31 T.C.1182 (1959)

The Tax Court determined that a partnership and a corporation were under common
control for the purposes of the Renegotiation Act of 1943 based on factors including
stock ownership and executive roles, and that the sale of peanuts f.0.b. destination
did not accrue until the peanuts were received.

Summary

The Finnie Company, a partnership, contested a determination by the Renegotiation
Board that it had realized excessive profits for the fiscal year ending December 31,
1944. The issues included whether Finnie and the Oliver-Finnie Company were
under common control, whether vacuum-packed peanuts were an exempt
agricultural commodity, and the timing of accrual of peanut sales for renegotiation
purposes. The Tax Court held that the entities were under common control, vacuum-
packed peanuts were not exempt, and the sale of peanuts shipped f.o0.b. destination
accrued when received, not when shipped. The court ultimately determined the
amount of excessive profits realized during the year.

Facts

The Finnie Company was a general partnership formed to perform war contracts.
The partners held a significant portion of the stock of the Oliver-Finnie Company, a
corporation with renegotiable receipts exceeding $300,000. One partner was the
wife of an individual who owned nearly 20% of the corporation’s stock and was a
vice president. Managing partners of Finnie also served in executive capacities for
the corporation. Finnie entered into contracts to produce M1 field impregnating sets
for the Chemical Warfare Service. Finnie also contracted to supply canned peanuts
to the government. Peanut shipments were made f.0.b. destination. The peanuts
were shipped in December 1944 but received in January 1945. Finnie used the
accrual method of accounting. The Renegotiation Board determined excessive
profits of $95,000.

Procedural History

The Renegotiation Board made a determination that the Finnie Company realized
excessive profits. Finnie appealed to the United States Tax Court to redetermine the
amount of excessive profits. The Tax Court held a trial and considered stipulated
facts, evidence, and arguments from both parties. The Tax Court rendered a
decision on March 24, 1959.

Issue(s)

1. Whether the Finnie Company and the Oliver-Finnie Company were under common
control as defined by the Renegotiation Act of 1943.

2. Whether vacuum-packed, salted peanuts constituted an agricultural commodity
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exempt from renegotiation.

3. Whether the proceeds from the sale of two carloads of peanuts shipped f.o.b.
destination in December 1944 but received in January 1945 were renegotiable
accruals for the year ended December 31, 1944.

4. What amount of excessive profits, if any, was realized during the year 1944.
Holding

1. Yes, because of the substantial stock ownership by Finnie’s partners and the
executive positions held by Finnie’s managing partners at Oliver-Finnie.

2. No, because the peanuts were not in their raw or natural state.

3. No, because title to the peanuts did not pass until they were received in January
1945, and the accrual was incorrect.

4. The court determined the Finnie Company realized excessive profits of $50,000
during the year 1944.

Court’s Reasoning

The court applied the definition of “control” as outlined in the Renegotiation Act and
the accompanying regulations, finding that the combined stock ownership and the
executive positions of key individuals established common control between the
partnership and the corporation. The court reasoned that since Finnie’s partners
directly held a large percentage of the corporation’s outstanding stock, control was
evident, even though the businesses operated as separate entities. The court
interpreted Section 403(i)(1)(C) of the Renegotiation Act to find peanuts, after
processing into canned form, are not an exempt agricultural commodity. The court
applied accrual accounting principles to the peanut sales issue, determining that the
income from peanut sales shipped f.0.b. destination was not properly accrued until
the peanuts were received, as title did not transfer until that point. The court
emphasized that an erroneous bookkeeping entry did not override the actual facts of
the transaction. Regarding the amount of excessive profits, the court considered
factors such as the risk involved in the M1 contract, the lack of rejections of the
items produced, the use of government-provided equipment, and the routine nature
of production under both contracts. The court considered all of the statutory factors
and determined excessive profits of $50,000 were realized.

Practical Implications

This case is important for understanding the application of the Renegotiation Act
during wartime and, more broadly, for its treatment of common control in the
context of related entities. It reinforces the significance of direct and indirect
ownership and shared executive roles in determining whether entities are under
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common control. The case establishes that sales of goods shipped f.0.b. destination
are not recognized for accrual accounting purposes until delivery and acceptance at
the destination, affecting the timing of income recognition for tax and regulatory
purposes. This case reinforces the significance of the accrual method of accounting
and the necessity of correctly timing the recognition of income. The case also
clarifies the application of the renegotiation laws.

Meta Description

The Finnie Company case clarifies the definitions of “common control” for
renegotiation purposes and sets precedent for when income is accrued for tax and
regulatory purposes, especially for f.0.b. sales.
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