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Taxpayers must compute their estimated tax liability based on their full  taxable
income, and the substantial underestimation penalty applies if the estimated tax falls
below the statutory threshold, even if based on facts from the prior year’s return.

Summary

The case concerned a tax deficiency and penalty assessed against the Steiners for
underestimation of their 1950 income tax. They had based their estimated tax on
their 1949 return, excluding capital gains and dividend income they did not expect
to repeat in 1950. However, an unexpected dividend in 1950 increased their actual
tax liability. The Tax Court held that because their final tax liability exceeded their
estimated tax by more than the statutory threshold, they were liable for the penalty,
even though their original estimate was based on the facts from their 1949 return.
The court reasoned that the taxpayers should have amended their estimate when
they knew of additional income. The court emphasized that an estimated tax must
reflect the taxpayer’s "full" income known during the tax year.

Facts

L.M. and Harriet Steiner filed joint income tax returns for 1949 and 1950. In 1949,
they reported significant income, including capital gains from the sale of stock in
American Linen Supply Company and dividends from the same company. For their
1950  estimated  tax,  they  used  their  1949  adjusted  gross  income  as  a  base,
subtracting the 1949 capital gains and dividend income, as they did not expect a
similar  gain  in  1950.  The  Steiners  made  quarterly  payments  based  on  their
estimated tax. American Linen paid quarterly dividends in 1950, and an additional
dividend was unexpectedly declared in December 1950, increasing the Steiners’
1950 income. The Steiners’ 1950 tax return, filed in 1951, showed a significantly
higher  tax  liability  than their  estimated tax.  The underestimation exceeded the
statutory threshold that triggers a penalty under the Internal Revenue Code.

Procedural History

The Commissioner of Internal Revenue determined a tax deficiency and imposed an
addition to tax under Section 294(d)(2) of the Internal Revenue Code of 1939 for
substantial underestimation of tax. The Steiners contested the addition to tax in the
United States Tax Court, conceding the deficiency itself but arguing that they were
exempt  from  the  penalty.  The  Tax  Court  ultimately  ruled  in  favor  of  the
Commissioner.

Issue(s)

Whether the Steiners’ declaration of estimated tax for 1950, based on the facts from
their 1949 return but excluding certain non-recurring income items, was computed
“on the basis of the facts shown on their return for the preceding taxable year”



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

under section 294(d)(2) of the 1939 Code, and therefore exempt from the penalty for
substantial underestimation of tax.

Holding

No, because the Tax Court determined that the Steiners were not exempt from the
penalty.

Court’s Reasoning

The court focused on the interpretation of “on the basis of the facts shown on his
return for the preceding taxable year.” The Steiners argued this meant they could
exclude non-recurring items from their 1949 return, but the court disagreed. The
court stated that the phrase "facts shown on his return for the preceding taxable
year,’ as used in section 294 (d) (2), means the elements which enter into an income
tax computation,  such as income, deductions,  gains,  losses,  exemptions,  marital
status, credits, etc., rather than the refinements of transactions giving rise to these
particular items." The court found that even though the Steiners had a good faith
basis to exclude the dividend, they had a duty to amend the estimated tax filing
when it became apparent they would have additional income. The court emphasized
the importance of estimating as accurately as possible and the purpose of penalties
for  underestimation.  "[A]  taxpayer  must  estimate  as  nearly  accurately  as  he
reasonably can the income taxes to be levied and assessed against him for any given
year."

Practical Implications

This case highlights the importance of accurately estimating income tax liability.
Taxpayers cannot simply rely on the previous year’s return without considering
changes in income or deductions. The court clearly stated that when a taxpayer
becomes aware of information that makes the original estimate inaccurate, it is the
taxpayer’s responsibility to amend the declaration of estimated tax to reflect all
known taxable income. This decision has practical ramifications for tax professionals
and individual taxpayers.

Future cases involving similar issues should consider this ruling when determining
the extent  to  which the “facts  shown” on a  prior  tax return are relevant  in  a
subsequent year. Tax advisors must counsel clients to monitor their income and
adjust estimated tax payments accordingly to avoid penalties.


