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. DISTRICT OF COLUMBIA TAX COURT
FILED

E LAYRENCE CAKE and ) 0CT 191959 i L HRRRARE T s

MRS. MARION S, CAKE, ) : : :

) Lstnct of Lo -

B Petitionsrs, ) Tax Court 3 N

; vs. § DOCKET ¥O. 1674 ’ i

j DISTRICT OF COLUMBIA, ) . 3y

Respondent, ; i : 3

‘ FIEDINGS OF FACT AND OPINION

In the year 1956 the petitioner, Lawrence Cake, received

substantial compensation for services performed over a perioed of

sevoral years, He and his wife filed a joint income tax return

in which they reported ths compensation as income taxadle for the
Yoar 1956, and claimed that one-half of ths income tax pertaining
thereto was subjeoct to fergiveness er discharge under Sectien 8(J)
of Title XII ef tho(iultrict of Celumbia Income and Pranchise Tax %;3
Act of 1947, as smended, The assessing authority, hewever, de- '
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‘termined that a small portion only ef the compensation was received
and taxeble for 1956; and that, therefore, legally a amaller smount
of tax was forgiven or discharged than that olaimed by the peti-
tioners. As a result the petitioners were assessed an additional

income tax for the ywar 1956, from which they here appeal, (W

g

Pindings of Fact

The parties have stipulated, and the Court finds the facts ::;E
following: '
“l. Lawrence Cake and Marion S, Cake are lmsband and wife

and reside at 2500 Wisconsin Averme, N. W,, Weshington, D, C,
Lawrence Cake maintains an effice at 1001 Connecticut Avemme,
Washington, D, C,

(1) B8ectien k7~ g s De Co Lode, tion, pplemen .
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"2. Lawrence Cake and Marion 8, Cake report their income

on the cash basis of accounting, They filed a timely joint Dise
trict of Columbia income tax return for the calendar year 1956
whiek roturn showed s tax liability of $15,967.20. The texpayers
treated one~half of such smount, or $7,983.60, as discharged by
Section 8(J]) of Title XII of the District of Columbia Income and
Pranchise Tax Act of 1947, as amended, and paid the balance,
$7,963.60, on or before March 1, 1957, A copy of the return is

attached to this atatement as Exhibit D and is incorporated herein

by reference,

"3,
the petitioners reported taxable imcome of $576,100.99.

In their Distriet of Columbia income tax return for 1956
In May of
1956 Lawrence Cake received a met fee of $560,000 for legal services
rendered over a pericd of 171 months from March, 1942 to May, 1956,
The petitionerst ceomputation of tax was attached te the Petitien

as Exhibit B and is incerporated herein by reference,

"k
copYy of respondentts letter to the petitioners dated November 13,

The respondent examined petitioners! 1956 retwran and a

1957 was attached to the Petition as Exhibit O and is incorporated
herein by reference, When corrested by adjustments agreed to, the
petitioners! taxable income for 1956 amounts to $575,500,71, and
petitioners admit that $224.49 of the deficiency assessed and
$29.12 of the interest thereon were properly collected,

"5,
the respondent on Jume 9, 1959.
ment was attached to the Petition as Exhibit A and is incorporated

The proposed deficiency ef $7,823,21 was assessed by

A copYy of the notice of assess-

herein by reference, and a copy of the respondent’s bill is ate
tached to thia statement as Exhibit E and is incorporated herein
by reference,

*6, The deficiency of $7,823.21 plus interest of $1,017.02
was paid by the petitioners em July 6, 1959. No part thereof has
been refunded,

*7. The petition herein was filed by the petitieners en

J“l’ 27, 19590.
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The question which must here be anawered is: for what year

was certaln compensation taxable? The pertinency and importance

of the question arises because of Section 8(J) of Title XII of the

District of Columbia Income and Fraachise Tax Aot of 1947, which

has been codified as Section [7-1586g( i), District of Columbia

Code, 1951 Edition, Supplement VII, and prevides as follows:

