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Charles Baloian Co. v. Commissioner, 68 T.C. 620 (1977)

An accrual basis taxpayer cannot deduct an expense for which they have a fixed
right  to reimbursement,  and that  right  becomes fixed when it  matures without
further substantial contingency and the amount is reasonably ascertainable.

Summary

Charles Baloian Co., an accrual basis taxpayer, was forced to move its business due
to city redevelopment. The company deducted moving expenses on its 1971 tax
return, anticipating reimbursement from the Redevelopment Agency. The Tax Court
held  that  the  company  could  not  deduct  the  expenses  because  its  right  to
reimbursement became fixed before the end of the tax year. The agency’s written
authorization to incur moving costs constituted a fixed right, despite the need for a
subsequent claim form. Additionally, the court held that Charles Baloian Co. and
Pam-Pak Distributors were not a “brother-sister controlled group” because of stock
ownership rules.

Facts

Charles Baloian Co. was notified on February 25, 1971, that its business location
was  slated  for  demolition  as  part  of  Fresno’s  urban  renewal  program.  The
notification indicated potential eligibility for relocation expense payments. By May
20, 1971, the company submitted a claim to the Redevelopment Agency for $16,967.
The agency issued a  written “Authorization to  Incur  Moving Costs”  up to  that
amount.  The company moved by June 30, 1971, accruing $18,008.80 in moving
expenses, and claimed this amount as a deduction on their tax return. Subsequently,
the company requested and received $17,120 reimbursement from the agency.

Procedural History

The IRS disallowed $17,120 of the moving expense deduction, arguing that the right
to  reimbursement  matured  before  the  expense  was  accrued.  The  IRS  also
determined  that  Charles  Baloian  Co.  and  Pam-Pak  Distributors  constituted  a
“brother-sister controlled group,” disallowing certain deductions and credits. The
Tax Court addressed both issues in its decision.

Issue(s)

Whether Charles Baloian Co. is entitled to deduct moving expenses incurred in1.
its fiscal year ended June 30, 1971, given the subsequent reimbursement for
such expenses.
Whether Charles Baloian Co. and Pam-Pak Distributors, Inc., constitute a2.
“brother-sister controlled group” within the meaning of section 1563(a)(2).

Holding
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No, because Charles Baloian Co.’s right to reimbursement for the moving1.
expenses became fixed before the end of its fiscal year, thus the deduction
should be reduced by the amount of the assured reimbursement.
No, because the 80% ownership test for a “brother-sister controlled group”2.
was not met since one shareholder owned stock in only one of the
corporations.

Court’s Reasoning

Regarding the moving expense deduction, the Tax Court reasoned that an accrual
basis  taxpayer  cannot  deduct  expenses  for  which  they  have  a  fixed  right  to
reimbursement. The court determined that the company’s right to reimbursement
became fixed on May 20, 1971, when the Redevelopment Agency issued a written
authorization to incur moving expenses.  The court stated, “After receipt of  this
authorization, it remained only for petitioner to arrange for the actual move and to
notify the agency at least 1 day prior thereto.” The court dismissed the argument
that the subsequent claim form created a contingency, deeming it a mere ministerial
act.  The  court  distinguished  this  case  from  Electric  Tachometer  Corp.  v.
Commissioner,  where the right to reimbursement was indefinite due to ongoing
disputes about the amount. Here, the authorization specified the amount. Regarding
the “brother-sister controlled group” issue, the Tax Court relied on its prior decision
in  Fairfax  Auto  Parts  of  No.  Va.,  Inc.  v.  Commissioner,  holding  that  the  80%
ownership test requires each shareholder to own stock in both corporations. The
court  rejected  the  IRS’s  interpretation  of  the  regulation,  which  allowed
consideration  of  shareholders  owning  stock  in  only  one  corporation.

Practical Implications

This case clarifies the application of the accrual method of accounting in situations
involving reimbursements. It emphasizes that a right to reimbursement must be
carefully examined to determine when it becomes “fixed.” The issuance of a written
authorization or agreement outlining the reimbursement terms can be a key factor.
Legal  professionals  should  advise  accrual  basis  taxpayers  to  avoid  deducting
expenses if a fixed right to reimbursement exists, and factor in the reimbursement
when  planning  for  tax  deductions.  Furthermore,  the  ruling  on  “brother-sister
controlled groups” (though later reversed by the Fourth Circuit’s reversal of Fairfax
Auto Parts) highlights the importance of precise adherence to stock ownership rules
when determining eligibility for multiple tax benefits for related corporations, and to
understand the varying interpretations  that  may be applied by different  circuit
courts.


