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34 T.C. 251 (1960)

To qualify for excess profits tax relief under section 722(b)(3)(A) of the 1939 Code, a
taxpayer must prove that its business was depressed during the base period due to
conditions generally prevailing in the industry, which subjected the industry to a
profit cycle differing materially from the general business cycle.

Summary

Bigelow-Sanford Carpet Company sought excess profits tax relief under section 722
of the Internal Revenue Code of 1939, claiming its business was depressed during
the  base  period  (1936-1939)  due  to  industry-specific  conditions,  namely  the
influence of residential construction. The Tax Court, however, denied relief, finding
Bigelow-Sanford failed to demonstrate that the claimed industry-wide depression
differed materially in length and amplitude from the general business cycle. The
court focused on competitive pressures and strategic business decisions made by
the company rather than demonstrating industry-wide issues. The court’s analysis
highlights the importance of proving that an industry-wide issue directly caused a
taxpayer’s depression.

Facts

Bigelow-Sanford Carpet Company, Inc. (Bigelow-Sanford), a leading member of the
woven wool rug and carpet industry, sought refunds for excess profits taxes paid for
the  years  1940-1942.  Bigelow-Sanford’s  average  base  period  net  income  was
$1,110,938.30. The company’s excess profits tax liability for 1940 was settled in a
separate proceeding and was not at issue here. Bigelow-Sanford claimed that its
business was depressed during the base period (1936-1939), affecting the average
base period net income. The company argued that the carpet industry experienced a
profit  cycle  that  differed  materially  from the  general  business  cycle,  primarily
because of the influence of residential construction. However, the Court observed
that the carpet industry faced a profit cycle that reflected external economic factors,
such as housing starts and economic competition. Bigelow-Sanford faced specific
competitive pressures, such as the introduction of new lower-quality products and
from other floor covering businesses. The corporation also made strategic business
decisions, such as its decision to market felt-base floor coverings and its adoption of
the LIFO inventory valuation method.

Procedural History

Bigelow-Sanford filed applications for excess profits tax relief under section 722 for
the years 1940-1942. The Commissioner allowed an overassessment for 1942 but
denied the remaining relief. Bigelow-Sanford brought the case before the United
States Tax Court seeking redetermination of its excess profits tax liability for the
years in question.
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Issue(s)

1. Whether Bigelow-Sanford’s business was depressed during the base period, as
defined in section 722(b)(3)(A), due to conditions prevailing in the carpet industry,
subjecting it to a profit cycle that differed materially from the general business
cycle.

Holding

1. No, because Bigelow-Sanford failed to prove that its business was depressed
during the base period due to conditions generally prevailing in the industry which
caused a profit cycle that differed materially from the general business cycle. The
Court determined that competitive factors within the carpet industry and strategic
decisions  made  by  Bigelow-Sanford  itself  were  key  factors  contributing  to  its
reduced profitability, rather than the general cycle of the industry.

Court’s Reasoning

The court applied section 722(b)(3)(A) of the 1939 Code, which provides for relief if
a  taxpayer  can  prove  its  base  period  profits  were  depressed  by  industry-wide
conditions. The court noted that the taxpayer carried the burden of proof. The court
analyzed a range of economic data presented by the taxpayer to support the claim
that it did not benefit during the base period because the cycle of profit in the carpet
industry was materially different than that of the general business cycle. The court
examined production indexes and data to address the specific points that Bigelow-
Sanford used to prove that the cycle of the carpet industry was directly dependent
on construction and the economy. The court examined the impact of residential
construction on sales. Ultimately, the court found that residential construction did
not have the intimate connection to the company’s profit level, and that there were
other factors,  such as competitive actions,  that played a bigger role.  The court
pointed to competitive factors within the carpet industry, and the strategic decisions
made  by  Bigelow-Sanford,  as  the  primary  cause  for  the  company’s  depressed
earnings.

Practical Implications

This case emphasizes the importance of establishing a direct causal link between
industry-wide conditions and a taxpayer’s financial  difficulties when seeking tax
relief based on an industry-specific depression. Counsel should:

Thoroughly document the nature and scope of the relevant industry.
Provide detailed economic data.
Identify the specific factors within the industry.
Show how those factors materially impacted the taxpayer’s business, and that
the factor is distinct from the general business climate.

This case illustrates the difficulty of  satisfying this burden, particularly when a
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company’s  financial  performance  is  also  affected  by  its  own strategic  business
decisions and competitive pressures. Later courts cite this case for its stringent
requirements for obtaining excess profits tax relief.


