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Askin & Marine Company v. Commissioner, 47 B.T.A. 1269 (1942)

A taxpayer who takes a deduction in a prior year and receives a tax benefit from it is
estopped from arguing that the recovery of that deduction in a later year is not
taxable income; furthermore, such a recovery is taxable as ordinary income to the
extent the prior deduction reduced taxable income.

Summary

Askin & Marine Company claimed a deduction for a loss on an oil venture in 1930. In
1941, they recovered a portion of that loss through a guaranty. The IRS argued that
the  recovery  was  taxable  income.  The  taxpayer  contended  that  the  original
deduction was erroneously taken and the recovery should not be taxed, or at least
treated as a capital gain. The Board of Tax Appeals held that the taxpayer was
estopped from denying the validity of the original deduction and that the recovery
was taxable as ordinary income to the extent it provided a tax benefit in 1930.

Facts

The taxpayer invested in an oil venture and claimed a $22,500 deduction in their
1930 tax return,  stating it  was a “complete loss,  there being no salvage.”  The
taxpayer’s brother guaranteed the investment. In 1941, the taxpayer recovered a
portion of the loss from their brother’s estate under the guaranty.

Procedural History

The Commissioner of Internal Revenue assessed a deficiency for the 1941 tax year,
arguing the recovery was taxable income. The taxpayer petitioned the Board of Tax
Appeals  to redetermine the deficiency.  The Board reviewed the Commissioner’s
determination.

Issue(s)

Is the taxpayer estopped from claiming that the recovery in 1941 is not taxable1.
income because the deduction in 1930 was allegedly erroneous?
Is the recovery taxable as ordinary income or as a capital gain?2.

Holding

Yes, because the taxpayer took a deduction in 1930, represented it as a1.
complete loss, and benefited from that deduction.
Ordinary Income, because the recoupment of a loss, which has been previously2.
claimed and allowed as a deduction, is taxable as ordinary income to the extent
the deduction reduced taxable income in the prior year.

Court’s Reasoning
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The Board of Tax Appeals applied the doctrine of estoppel, stating that the taxpayer
made a representation (the loss was complete),  took a deduction based on that
representation, and the IRS accepted the return as correct. Since the statute of
limitations barred amending the 1930 return, the taxpayer could not now claim the
deduction was improper. The Board also relied on Dobson v. Commissioner, 320
U.S. 489 which established that recoveries of losses previously deducted are taxable
as ordinary income to the extent the prior deduction provided a tax benefit. The
court determined that the $22,500 deduction in 1930 did reduce the taxpayer’s
taxable income, since it exceeded the combined credits for dividends and personal
exemptions. Therefore, the recovery in 1941 was taxable as ordinary income to that
extent.

Practical Implications

This case illustrates the tax benefit rule and the application of estoppel in tax law. It
emphasizes that taxpayers cannot take inconsistent positions to their advantage. If a
deduction is taken and provides a tax benefit, any subsequent recovery related to
that deduction will likely be treated as ordinary income to the extent of the prior
benefit.  This  case,  and  the  Dobson  decision  it  relies  on,  are  fundamental  in
understanding how prior tax positions can impact future tax liabilities. It highlights
the importance of accurately characterizing transactions on tax returns and the
potential  consequences  of  claiming  deductions  that  may  later  be  challenged.
Attorneys should advise clients that claiming a deduction creates a risk that any
future recovery related to that deduction will be taxable income.