*(J) RELIEF FROM ORE-HALF OF IKCOME TAX LIABILITY
FOR THE FIRST TAXABLE YFAR UNDER WITHHOLDING,=«Cne-half
: of the 1iability for the income tax imposed by this Act Sl
! for the calendar year 1956, or the fiscal Yyear of a tax= e
. payor boginning during such calendar year, upon any L.

j resident of the District (other than fiduciarisa) shall o

. bo diacharged, The remainder eof the total amount of the )
{ income tax due as shown on the taxpayer's return shall -

3 be pajd to the collector on the 15th of April, 1957, or

! if the return be made on the basis of a fiscal year the

! remainder of the total emount of such tax shall be paid

i on the fifteenth day of the fourth month following the
close of the fiscal year,"

3

*
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¥
:

‘ The pstitioner, Lawrence Cake, is en attorney at law, and
in 1956 received a net feo of $560,000 for legal services per-
formed over a peried from March, 1942 to May, 1956, He and his
wife, the potitiomer, Narien S, Coke, filed a jeint income tax

return for the year 1956 with the assessing suthority of the
Distriet, wherein they reported the sntire compensation as taxe
sable for the year 1956, under Section h7~1557a(b)(12) ef the

Code, which is im the language followingt

®#(12) Personal services.--If at least 80 per centum

; of tho total coxponsatlion jer personal services covering

' a poriod of thirty-six calendar months or more (from the
beginning to ths campletion of such services) is received
: or accrued im one taxable year by an individual or s part-
! norship, the tax attributadble to any part thereof which is
inocluded im the groas incomo of any individual shall net
be groater than the aggregate of the taxes attributable to
guch part had it been included in the groas imcome of such
individual ratably over that part of the period which pre~
cedes the date of such receipt or accrual."

The return filed by the petitiomers showed a tax liability
for the year 1956 of $15,967.20, and a net amount equal to one-half :
thereof or $7,983.60 due by the petitiéners by ressom of the above

queted Sectien k7-1586g(J) of the Cede, The met smount thus shewn

was paid by the petitioners.
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The assessing suthority determined that a&ll of the compensatien
was not taxable for the year 1956, but was taxable for all the years
during which the servicesz were performed; that taxable income in the 4 ’
smount of $31,874.96 only pertainsd to the year 1956; and that the ffﬂ‘i_: - oy
tax liebility for that year was $1,218.75 ore-half being subject te o S
forgiveness or discharge under Section 47-1586g(j) of the Code, L ‘ !
The assessing suthority, therefore, assessed the petitioners a de= ; '
ficiency in income tax in the smount of $7,823.21 plus interest ef
$1,017.02 or a total of $8,840.23, The validity of such deficiency
1s here assailed by the petitioners who claim that under the two
above quoted sections of the Code their method of reporting and o o
accounting for their net income was correct snd that the aetion of i o
the assessing authority was erroneocus., In addition to the above
quoted sections, the petitioners rely upon Seotion §7~1561la of the

Code which pertains to taxable periods, and provides as fellows:

"3l 7=1561a. Poriod in which items of gross income included, o T .
®The amount of ail itenta ef gross lncomo shall bo in- ;) T, .
cluded in the gross income for the taxable year in which o S RN ; .oy
received by the taxpaysr unless, under methods of sccounting
permitted under sectien L7-1561, any such smounts are to be
properly acceunted for as of a different peried, #ussn®

The Court is eof the opinion that the position of the petitieners
must be sustained. The language of Sectiens §7-1557a(b)(12) and
47-1561la of the Code is piain and leads to the conclusion that tax
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g 0 R AR

on the compensation received by the petitiener, Lawrence Cake, was
1956 income tax, one~half of which being subject to forgivenmess er

discharge under Section §7-1586g(J) of the Code.
The last mentioned section of the Code ias identical with

Section 107(a) of the Internal Revenue Code of 1939, which has

been judicially interpreted as merely limiting the tax in the

yoar of receipt, and not amthorizing the reopenning or recom-
puting the taxes of any prior years, Frederico Stallforth, 6 T.C.

