Glenshaw Glass Co. v. Commissioner, 24 T.C. 1021 (1955)

A taxpayer may be entitled to relief from excess profits tax under Section 722(b)(5)
if an “other factor” during the base period, such as a fraud-induced injunction,
resulted in an inadequate standard of normal earnings.

Summary

Glenshaw Glass Co. sought relief from excess profits taxes under Section 722(b)(5)
of the Internal Revenue Code, arguing that its base period net income was
inadequate due to royalty payments made under a fraudulent injunction obtained by
Hartford-Empire. The Tax Court held that the royalty payments, resulting from
Hartford-Empire’s fraudulent actions, constituted an “other factor” under section
722(b)(5) that led to an inadequate standard of normal earnings, entitling Glenshaw
to tax relief. The court emphasized the unique circumstances of the fraud’s impact
during the base period, distinguishing the case from those where relief was sought
based on normal business arrangements or a general “catch-all” for inequities.

Facts

Glenshaw Glass Co. manufactured glass containers using royalty-paying equipment
under Hartford-Empire patents. The company developed its own royalty-free
equipment, the Shawkee feeder, but Hartford-Empire obtained an injunction against
its use through fraud. As a result, Glenshaw had to revert to royalty-paying
equipment during its base period, and the payments were made under a fraudulent
decree, and they paid royalties throughout the base period. Glenshaw stopped
paying royalties after the base period ended because it was revealed Hartford-
Empire’s patent position was based on fraud. Glenshaw sought relief from excess
profits taxes, claiming that the royalty payments caused its base period net income
to be an inadequate measure of normal earnings.

Procedural History

Glenshaw Glass Co. filed claims for a refund based on Section 722(b)(5). The
Commissioner of Internal Revenue denied the claim. Glenshaw then brought its
claim before the Tax Court.

Issue(s)

1. Whether the royalty payments made by Glenshaw during the base period,
stemming from a fraudulent injunction, constitute an “other factor” under Section
722(b)(5) of the Internal Revenue Code.

2. If so, whether Glenshaw is entitled to use a constructive average base period net
income.

Holding
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1. Yes, because the court determined that the royalty payments due to the
fraudulent injunction were an “other factor.”

2. Yes, because the court concluded that Glenshaw was entitled to relief and
determined an appropriate constructive average base period net income.

Court’s Reasoning

The court focused on Section 722(b)(5) of the Internal Revenue Code, which allows
for relief when an “other factor” results in an inadequate standard of normal
earnings. The court stated that Congress intended the provision to be flexible. The
court reasoned that the fraudulent injunction was a marked event that occurred
before Glenshaw’s base period, without which the royalty payments would not have
been made. The court distinguished the case from situations involving normal
business arrangements or general claims of inequity. The court determined the
fraudulent payments disrupted the “standard of normal base period earnings ab
initio,” and found that, considering the record, Glenshaw was entitled to use a
constructive average base period net income of $195,000.

Practical Implications

This case highlights the importance of considering the specific circumstances
surrounding a taxpayer’s base period earnings when assessing eligibility for excess
profits tax relief. Attorneys should carefully analyze the causal link between any
unusual event (like the fraud in this case) and the impact on earnings. This decision
also emphasizes that the courts are willing to look beyond the standard categories of
relief, provided that the conditions of 722(b)(5) are met and the specific events
support the claim. It also reinforces the relevance of fraud and its impact on
business operations when considering tax liabilities. The focus on the unusual
nature of the royalty payments, induced by fraud, makes this case distinguishable
from situations involving normal business expenses.

© 2025 SCOTUSreports.com. All rights reserved. | 2



