31 T.C. 1106 (1959)

To obtain excess profits tax relief, a taxpayer must not only assert claims under the
relevant provisions of the Internal Revenue Code but must also present sufficient
evidence to support those claims, establishing a causal relationship between alleged
qualifying events and increased earnings.

Summary

Robertson Factories, Inc. sought relief from excess profits taxes for the years
1941-1943 under Section 722 of the Internal Revenue Code of 1939. The company
argued that several events, including the death of a key manager, a flood, and the
introduction of a new product (rayon curtains), justified relief. The Tax Court denied
the relief, finding that Robertson Factories failed to present sufficient evidence to
substantiate its claims. The court emphasized the taxpayer’s burden to prove a
causal link between the alleged qualifying events and increased earnings, and
criticized the taxpayer’s reliance on unsupported conclusions and generalities rather
than concrete facts. The court concluded that the taxpayer failed to demonstrate
that its average base period net income was an inadequate standard of normal
earnings. The court further noted the company failed to present any evidence to
establish its entitlement to a constructive average base period net income.

Facts

Robertson Factories, Inc., a curtain and drape manufacturer, sought relief from
excess profits taxes for 1941, 1942, and 1943. The company’s average base period
net income was significantly lower than its excess profits net income in later years.
The taxpayer claimed various events qualified it for relief under Section 722 of the
Internal Revenue Code of 1939. These included the death of Donald Randall, the
manager of its Los Angeles factory; a flood in Pittsburgh that disrupted operations;
and the introduction of rayon curtains, a new product. The company’s production
locations included factories in Cincinnati, Cleveland, Detroit, Los Angeles,
Pittsburgh, Portland, San Francisco, Taunton, and St. Paul. The company presented
various financial records and sales figures but offered little to demonstrate the
causal relationship between the claimed events and increased earnings. The primary
owner and president of Robertson Factories, C. Stuart Robertson, and its other
employees mainly testified to conclusions rather than provide factual support for the
claims.

Procedural History

The Commissioner of Internal Revenue denied Robertson Factories’ claims for relief
under Section 722. Robertson Factories appealed the Commissioner’s decision to
the United States Tax Court. The Tax Court conducted a trial, heard the taxpayer’s
arguments, and reviewed the presented evidence. The court ultimately ruled in favor
of the Commissioner, upholding the denial of relief due to the taxpayer’s failure to
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meet its burden of proof.
Issue(s)

1. Whether Robertson Factories, Inc., was entitled to relief from excess profits taxes
under Section 722(b)(4) of the Internal Revenue Code of 1939, based on changes in
the character of its business, specifically the introduction of a new product?

2. Whether Robertson Factories, Inc., was entitled to relief from excess profits taxes
under Section 722(b)(1), based on the death of a key manager and a flood?

3. Whether Robertson Factories, Inc., was entitled to relief from excess profits taxes
under Section 722(b)(2) based on a “price war” affecting its Taunton factory?

4. Whether Robertson Factories, Inc., was entitled to relief from excess profits taxes
under Section 722(b)(3) based on the company’s relationship to the construction
industry?

5. Whether Robertson Factories, Inc., was entitled to relief from excess profits taxes
under Section 722(b)(5), given the facts presented?

Holding

1. No, because the taxpayer failed to prove that the introduction of rayon curtains
resulted in increased earnings.

2. No, because the taxpayer failed to show that the death of Randall or the
Pittsburgh flood had a significant economic impact.

3. No, because the taxpayer failed to prove the elements required to qualify under
this section, namely showing that its business was depressed because of temporary
economic circumstances.

4. No, because the taxpayer offered no evidence to support its claim under this
provision.

5. No, because the taxpayer did not establish the existence of any factor under this
provision other than those previously discussed.

Court’s Reasoning

The court emphasized the fundamental requirement that the taxpayer bears the
burden of proving its entitlement to relief. The court found that Robertson Factories
had failed to provide adequate factual support for its claims under any of the
applicable provisions of Section 722. The court highlighted several deficiencies in
the taxpayer’s case, including a lack of evidence demonstrating a causal relationship
between the alleged qualifying events and the company’s increased earnings,
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reliance on unsupported conclusions and generalities, and a failure to present a
clear and convincing case.

Addressing Section 722(b)(4), the court found that even if the introduction of rayon
curtains constituted a “new” product, the taxpayer had not proven that this
innovation was responsible for its increased earnings. The court noted, “we must
still deny any relief based upon such change, because the record fails to show that
this innovation was to any extent responsible for the increased earnings enjoyed by
petitioner.” The court also rejected the taxpayer’s claims under Section 722(b)(1)
because the death of Randall and the Pittsburgh flood were not shown to have had a
significant economic impact. The court also held that the taxpayer failed to qualify
under the other provisions, such as Section 722(b)(2), because it did not adequately
demonstrate how the company’s Taunton factory had suffered because of a “price

n

war .

The court noted that even if the company qualified for relief under any single
section, the company would still have to establish what would constitute a fair and
just amount representing normal earnings. Since the taxpayer had not met this
requirement, the relief was denied.

Practical Implications

This case underscores the importance of thorough preparation and robust
evidentiary support when seeking tax relief. Attorneys should advise their clients to
gather detailed and specific evidence that directly links alleged qualifying events to
the financial performance of the business. The court’s criticism of the taxpayer’s
reliance on unsupported conclusions and generalities serves as a warning to avoid
speculative arguments and to focus on presenting a clear, factual basis for any
claims. Failure to adequately support a claim, even if it appears meritorious on its
face, can result in denial of relief. The Tax Court made it clear in this case, “It
behooves counsel for a petitioner to state his case at least so that it can be
understood, and to prove and call attention to sufficient facts to support his theory.”
This means presenting facts and records to support specific claims.

Attorneys should note that this case emphasizes the importance of demonstrating a
causal relationship between the events claimed and the increase in profits or
economic depression. The court explicitly stated that the taxpayer must show the
connection to obtain relief, not just that the events occurred. The ruling in this case
emphasized the court will not act to find facts for an unprepared petitioner and is
critical of counsel’s shortcomings. It’s incumbent on the legal team to be fully
prepared and to anticipate the requirements of the court.
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