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Under the Vinson Act, multiple purchase orders, each under $10,000, placed by a
prime contractor with a subcontractor, are considered separate subcontracts and
not aggregated into a single subcontract exceeding $10,000, unless there is
evidence of an intent to evade the Act’s profit limitations.

Summary

Aero Supply Mfg. Co. challenged the Commissioner of Internal Revenue’s
determination of a deficiency in its excess profit liability under the Vinson Act. The
central issue was whether numerous small purchase orders from prime contractors
should be aggregated to exceed the $10,000 threshold, thereby subjecting Aero
Supply to profit limitations. The Tax Court held that each purchase order was a
separate contract because there was no overarching agreement and no intent to
evade the Vinson Act. The court emphasized that the day-to-day nature of the
transactions and the lack of commitment between the parties supported the
determination that each order stood alone.

Facts

Aero Supply manufactured and sold hardware to aircraft manufacturers. Grumman
and Curtiss, prime contractors subject to the Vinson Act, placed numerous separate
orders with Aero Supply. From August 1937 to December 31, 1938, Grumman
placed 93 orders totaling $19,400.26, and Curtiss placed 99 orders in 1938 and
1939 totaling $22,174.64. Most orders were for less than $100, and none exceeded
$4,200. Each purchase order was marked with the prime contract number, and
Grumman'’s orders stated they were subject to the Vinson Act. Grumman and Curtiss
ordered materials as needed, and Aero Supply invoiced and shipped goods on open
accounts. There was no blanket order or general agreement between Aero Supply
and either Grumman or Curtiss.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Aero Supply’s
excess profit liability for 1939 under the Vinson Act. Aero Supply petitioned the Tax
Court, contesting the Commissioner’s determination that the aggregation of small
purchase orders constituted a single subcontract exceeding $10,000.

Issue(s)

Whether individual purchase orders, each less than $10,000, should be considered
separate subcontracts, or whether the aggregate of all individual purchase orders
should be considered in determining if Aero Supply is subject to the profit
limitations of the Vinson Act.

Holding
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No, because each purchase order was a bona fide separate contract, and there was
no evidence of an intent to evade the provisions of the Vinson Act.

Court’s Reasoning

The court focused on the language of the Vinson Act and the Commissioner’s
regulations, which stipulated that the profit limitations do not apply to separate
contracts involving less than $10,000. The court found that each order from
Grumman and Curtiss was for materials costing less than $10,000. The court
emphasized the absence of deliberate subdivision to evade the Vinson Act. The court
determined that fully justifiable business purposes prompted the prime contractors
to place small, separate orders rather than a single large order. The court
highlighted that there was no overall agreement between Aero Supply and the prime
contractors, stating, “Their entire dealings were simply on a day to day basis. If the
contractor wanted something, it ordered it, and the petitioner filled the order.” The
court concluded that the situation fell within the regulations’ recognition of separate
subcontracts, exempting Aero Supply from the Vinson Act’s profit limitations.

Practical Implications

This case provides clarity on how the Vinson Act applies to subcontractors receiving
multiple small orders from prime contractors. It establishes that the aggregation of
such orders into a single subcontract is not automatic. Instead, courts must examine
the nature of the transactions, looking for evidence of an overarching agreement or
an intent to evade the Vinson Act. This decision protects subcontractors from
unintended profit limitations when they engage in ordinary, day-to-day transactions
with prime contractors. Later cases would likely distinguish themselves based on the
presence or absence of a master agreement or evidence of intent to evade the act,
focusing on the specific facts of each business relationship to determine whether
aggregation is warranted. The ruling emphasizes the importance of clear
documentation and arms-length transactions in industries subject to government
contract profit limitations.
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