
© 2025 SCOTUSreports.com. All rights reserved. | 1

10 T.C. 131 (1948)

Income  earned  by  a  business  before  a  sale  is  fully  authorized  by  a  required
regulatory body is taxable to the original owner, even if the parties intended for the
sale to be effective earlier.

Summary

The Vallejo  Bus  Company case  addresses  whether  income earned between the
intended sale date of a business and the date regulatory approval was received
should be taxed to the seller (corporation) or the buyer (partnership). The Tax Court
held that because California law required Railroad Commission approval for the sale
of a public utility, and the contract stipulated the sale was subject to such approval,
the  corporation  was  liable  for  taxes  on  income earned  until  the  approval  was
officially granted. This decision highlights the importance of regulatory compliance
in determining the timing of asset transfers for tax purposes.

Facts

The  Vallejo  Bus  Company,  a  California  corporation,  operated  bus  lines.  Its
shareholders, Soanes, Bell,  and Gibson, formed a partnership with the intent to
purchase the corporation’s assets and continue the business. On May 19, 1942, the
partnership offered to buy the corporation’s assets, and the corporation accepted,
with  the  agreement  effective  June  1,  1942,  subject  to  California  Railroad
Commission approval. The written contract of sale, signed June 9, 1942, contained a
clause stating the agreement would be void if  the Railroad Commission did not
approve the sale. The partnership began operating the bus lines on June 1, 1942,
and deposited revenues into a partnership bank account. The Railroad Commission
finally approved the sale on September 15, 1942.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the corporation’s
1942 taxes,  including the profits  from June 1  to  September 15.  The individual
partners,  as  transferees  of  the  corporation’s  assets,  conceded  liability  for  any
deficiency  but  disputed  the  inclusion  of  partnership  profits  from  June  1  to
September  15  in  the  corporation’s  income.  The  cases  were  consolidated  and
submitted to the Tax Court.

Issue(s)

Whether the profits derived from the operation of the bus lines from June 1 to
September 15, 1942, are taxable to the Vallejo Bus Company (the corporation) or to
the partnership that took over the business on June 1, 1942, given that the sale
required regulatory approval which was not granted until September 15, 1942?

Holding
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No, the profits are taxable to the corporation because the sale and transfer of the
bus lines was not legally consummated until the California Railroad Commission
approved it on September 15, 1942. California law required such approval for the
sale of a public utility, and the contract itself stipulated that the sale was subject to
this approval.

Court’s Reasoning

The court reasoned that under California law, the sale of a public utility is void
without  Railroad Commission approval.  The court  cited Slater  v.  Shell  Oil  Co.,
stating that a transfer without consent of the Railroad Commission confers no rights
on the transferee.  The contract  of  sale  itself  stated that  it  was subject  to  the
Railroad Commission’s approval and would be void if approval was not granted. The
court distinguished cases cited by the petitioner, finding them factually inapposite.
The court  also  rejected  the  argument  that  the  income should  be  taxed to  the
partnership because the partnership received it under a claim of right. The court
stated that the partnership held the bus line, its properties, and its profits as an
agent of the corporation until September 15, 1942. Quoting the contract, the court
emphasized that “in the event said approval is not forthcoming this agreement will
be null and void and of no effect.”

Practical Implications

This case emphasizes the importance of obtaining all necessary regulatory approvals
before treating a sale or transfer of assets as complete for tax purposes. It clarifies
that even if parties intend a sale to be effective on a certain date, income earned
before required regulatory approval is received will be taxed to the seller. Attorneys
should advise  clients  to  structure transactions  involving regulated industries  to
account for the timing of  regulatory approvals.  This  ruling has implications for
businesses  subject  to  state  or  federal  regulatory  oversight,  demonstrating  that
operational control does not automatically equate to ownership for tax purposes
until legal requirements are satisfied. It is important to note that subsequent cases
might  distinguish  Vallejo  Bus  Co.  based  on  specific  contractual  language  or
variations in state law, so a careful analysis of those elements is crucial.


