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Silver Medical, Inc. v. Commissioner of Internal Revenue, 147 T. C. No. 18,
2016 U. S. Tax Ct. LEXIS 36 (U. S. Tax Court, 2016)

In a landmark decision, the U. S. Tax Court ruled that Silver Medical, Inc. must
recapture $41,032 in excess grant funds received under the Qualifying Therapeutic
Discovery Project (QTDP) program. The court clarified that grants are considered
“made” when funds are disbursed,  not  when certification is  issued.  This  ruling
affects the timing of recapture, requiring it to occur in the fiscal year when the
grant payment was made, which significantly impacts tax planning and compliance
for similar programs.

Parties

Silver Medical, Inc. (Petitioner) v. Commissioner of Internal Revenue (Respondent).
Petitioner  was  a  medical  device  company  seeking  to  retain  tax  benefits  from
investments in a therapeutic discovery project. Respondent, the Commissioner of
Internal Revenue, contested the timing and amount of recapture of grant funds.

Facts

Silver Medical, Inc. , a Delaware corporation based in Palo Alto, California, applied
for  certification of  its  investments  in  a  qualifying therapeutic  discovery  project
under I. R. C. sec. 48D. The company elected to receive cash grants instead of tax
credits. Initially, Silver Medical sought certification for investments made in its 2009
and 2010 calendar years. The company received certification and subsequent grant
payments of $10,868. 50 for 2009 on October 29, 2010, and $135,500 for 2010 on
January 28, 2011. Following certification, Silver Medical changed its 2010 tax year
to a short year ending November 30, 2010, and submitted a second application for
certification for its fiscal year ending November 30, 2011, which was not approved.

Procedural History

The Commissioner of Internal Revenue determined a deficiency of $41,032 in Silver
Medical’s federal income tax for its fiscal year ending November 30, 2011, due to
the recapture of grant funds exceeding actual qualified investments. Silver Medical
contested this determination and the case proceeded to the U. S. Tax Court. The
court  reviewed the case de novo,  examining the legal  and factual  basis  of  the
Commissioner’s determination.

Issue(s)

Whether Silver Medical, Inc. must recapture $41,032 in excess grant funds received
under the Qualifying Therapeutic Discovery Project program, and if so, whether the
recapture should occur for the fiscal year ending November 30, 2011?

Rule(s) of Law
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Under I. R. C. sec. 48D and the Patient Protection and Affordable Care Act, sec.
9023, taxpayers are allowed a credit or grant of 50% of their qualified investments
in a qualifying therapeutic discovery project, limited to tax years beginning in 2009
or 2010. If the grant amount exceeds the allowable amount, the excess must be
recaptured as tax under ACA sec. 9023(e)(5)(B)(i), which specifies that recapture
occurs immediately after the grant is “made. “

Holding

The U. S. Tax Court held that Silver Medical, Inc. must recapture $41,032 in excess
grant funds, and the recapture must occur for the fiscal year ending November 30,
2011, as the grant for the 2010 calendar year was considered “made” when payment
was disbursed on January 28, 2011.

Reasoning

The court analyzed the statutory language and administrative guidance, particularly
Notice 2010-45, which required separate grant applications for each tax year. The
court concluded that the grant for each year was “made” when the funds were
disbursed, not when certification was issued. This interpretation was supported by
the fact that the certification letter did not guarantee a fixed grant amount, as the
program was oversubscribed. The court rejected Silver Medical’s argument that a
single grant  was made upon certification,  emphasizing that  the grant  for  2010
became effective on January 1, 2011, and was thus “made” when paid on January 28,
2011. The court also considered the practical implications of the QTDP program’s
funding limits and the need for efficient allocation of resources.

Disposition

The U. S. Tax Court affirmed the Commissioner’s determination of a tax deficiency
of $41,032 for Silver Medical’s fiscal year ending November 30, 2011, and ordered
recapture to occur in that year.

Significance/Impact

This  decision clarifies  the timing of  grant  recapture under the QTDP program,
emphasizing that grants are considered “made” upon payment, not certification.
This ruling has significant implications for taxpayers seeking to benefit from similar
tax incentive programs, as it affects the timing and calculation of tax liabilities. The
decision  underscores  the  importance  of  precise  statutory  and  regulatory
interpretation in tax law and highlights the need for taxpayers to align their tax
planning with the actual disbursement of grant funds.


