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Maurice H. Van Bergh v. Commissioner, 18 T.C. 518 (1952)

Section 107(a) of the Internal Revenue Code, which provides tax relief for income
received over multiple years, does not permit the exclusion of such income from
gross income when calculating a net operating loss in the year of receipt.

Summary

The petitioner, Maurice Van Bergh, received a fee in 1947 for services rendered as a
trustee  from 1943 to  1946.  He sought  to  apply  Section 107(a)  of  the  Internal
Revenue Code to this income, arguing that it should be allocated back to the years
the services were performed for the purpose of calculating his net operating loss
(NOL) for 1947. Van Bergh contended that this allocation would prevent the fee
from reducing his 1947 NOL, which he intended to carry back to 1945. The Tax
Court held that Section 107(a) is  solely a tax-limiting provision for the year of
receipt  and  does  not  alter  the  inclusion  of  income  in  gross  income  for  NOL
calculations. The court concluded that the fee must be included in Van Bergh’s 1947
gross income, thereby reducing his NOL for that year.

Facts

The petitioner, Maurice H. Van Bergh, received $6,755.48 in 1947 as compensation
for personal services he rendered as a trustee over a 41-month period from April
1943 to September 1946.

For the taxable year 1947, Van Bergh incurred a net operating loss, excluding the
trustee fee.

Van Bergh sought to carry back this net operating loss to the taxable year 1945.

He argued that Section 107(a) of the Internal Revenue Code should apply to the
trustee fee, effectively allocating the income to prior years and preventing it from
reducing his 1947 net operating loss.

Procedural History

The case was brought  before the Tax Court  of  the United States.  The dispute
concerned the Commissioner’s determination of the petitioner’s net operating loss
carry-back deduction for 1945, specifically regarding the inclusion of the trustee fee
in 1947 gross income for NOL calculation purposes.

Issue(s)

Whether compensation for services rendered over multiple years, which1.
qualifies for tax limitation under Section 107(a) of the Internal Revenue Code,
can be excluded from gross income in the year of receipt when calculating a
net operating loss under Section 122 of the Internal Revenue Code for that
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same year.

Holding

No. The trustee fee received in 1947 must be included in gross income for1.
1947 when calculating the net operating loss for that year, even though
Section 107(a) may limit the tax attributable to that income in 1947, because
Section 107(a) is solely a tax-limiting provision and does not alter the
determination of gross income for net operating loss purposes.

Court’s Reasoning

The  Tax  Court  reasoned  that  Section  107(a)  of  the  Internal  Revenue  Code  is
designed to limit the tax in the year of receipt of compensation for services rendered
over an extended period. It achieves this by comparing the tax in the year of receipt
with the aggregate tax that would have been due had the income been spread
ratably over the service period. However, the court emphasized that Section 107(a)
does not authorize the shifting of income from one taxable year to another for
purposes other than this specific tax calculation. The court stated, “Section 107 (a),
I. R. C., merely limits the tax in the year of receipt, it does not provide for the
shifting of income or the recomputation of tax liability for other years.”

The court highlighted that Section 122 of the Internal Revenue Code, which governs
net  operating  loss  deductions,  defines  a  net  operating  loss  as  the  excess  of
deductions over gross income. The trustee fee received by Van Bergh in 1947 is
undeniably includible in his gross income for that year. The court clarified that the
operation of Section 107(a) on the tax calculation for the fee does not change the
fundamental  requirement  that  the  fee  be  included  in  1947  gross  income  for
purposes of calculating the net operating loss. Therefore, the fee must reduce the
net operating loss for 1947.

Practical Implications

This  case clarifies  that  the income-averaging provisions of  Section 107(a)  (now
Section  1301  of  the  Internal  Revenue  Code)  are  narrowly  focused  on  tax
computation in the year of receipt. They do not provide a mechanism to reallocate
income to prior years for the purpose of calculating net operating losses. For legal
practitioners and taxpayers, this means that when assessing the impact of lump-sum
income eligible for income averaging on net operating losses, the income must be
fully accounted for in the gross income of the year it is received. This decision
reinforces the principle that tax relief provisions must be interpreted within their
specific statutory context and should not be broadly construed to alter fundamental
income accounting principles unless explicitly  stated by law. Later cases would
likely  cite  *Van  Bergh*  to  distinguish  attempts  to  use  tax-relief  provisions  to
manipulate gross income for purposes outside the explicit scope of those provisions.


