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25 T.C. 524 (1955)

To qualify for excess profits tax relief under Section 722(c) of the Internal Revenue
Code of 1939, a taxpayer must demonstrate the existence of qualifying conditions
and  that  their  excess  profits  tax  is  excessive  and  discriminatory  due  to  those
conditions, establishing a causal relationship.

Summary

Ex-Marine Guards, Inc. sought excess profits tax relief under Section 722(c) of the
1939 Internal Revenue Code, claiming its business was of a class where capital was
not an important income-producing factor. The Tax Court denied relief, finding the
company’s success was primarily due to wartime demand, and it failed to prove it
would have been profitable during the base period. The court emphasized the need
for a causal link between the qualifying conditions and excessive taxes, requiring the
taxpayer to establish a fair and just amount representing normal earnings for a
constructive average base period net income.

Facts

Ex-Marine Guards,  Inc.  was  incorporated in  1940 to  provide guard services  to
industrial  plants,  particularly  those  involved  in  national  defense.  The  company
experienced  losses  initially  but  became  profitable  during  World  War  II.  The
corporation’s business was providing plant protection services. The company lost
customers  when the  military  took  over  security  measures  at  some plants.  The
company applied for tax relief under section 722(c) of the 1939 code but was denied
by the Commissioner. The company’s stock was valued at $1 per share and the
company was partially liquidated in 1944. The company was later succeeded by a
partnership.

Procedural History

Ex-Marine Guards, Inc. filed for excess profits tax relief with the Commissioner of
Internal Revenue under Section 722 of the Internal Revenue Code of 1939 for the
years  1942-1944.  The  Commissioner  disallowed  the  claims,  and  the  company
petitioned the United States Tax Court for review.

Issue(s)

Whether the petitioner established the existence of the qualifying conditions for
relief under Section 722(c) of the Internal Revenue Code of 1939.

Holding

No, because the petitioner failed to establish a causal link between the alleged
qualifying conditions and the claim of excessive and discriminatory excess profits
taxes, or to establish a fair and just amount representing normal earnings for use as
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a constructive average base period net income.

Court’s Reasoning

The Court found that even if the company had established a qualifying condition
under Section 722(c), it had not shown that its excess profits tax was excessive or
discriminatory  due to  this  condition.  The court  emphasized that  the company’s
success and profitability were directly attributable to the wartime demand for its
services. The court stated that the company had not proven it would have generated
a profit during the base period years. The court emphasized that to receive relief the
petitioner needed to show that they could establish a fair and normal profit during
the base period years to form a framework for reconstruction of a base period net
income  under  Section  722(a).  The  court  cited  several  cases  supporting  its
conclusion, underscoring the necessity for taxpayers to meet specific criteria to
qualify for tax relief, and the need for a causal relationship between the existence of
qualifying conditions and excessive taxes.

Practical Implications

This case highlights the importance of establishing the causal connection between
qualifying conditions and excessive taxes when seeking excess profits tax relief.
Taxpayers must do more than show the existence of qualifying conditions; they must
also demonstrate how those conditions made the standard excess profits  credit
inadequate.  The court’s  focus  on normal  earnings  and base period profitability
requires  businesses  to  provide  substantial  evidence  to  support  their  claims,
emphasizing  the  complexity  of  tax  relief  under  the  given provisions.  This  case
provides a practical guide for tax attorneys and other legal professionals who deal
with excess profits tax relief cases.


