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27 T.C. 278 (1956)

The  Commissioner  of  Internal  Revenue  may  waive  regulatory  requirements
regarding the specificity of claims for excess profits tax relief, especially when the
taxpayer  acts  at  the  Commissioner’s  suggestion  and  the  Commissioner  has
considered the amended claims.

Summary

The Hydraulic Press Manufacturing Company sought excess profits tax relief under
section 722 of the Internal Revenue Code of 1939. The company initially based its
claim on a commitment for increased plant capacity. Later, at the suggestion of the
Excess  Profits  Tax  Council,  the  company  filed  supplemental  memoranda  and
amended claims that  also cited changes in  products  and capital  structure.  The
Commissioner rejected the amended claims, arguing they were filed after the statute
of limitations had expired and that relief was limited to the grounds in the original
claim.  The  Tax  Court  held  that  the  Commissioner  had  waived  the  regulatory
requirements and that the amended claims were properly before the court because
the Commissioner considered the amended claims and was aware of the additional
grounds for relief.

Facts

The Hydraulic Press Manufacturing Company (petitioner) manufactured hydraulic
presses  and  accessories.  The  petitioner  claimed excess  profits  tax  relief  under
section 722 of the Internal Revenue Code of 1939 for the years 1941, 1942, and
1943. The petitioner’s original claims for 1941, 1942, and 1943 were based solely on
a commitment for increased plant capacity. The petitioner, at the suggestion of the
Excess Profits Tax Council, filed supplemental memoranda and amended claims that
raised additional grounds for relief including changes in products, and a change in
the  ratio  of  nonborrowed capital  to  total  capital.  The Commissioner  denied all
claims, asserting that the amended claims raised new issues after the statute of
limitations had run.

Procedural History

The case was heard in the United States Tax Court. The Tax Court considered the
original  and  amended  claims,  the  related  supplemental  memoranda,  and  the
Commissioner’s disallowance of the claims. The Tax Court ultimately sided with the
petitioner, determining the Commissioner had waived the regulatory requirements.

Issue(s)

1. Whether the Commissioner’s consideration of amended claims and supplemental
memoranda, filed after the statute of limitations for filing new claims had expired,
constituted a waiver of regulatory requirements regarding claim specificity.
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2. Whether the petitioner was entitled to relief under section 722 of the Internal
Revenue Code of 1939 based on the grounds presented in the amended claims,
which included changes in products and capital structure.

Holding

1. Yes, because the Commissioner considered the amended claims and was aware of
the additional grounds for relief, therefore waiving the regulatory requirements that
restricted the basis of the claim to the grounds cited in the original claim.

2. Yes, because the amended claims were properly before the court, based on the
Commissioner’s waiver of the regulatory requirements. The Tax Court determined
the petitioner qualified for relief, based on a combination of changes.

Court’s Reasoning

The  court  referenced  several  Supreme  Court  decisions  and  a  prior  Tax  Court
decision, Martin Weiner Corp., to support its holding. The court emphasized that
regulatory requirements could be waived by the Commissioner, especially when the
taxpayer  acted  on  the  Commissioner’s  suggestion.  The  court  noted  that  the
Commissioner was fully aware of all the grounds on which the petitioner based its
claims and had given careful consideration to the original and amended claims. The
court  held  that,  under  these  circumstances,  the  Commissioner  had  waived  the
regulatory requirements, and the amended claims were therefore properly before
the  court.  The  court  distinguished  this  situation  from  cases  where  regulatory
requirements  were  not  waived.  The  court  also  determined  the  petitioner  was
entitled to a constructive average base period net income and provided a specific
figure, but the Court cautioned that the variable credit rule would apply.

Practical Implications

This case clarifies that the IRS may waive procedural or regulatory requirements,
providing taxpayers an opportunity to have their claims fully considered, even if they
are not initially perfect. Attorneys should be aware that the government may be
estopped from denying a claim if it has previously signaled a willingness to consider
amended  filings.  This  case  emphasizes  the  importance  of  prompt  and  detailed
communication with the IRS, especially during the claims process. It also means that
taxpayers should diligently follow up on any IRS requests or suggestions for further
clarification or amendment of their claims. Legal practitioners may use this case to
argue that amended claims, even those filed outside statutory deadlines, should be
considered by the IRS when the IRS has given the signal that the amended filings
will be addressed. Later courts have cited this case on the ability of a government
agency to waive its own regulations. This case is a reminder to consider the entire
course of dealings between the taxpayer and the IRS when assessing the validity of a
tax claim, not just the initial filing date and its contents.


