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F.  L.  Jacobs Company,  Petitioner,  v.  Commissioner  of  Internal  Revenue,
Respondent. 30 T.C. 1194 (1958)

In calculating a net operating loss carryback, net income for the prior year should
reflect all adjustments, while the excess profits tax should be calculated as of the
close  of  that  year,  before  adjustments  like  renegotiation  and  accelerated
amortization; furthermore, refunds of excess profits taxes due to these adjustments
do not constitute taxable income under the tax benefit doctrine.

Summary

F.L. Jacobs Company disputed deficiencies in income and excess profits taxes. The
core issue was the proper method for carrying back a 1946 net operating loss to
1945, specifically concerning the figures for 1944 net income and excess profits tax
in the carryback calculation, considering renegotiation and accelerated amortization
adjustments. The Tax Court held that net income should reflect all adjustments,
while excess profits tax should be calculated before renegotiation and accelerated
amortization. The court also rejected the Commissioner’s attempt to apply the tax
benefit  doctrine to refunds of excess profits taxes in 1947 resulting from these
adjustments, finding no prior deduction of excess profits taxes from income.

Facts

F.L. Jacobs Company (Jacobs) had net income and paid taxes in 1944 and 1945 but
incurred net operating losses in 1946. Much of Jacobs’ 1944 income was from war
contracts, subject to renegotiation, and Jacobs elected accelerated amortization for
certain  facilities,  both  reducing  1944  income  and  excess  profits  taxes.  Parts
Manufacturing Company (Parts), later acquired by Jacobs, had a similar situation.
The dispute arose from the Commissioner’s calculation of the 1945 carryback from
the 1946 losses,  using 1944 figures  adjusted for  renegotiation and accelerated
amortization, which Jacobs contested.

Procedural History

The  case  was  initially  brought  before  the  United  States  Tax  Court,  contesting
deficiencies determined by the Commissioner of Internal Revenue for income and
excess profits taxes for fiscal years 1944, 1945, and 1947. The Tax Court addressed
two primary issues related to the net operating loss carryback and the tax benefit
doctrine.

Issue(s)

1. Whether, in computing the net operating loss carryback from 1946 to 1945 under
Section 122(b) of the Internal Revenue Code of 1939, the net income for 1944
should  be  calculated  after  adjustments  for  renegotiation  and  accelerated
amortization, while the excess profits tax for 1944 should be calculated before these
adjustments?
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2. Whether the refund or credit in 1947 of a portion of the 1944 excess profits tax,
due to renegotiation and accelerated amortization adjustments applicable to 1944,
constitutes taxable income in 1947 under the tax benefit doctrine?

Holding

1. Yes, because the precedent set in Lewyt Corporation v. Commissioner, 349 U.S.
237 (1955), is controlling on this issue.

2. No, because the tax benefit doctrine does not apply in this situation as there was
no prior deduction of excess profits taxes from the income of 1944.

Court’s Reasoning

1.  Regarding  the  carryback  computation,  the  court  relied  on  Lewyt  Corp.  v.
Commissioner, stating that the Supreme Court’s interpretation of sections 122(b)(1)
and 122(d)(6) of the 1939 Code was directly applicable. The court reasoned that the
“amount  of  tax  accrued  within  the  taxable  year  under  §  122  (d)  (6)  is  to  be
determined in accord with the normal accounting concepts relevant to the accrual
basis.” It held that the excess profits tax figure should be computed as of the end of
the  fiscal  year  1944,  before  adjustments  for  accelerated  amortization  and
renegotiation.  However,  for  net  income,  the  court  found  it  should  reflect  all
adjustments,  including renegotiation and accelerated amortization,  to accurately
reflect  the economic reality  of  the income for 1944.  The court  emphasized the
statutory scheme’s intent to allocate true economic loss over a period of years,
necessitating the inclusion of these retroactive adjustments in the net income figure.

2. On the tax benefit doctrine, the court distinguished the situation from typical tax
benefit  scenarios.  It  noted that in the carryback computation,  subtracting 1944
excess profits tax from 1944 net income does not constitute a deduction from 1944
income itself. Citing National Forge & Ordnance Co. v. United States, the court
clarified  that  this  subtraction  is  merely  for  determining the  portion  of  the  net
operating loss applicable to 1944 versus 1945 income. Since there was no deduction
of excess profits taxes from 1944 income in the first place (which is disallowed
under Sec. 23(c)(1)(B) of the 1939 Code), the subsequent refund of these taxes in
1947 could not be considered a recovery of a prior deduction and thus not taxable
income under the tax benefit doctrine. The court cited Budd Company v. United
States,  reinforcing that  applying the tax  benefit  doctrine in  this  context  would
undermine the purpose of the net operating loss provisions in Section 122.

Practical Implications

F. L. Jacobs Co. v. Commissioner provides crucial guidance on the interplay between
net operating loss carrybacks, renegotiation, accelerated amortization, and the tax
benefit doctrine. It clarifies that when calculating net operating loss carrybacks,
taxpayers must use adjusted net income figures reflecting retroactive changes like
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renegotiation and accelerated amortization, while using the excess profits tax figure
as originally accrued before these adjustments. This case also limits the scope of the
tax benefit doctrine, preventing its application to refunds of excess profits taxes
arising from net operating loss carryback computations. This decision is particularly
relevant for businesses that have war contracts or utilize accelerated amortization,
ensuring  a  consistent  and  economically  realistic  approach  to  loss  carryback
calculations  and  preventing  unintended  tax  liabilities  from subsequent  refunds.
Later  cases  and  IRS  guidance  must  respect  this  distinction  in  applying  both
carryback rules and the tax benefit doctrine.


