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4 T.C. 404 (1944)

When computing a net operating loss carry-over for a taxable year, the calculation
should be based on the tax laws in effect during the year to which the loss is being
carried, not the laws in effect during the year the loss was incurred, unless expressly
provided otherwise.

Summary

Moore, Inc. sought a redetermination of a deficiency in income tax for 1942. The
core issue was whether the net operating loss carry-over from 1941 to 1942 should
be computed under Section 122(d)(4) of the Internal Revenue Code as it existed
before or after its amendment by Section 150(e) of the Revenue Act of 1942. The
Tax Court held that the amendment applied, meaning all capital gains and losses
should be treated together, regardless of whether they were long-term or short-
term.  The court  reasoned that  the amendment was applicable  to  taxable  years
beginning after December 31, 1941, which included the year at issue. This decision
affected how net operating losses were calculated for carry-over purposes.

Facts

Moore, Inc. had gross income of $57,486.87 in 1941, including $2,844.14 in
short-term capital gains.
The company’s total deductions for 1941 were $73,551.04, including
$17,025.22 in long-term capital losses.
Without the long-term capital loss deduction, total deductions were
$56,525.82.
The dispute centered on whether a net operating loss deduction of $1,883.09
was allowable for 1942.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Moore, Inc.’s
income tax for 1942. Moore, Inc. petitioned the Tax Court for a redetermination of
the deficiency. The case turned on the interpretation and application of specific
sections of the Internal Revenue Code as amended by the Revenue Act of 1942. The
Tax Court ruled in favor of Moore, Inc.

Issue(s)

Whether, in determining Moore, Inc.’s income tax for 1942, the net operating loss
carry-over from 1941 should be computed under Section 122(d)(4) of the Internal
Revenue Code as it existed before or after its amendment by Section 150(e) of the
Revenue Act of 1942.

Holding
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No, because Section 101 of the Revenue Act of 1942 states that amendments apply
to taxable years beginning after December 31,  1941,  unless expressly provided
otherwise, and Section 150(e), which amended Section 122(d)(4), contains no such
express provision. Therefore, the amended version of Section 122(d)(4) applies when
computing the net operating loss carry-over from 1941 to 1942.

Court’s Reasoning

The Tax Court emphasized that prior revenue acts explicitly stated that net losses
should be computed under the law in effect during the earlier period when the loss
was sustained. However, the Revenue Act of 1942 contained no such provision. The
court stated, “There is no such provision in the Revenue Act of 1942. Nor do we find
any indication in such act that Congress intended that the net loss carry-over was to
be computed under the law effective when such net loss was sustained.” The court
interpreted Section 101 of the Revenue Act of 1942, which stated that amendments
are applicable “with respect to taxable years beginning after December 31, 1941,”
to  mean that  the amended Section 122(d)(4)  should  be used in  computing tax
liability for 1942. The court rejected the Commissioner’s reliance on Regulations
103, sec. 19.122-2, as amended by T. D. 5217, stating that if the regulation was
inconsistent with the court’s conclusion, it could not stand.

Practical Implications

This decision clarifies that when calculating net operating loss carry-overs, the tax
laws in effect for the year to which the loss is carried govern the computation,
unless there is explicit statutory language to the contrary. This ruling impacts how
businesses and tax professionals approach the computation of net operating losses
and their carry-over deductions, ensuring they use the most current applicable tax
laws. Later cases and IRS guidance would need to adhere to this principle, applying
amendments to tax laws to the year of the tax liability, not necessarily the year the
loss was incurred. This encourages careful monitoring of tax law changes and their
effective dates to ensure accurate tax reporting.


