legislative intent to promote economic
stability in areas susceptible to decline, not to incentivize building relocation.
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Court’s Reasoning

The court examined the historical  development of  the investment tax credit  for
rehabilitation expenditures, focusing on the legislative intent behind the statute. The
court concluded that the credit was designed to promote the economic vitality of
declining areas, not to benefit those who move buildings out of such areas. The
regulation in question was deemed a reasonable interpretation of the statute, as it
supported the congressional goal of revitalizing older locations. The court also noted
that interpretative regulations, while less deferential than legislative regulations,
should not be overruled without weighty reasons. The court rejected the taxpayers’
arguments based on earlier regulations, finding them inapplicable to the case at
hand.

Practical Implications

This decision clarifies that buildings must remain in their original location for at
least the requisite period before rehabilitation to qualify for the investment tax
credit. Tax practitioners must advise clients accordingly, ensuring that rehabilitation
projects are planned with this requirement in mind. The ruling may impact urban
development strategies, as it discourages the relocation of older buildings to new
areas.  Future  cases  involving  similar  tax  incentives  will  need  to  consider  this
precedent,  and  it  may  influence  how  other  tax  credits  aimed  at  economic
development are interpreted and applied.


