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11 T.C. 71 (1948)

Amounts received by a contractor for the rental of equipment to a third party, even
if immediately paid to the equipment owner without profit, constitute gross income
subject to renegotiation under the Renegotiation Act.

Summary

Braden Construction Co. received income from a subcontract and equipment rental
for work on a Naval Ammunition Depot. A portion of the rental income was for
equipment Braden leased from other companies and then subleased to the prime
contractor at the same rate. The War Contracts Price Adjustment Board argued that
this  sublease income was subject  to  renegotiation,  while  Braden argued it  was
merely acting as an agent. The Tax Court held that the sublease income was part of
Braden’s gross income subject to renegotiation, even though Braden made no profit
on it, because Braden, not the equipment owners, had the agreement with the prime
contractor.

Facts

Frank  I.  Braden,  William  C.  Braden,  and  Clyde  E.  Braden  operated  Braden
Construction Co., specializing in grading and road building.
In January 1943, Braden entered a subcontract with Maxon Construction Co. for
work at the Naval Ammunition Depot in Hastings, Nebraska.
Braden rented equipment from Central Construction Co. and Hopkins Construction
Co. for the project.
Upon  completion  of  its  work,  Braden  arranged  for  Maxon  to  use  the  rented
equipment to complete its prime contract.
Maxon paid  Braden rental  fees  for  the  equipment,  which  Braden then paid  to
Central Construction Co. and Hopkins Construction Co.
Braden’s total receipts for 1943 were $647,392, with $16,215 from civilian business
not subject to renegotiation.
$597,718 was received from Maxon for the subcontract work and rental of Braden’s
own equipment.  $33,459 was for rental  of  equipment belonging to Central  and
Hopkins, which Braden passed on to them.

Procedural History

The War Contracts Price Adjustment Board determined that Braden had realized
excessive profits of $131,177 in the fiscal year ending December 31, 1943.
Braden contested this determination, arguing that its excessive profits were only
$97,718.
The case was brought before the United States Tax Court.

Issue(s)

Whether the $33,459 received by Braden for the rental of equipment owned by
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Central Construction Co. and Hopkins Construction Co., which was immediately paid
to those companies, constitutes gross income subject to renegotiation under the
Renegotiation Act.

Holding

Yes, because the use of the equipment by Maxon occurred under a contract between
Maxon and Braden, not between Maxon and the equipment owners. Braden, not the
equipment owners, bore the risk of non-payment by Maxon. Therefore, the income
was properly included in Braden’s gross income for renegotiation purposes.

Court’s Reasoning

The Tax Court reasoned that the $33,459 constituted renegotiable gross income to
Braden because Maxon’s use of the equipment occurred under a contract between
Maxon and Braden. There was no indication that the owners of the equipment were
parties to the arrangement or even had knowledge thereof.
The court emphasized that if Maxon had failed to pay the agreed rental, the owners
of the equipment could have required Braden to pay these rentals. This indicated
that Braden was not merely acting as an agent or trustee for the equipment owners.
The court stated, “The mere fact that petitioner made no profit on this transaction is
not important. Its character, for present purposes, would be the same if petitioner
had made a profit or had sustained a loss.”
The court  concluded that  the  amount  was  properly  included in  Braden’s  gross
renegotiable income, leading to the determination that Braden’s excessive profits
were $131,177.

Practical Implications

This case clarifies the definition of gross income for purposes of the Renegotiation
Act, emphasizing that income received under a contract is considered gross income
even if the recipient acts as a conduit for a portion of it. This ruling has implications
for contractors and subcontractors involved in government contracts, highlighting
the importance of understanding what constitutes renegotiable income.
It  underscores  that  the  legal  relationship  between the parties,  rather  than the
profitability of a transaction, determines whether an amount is included in gross
income.
Later cases may cite Braden to support the inclusion of pass-through income in
gross income calculations, particularly when the recipient bears the risk of non-
payment or has direct contractual obligations.
This case serves as a reminder that even if a contractor acts as an intermediary, the
amounts received under a contract are generally considered part of their gross
income unless there is clear evidence of an agency relationship with the ultimate
recipient.


