30 T.C. 996 (1958)

To qualify for tax benefits under Section 474 of the Internal Revenue Code of 1939,
a purchasing corporation must acquire “substantially all of the properties (other
than cash)” of another corporation before December 1, 1950, a determination that
hinges on the nature and extent of the acquired assets, excluding leased properties
and goodwill.

Summary

Virginia Stevedoring Corporation sought to use the base period experience of three
other corporations to calculate its excess profits credit under Section 474 of the
Internal Revenue Code. The IRS denied this claim, arguing that Virginia Stevedoring
did not acquire “substantially all” of the other corporations’ properties before the
December 1, 1950 deadline. The Tax Court agreed with the IRS, holding that the
leased properties and goodwill were not acquired assets. The court focused on
whether Virginia Stevedoring acquired a sufficient amount of assets, determining
that it had not, and therefore was not entitled to the tax benefit.

Facts

Virginia Stevedoring Corporation (petitioner) was formed in 1924 and engaged in
stevedoring and marine contracting. In 1949, petitioner’s ownership changed hands,
and it began actively taking over the stevedoring business from Union Stevedoring
Corporation, Acme Scaling Company, and Covington Maritime Corporation.
Petitioner acquired some assets and leased others from these companies. Key
transactions included stock sales, property leases, and assignments of stevedoring
contracts. The IRS determined that petitioner was not entitled to the benefits of
Section 474 for its taxable years ending February 28, 1952, February 28, 1953, and
February 28, 1954, because it did not meet the requirements of a “purchasing
corporation.”

Procedural History

The Commissioner of Internal Revenue determined deficiencies in petitioner’s
income tax for the taxable years ending February 29, 1952, February 28, 1953, and
February 28, 1954. Petitioner filed a petition with the United States Tax Court
challenging the determination. The Tax Court consolidated the cases and decided in
favor of the Commissioner.

Issue(s)

1. Whether the petitioner was a “purchasing corporation” under Section 474 of the
1939 Code, having acquired substantially all of the properties of Union, Covington,
and Acme before December 1, 19507

2. Whether the respondent erred in computing the adjusted excess profits tax net
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income of petitioner for the taxable year ended February 29, 1952, by failing to take
into consideration an unused excess profits credit of the taxable year ended
February 28, 1951?

Holding

1. No, because the petitioner did not acquire substantially all of the properties of the
other corporations before December 1, 1950.

2. Not reached, because the Court found that petitioner was not a “purchasing
corporation.”

Court’s Reasoning

The Court focused on whether the petitioner met the definition of a “purchasing
corporation.” This required acquiring “substantially all of the properties (other than
cash).” The court examined what assets were acquired. It found that petitioner did
not acquire the accounts receivable, which constituted a major portion of the assets.
The court also held that the leased properties were not considered acquired
properties. It further noted that the petitioner did not acquire goodwill, which was
not listed as an asset. The Court stated, “We hold, therefore, that as to the so-called
leased properties, petitioner did not ‘acquire’ such properties before December 1,
1950, within the meaning of that term as used in section 474.” Since a substantial
portion of assets was not acquired by the petitioner and the petitioner had not
acquired the property prior to the December 1, 1950 deadline, the petitioner did not
qualify as a purchasing corporation under the code.

Practical Implications

This case is important for tax lawyers and businesses involved in corporate
acquisitions because it establishes how the term “substantially all” is interpreted
when determining eligibility for tax benefits. Key takeaways include:

» Careful asset valuation is essential. Lawyers must conduct a thorough review
of assets to determine if “substantially all” were acquired.

» Leased properties are generally not considered “acquired” assets. This has
implications for businesses structuring acquisitions involving leased assets.

» Goodwill, if not recorded on the books, may be difficult to prove and may not
be recognized as a valuable asset transfer.

 The timing of the asset acquisition is critical. The Court’s specific focus on the
date of acquisition highlights the importance of adhering to deadlines.

This case influenced future tax law, setting a precedent for defining what constitutes
acquisition in cases related to tax benefits.
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