20 T.C. 405 (1953)

When a taxpayer purchases foreign currency to fulfill a contractual obligation to
purchase stock in that foreign currency, no independently taxable gain arises from
fluctuations in the exchange rate if the currency is directly applied to the purchase.

Summary

Seaboard Finance Company purchased the stock of a Canadian corporation,
Campbell, agreeing to pay a fixed price in Canadian dollars. To secure this
obligation, Seaboard purchased Canadian dollars. Between the purchase of the
currency and the stock acquisition, the Canadian dollar appreciated. Seaboard
argued that this appreciation resulted in a taxable gain in Canada, entitling them to
a foreign tax credit. The Tax Court disagreed, holding that no separate gain was
realized because the Canadian dollars were directly applied to fulfill the original
stock purchase agreement. The court reasoned that Seaboard was neither better nor
worse off due to the currency fluctuation in the context of the acquisition.

Facts

Seaboard Finance Co., a U.S. corporation, sought to acquire Campbell Finance
Corporation, a Canadian company. Industrial Acceptance Corporation, Campbell’s
parent, demanded payment in Canadian dollars. Seaboard and Industrial agreed that
Seaboard would issue stock to Industrial, which Seaboard would then sell to pay the
purchase price in Canadian dollars. As security, Seaboard deposited $2,200,000
(USD) to purchase $2,200,000 (CAD). Between the deposit and the final payment for
Campbell stock, the Canadian dollar’s value increased relative to the U.S. dollar.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Seaboard’s
income tax. Seaboard contested this determination in the Tax Court, arguing that
the appreciation of the Canadian dollar constituted a taxable gain in Canada, which
would entitle them to a tax credit. The Tax Court upheld the Commissioner’s
decision.

Issue(s)

Whether the appreciation in value of Canadian currency, purchased to fulfill a
contractual obligation to buy stock in a Canadian corporation at a fixed Canadian
dollar price, constitutes a separately taxable gain when the currency is used to
consummate the purchase.

Holding

No, because the application of the Canadian currency to fulfill the original stock
purchase agreement does not result in an independently realized gain on foreign
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exchange.
Court’s Reasoning

The Tax Court reasoned that the core issue was whether Seaboard realized a
separate gain from the foreign exchange transaction. The court applied the principle
that the cost of the Campbell stock should be calculated in U.S. dollars at the
exchange rate prevailing on the purchase date (March 27, 1946). Because Seaboard
purchased the Canadian dollars around the same time, the exchange rate was
effectively the same. The court presented a few hypothetical scenarios, but in each,
the result was the same. Quoting from Bernuth Lembcke Co., 1 B.T.A. 1051, 1054,
the court stated: “The creosote oil could not be inventoried * * * at more than its
actual cost and the cost was in terms of the exchange at the date of purchase.” The
court concluded that Seaboard was ultimately no better or worse off due to
fluctuations in the Canadian exchange. Since Seaboard was not a dealer or
speculator in foreign exchange, the court found no basis to recognize a separate
gain.

Practical Implications

This case clarifies that foreign currency transactions directly related to an
underlying business transaction (like a stock purchase) are not always treated as
separate taxable events. It highlights that the relevant exchange rate for
determining the cost of an asset acquired in a foreign currency is generally the rate
on the date of purchase. For businesses that are not actively trading in foreign
currency, gains or losses due to exchange rate fluctuations may not be recognized if
the currency is immediately applied to the intended purpose. The case emphasizes
the importance of examining the substance of the transaction and the taxpayer’s
intent, as opposed to focusing solely on the form. Later cases distinguish this ruling
based on whether the taxpayer was a dealer in foreign currency or the currency was
held for speculative purposes.
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