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20 T.C. 999 (1953)

When a company is seeking relief from excess profits taxes, a fair and just amount
representing normal earnings, considering the company’s unique situation and the
industry’s conditions, is used to calculate the constructive average base period net
income.

Summary

Transit Buses, Inc. sought relief under Section 722 of the Internal Revenue Code,
claiming its excess profits tax was excessive and discriminatory. The U.S. Tax Court
had to determine a “constructive average base period net income” (CABPNI) to
calculate the company’s excess profits tax liability fairly. The court considered the
company’s unique circumstances, the structure of the transit bus industry, and the
available evidence, including sales data and profit margins, to arrive at a CABPNI.
The court’s analysis focused on the data available, the company’s operation, and the
impact of changes in the industry.

Facts

Transit Buses, Inc. was formed in 1941 as a distributor of Ford transit buses. It
purchased chassis from Ford and bus bodies from Union City Body Company, selling
the completed buses through its dealer network. The company sought relief under
Section 722 of the Internal Revenue Code, claiming an excessive excess profits tax.
The  IRS  determined  a  CABPNI  of  $15,000.  The  company  argued  for  a  higher
amount.  The primary evidence presented included Ford’s  sales  data  for  transit
buses, the prices of chassis and bodies, and the company’s estimated profits, which
was challenged by the IRS.

Procedural History

The  case  began  with  the  Commissioner  of  Internal  Revenue  determining  tax
deficiencies and overassessments for  Transit  Buses,  Inc.  for  multiple  tax years.
Transit  Buses  filed  claims  for  relief  and  refund  under  Section  722.  The
Commissioner granted the relief in part. The company then brought this case to the
U.S. Tax Court to challenge the Commissioner’s determination of the CABPNI. The
Tax Court reviewed the evidence and determined a new CABPNI, leading to this
decision.

Issue(s)

1. Whether $15,000, as determined by the Commissioner, was a fair and just amount
to  be  used as  CABPNI  for  Transit  Buses  under  Section  722(a)  of  the  Internal
Revenue Code.

2. If not, what would be a fair and just amount?
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Holding

1. No, because the amount did not accurately reflect the normal earnings of the
company during the base period considering its unique operation.

2. Yes, $17,929.92 was a fair and just amount, based on the court’s evaluation of the
evidence and the company’s potential earnings.

Court’s Reasoning

The  court  recognized  the  company  qualified  for  relief  under  Section  722(c)(1)
because its business depended heavily on intangible assets not included in invested
capital. The court’s primary task was to determine a fair CABPNI, the calculation of
which needed to consider the company’s specific business model and operation. The
court noted the absence of a comparable company during the base period but relied
on Ford’s experience with its transit buses. The court evaluated the evidence, which
included  Ford’s  sales  figures,  prices,  and  estimated  profit  margins.  The  court
rejected the company’s proposed CABPNI because it relied on post-1939 events that
could not, by law, be used in such a determination. The court also rejected the
estimates by the company’s officers, as their testimony on key facts lacked sufficient
detail. Instead, the court used a combination of available evidence, including the
number of buses Ford sold, the company’s gross profit per bus (derived from Ford’s
operations),  and  administrative  costs,  to  derive  a  more  reasonable  estimate  of
CABPNI.

Practical Implications

This case is instructive for how to calculate CABPNI for excess profits tax relief. It
highlights the following:

The importance of proving the taxpayer’s unique business model.
The need to use evidence that reflects conditions during the base period.
The value of the taxpayer providing detailed factual support for its claims.
The court’s scrutiny of the estimates and the importance of direct evidence and
factual analysis, rather than just assertions, when determining fair market
values.
The use of data from similar operations to make the calculation.

The case provides a framework for analyzing similar cases, with a reminder that the
court will  consider all relevant evidence and the specifics of the business when
calculating the  CABPNI.  Subsequent  tax  cases  have cited  this  decision  for  the
proper  methodology  in  calculating  the  CABPNI  under  the  excess  profits  tax
provisions. Taxpayers and practitioners must present detailed evidence to support
their claims and be prepared to address the Commissioner’s arguments by supplying
verifiable facts and avoiding estimates that are not well-supported.


