Wilson-Alspaugh Coal Co. v. Commissioner, 19 T.C. 918 (1953)

A taxpayer seeking excess profits tax relief must demonstrate that its average base
period net income was an inadequate standard of normal earnings, and that
temporary economic events or other factors directly caused this inadequacy.

Summary

Wilson-Alspaugh Coal Co. sought relief from excess profits tax, arguing that the
temporary imposition and subsequent revocation of minimum coal prices under the
Bituminous Coal Act of 1937 depressed their base period earnings. The Tax Court
denied relief, finding that the company’s base period earnings were not abnormally
low compared to its historical performance. The court also held that administrative
and judicial actions, while having economic effects, do not qualify as “temporary
economic events” under Section 722(b)(2) of the Internal Revenue Code.

Facts

Wilson-Alspaugh Coal Co. engaged in mining and selling bituminous coal. The
Bituminous Coal Act of 1937 established a commission to set minimum coal prices.
Minimum prices were briefly in effect in December 1937 but were revoked in
February 1938 due to court challenges. The company argued that the price controls,
and the subsequent injunctions, artificially depressed their income during the base
period (1936-1939), entitling them to excess profits tax relief.

Procedural History

Wilson-Alspaugh Coal Co. petitioned the Tax Court for relief from excess profits tax.
The Commissioner of Internal Revenue denied the relief. The Tax Court reviewed
the Commissioner’s determination.

Issue(s)

1. Whether the temporary imposition and revocation of minimum coal prices
constituted a “temporary economic event unusual in the case of such industry”
under Section 722(b)(2) of the Internal Revenue Code, thereby entitling the
taxpayer to excess profits tax relief.

2. Whether the same events qualified as “other factors affecting the taxpayer’s
business” resulting in an inadequate standard of normal earnings under
Section 722(b)(5).

Holding

1. No, because the company’s base period earnings were not demonstrated to be
an inadequate standard of normal earnings and the administrative and judicial
actions do not constitute economic events under 722(b)(2).

2. No, because the revocation of the fixed prices only eliminated the possibility of
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increased earnings; it did not result in an inadequate standard of the
taxpayer’s normal earnings.

Court’s Reasoning

The Tax Court reasoned that the company failed to prove its average base period net
income was an inadequate standard of normal earnings. Analyzing the company’s
financial history from 1923-1940, the court found that the base period earnings were
higher than any comparable period prior to the base period. The court stated that
“‘Normal’ earnings refers to a measure established over a reasonable length of time
and under normal conditions by the taxpayer, or by others under comparable
conditions.” The court also determined that the administrative and judicial actions
related to price controls were not
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