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23 T.C. 613 (1955)

In cases involving excess profits taxes, the court must assess whether a company is
entitled to  relief  under section 722 of  the Internal  Revenue Code,  focusing on
whether  the  business  was depressed during the base period due to  temporary
economic events unusual to that industry.

Summary

The Edgewater Steel Company sought relief from excess profits taxes under section
722 of the Internal Revenue Code of 1939, claiming that its business was depressed
during the base period due to industry-wide economic factors. The Tax Court denied
the relief, concluding that the company’s base period was not unusually depressed,
particularly because the decline in the railroad industry was a long-term trend and
the petitioner’s performance was not depressed compared to its long-term financial
data.  The  court  addressed  various  arguments,  including  the  impact  of  new
equipment and market conditions, and ultimately found the company ineligible for
the requested tax relief due to a failure to meet the statutory requirements for
section 722 relief.

Facts

Edgewater Steel Co., a Pennsylvania corporation, manufactured rolled steel tires
and wheels, primarily for railroads. The company sought relief from excess profits
taxes for the years 1940, 1941, and 1942, under Section 722, claiming its business
was unusually depressed during the base period. Edgewater Steel argued that the
decline in the railroad industry and the installation of new machinery affected its
earnings.  The  company’s  sales  to  the  railroad  industry  had  declined,  and  the
industry was facing challenges. The company installed new machinery during the
base period. The Court considered the company’s sales and net income over several
periods to determine if the base period was unusually depressed.

Procedural History

Edgewater Steel Company filed applications for relief under section 722 for the tax
years 1940-1942, which were denied. The company filed amended claims and later
filed a petition with the Tax Court. The Commissioner filed an answer, and the case
was consolidated for trial. The Tax Court considered the evidence and arguments
presented by both parties and issued its decision.

Issue(s)

1. Whether the petitioner’s applications for relief from excess profits taxes for the
years 1940, 1941, and 1942 were properly denied.

2. Whether, and to what extent, overpayments claimed for the years 1940, 1941, and
1942, under section 711 (b) (1) (J), are barred by the limitations of section 322 of the
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Code.

Holding

1. No, because the petitioner did not establish that its base period was depressed
because of unusual economic circumstances.

2. The court held that it lacked jurisdiction to address the overpayment claims for
1940 and 1941, as no deficiencies were determined. However, the court found it had
jurisdiction to address the 1942 claim and directed a refund.

Court’s Reasoning

The court focused on whether Edgewater Steel’s business was depressed during the
base period, as required by section 722. The court found that the decline in the
railroad  industry  was  a  long-term  trend,  and  not  a  temporary  or  unusual
circumstance. The court analyzed the company’s sales to both the railroad and non-
railroad sectors and found that the business was not depressed during the base
period based on sales and profits. The court also noted that the installation of new
machinery (small mill No. 3) did not significantly affect the company’s base period
earnings. The court reasoned that the base period’s average net income was higher
than  the  long-term  average  net  income,  indicating  that  the  company  was  not
depressed.

The court stated,  “The initial  requirement of  the statute is  a depression in the
taxpayer’s  business.”  The  court  also  cited  A.  B.  Frank  Co.,  <span
normalizedcite="19  T.C.  174“>19  T.  C.  174,  in  its  opinion.

Practical Implications

This case underscores that to successfully claim relief under section 722, businesses
must demonstrate that their base period income was depressed due to temporary
and unusual economic conditions. It reinforces the importance of demonstrating that
the economic factors are unique to the taxpayer, rather than a reflection of long-
term, industry-wide trends. Further, the case illustrates the need for robust financial
analysis, comparing base period performance with both historical data and data of
the industry. Businesses must also be careful to raise all arguments for section 722
relief in their initial claims. The case also clarifies the Tax Court’s jurisdictional
limitations regarding claims for refund in the absence of determined deficiencies.