140; Albert G, Redpath, 19 T.C. 470. Moreover, Section hk7-1586g(J)

1s similar in language te, and practically identical in intent with
Section 1301 of the Internal Revenue Code of 1954, which has been

LA L

interpreted by Sectien 1,1301~)1 of the United Stavesa Treasury




Regulations (1958), in part, as followa:

® sugeoe In effect, those sections generally treat the
income as baving been included in gross incmme ratably
ovor the joars #ta## in which 1%t was earned, However,
thosa nections bave no effect on the incone tax lia-
bility Tor prior tnxable yoars; they mimply provide a&
gpocinl rothnd of corputing the amount of tax for the
yoar of receipt or accrual.” (Emphasis supplied)

The reapondent cites ne euthorities to sustain its pesition,
but relies simply on what it calls a “common sense interpretation®
and a statement that te uphold the position of the petitioners
"would indeed !'lead to an absurd and inequitable resultt®., Such
contentions are without merit. As a matter of fact, if "cemmon
sense® be used to interpret Seotion 47-1586g(J) of the Code, it
would require that the section be interpreted as the United States
Tax Court and the Internal Revenue Service have interpreted See-
tion 107(a) of the Internal Hevenue Ac¢t of 1939 and Section 1301
of the Internal Reverme Code of 155k, that 1s to say, that income
received by a taxpayer on a cash basis must be considered income
for the year in which it is received and taxable for that year,
which, incidently, is in line with Sectien K7«1561a of the Code,
which requires that Yall items of income shall be included im
the groas income for the taxable year in which received,®

The respondent seems to feel that to fhrgive such a large tax
for the year 1956 would be absurd and lead to inmequitable results,
Congress, however, has decreed by legislation that one-=half of
1956 income tax liability should be discharged, Whether such dis-
charge is absurd or not is not pertinent here, The assessing
authority and this Court are bound by the statute granting the
dischargs or forgiveness, The result of its application can have
no effect on the real meaning of Section [;7-1557a(b)(12) of the
Code, It must be interpreted correctly regardless of the result
of the epplication of the forgiveness or discharge provisien.

The petitioners have conceded that according to certain ad-
Justaents, $2244.49 of the deficiency here involved, plus interest
of $29.12 or a total eof $253.61, was lawfully assessed, which

reduces the amount of everpayment by the petitieners to the amount




of $7,598.72, and to interest to the amount of $987.90, or te a
total of $8,586.62,
For the reasons stated above the Court holds that a de-
ficiency in income tax in the amount of $7,598.72, together with
interest thereon in the amount of $987.50, or a total of tax and
interest in the ameunt ef $8,586.62, was erronecusly assessed and
collected from the petitioners; and that the petitioners are en-
titled to a rofund thereof, with interest thereon at the rate ef
§ per centum per anmm from July 6, 1959 to the date of paymeamt

ef refund,

Decisien will be entered for petitioners,
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DISTRICT OF COLUMBIA TAX COURT
FILED
LAWRENCE CAKE and 0CT 19 1958
MRS. MARION S. CAKE, it o1 oo
Tax Court

Petitioners,

vs, DOCKET KO. 1674

DISTRICT OF COLUMEIA,

Respondent.

DECISION

This proceeding came on to be heard upon the petition
filed herein; and upon conasideration thereof, and of the
evidence adduced at the hearing on said petition, it 1s by
the Court, this 19th day of October, 1959,

ADJUDGED AKRD DETERMINRED, that a deficiency in income
tax in the amount of $7,598.72, together with interest
thereon in the amount of $987.90, or a total of tax and
interest in the amount of $8,586,62, was erronecusly assessed
and collected from the petitioners; and that the petitioners
are entitled to a refund thereof, with interest thereon at
tbe rate of 4 per centum per annum from July 6, 1959 to the

date of paymsnt of refund.

T
—Jo. V. Morgan,
Judge.

Pindings of Pact, Opinion &
Decision served as follows:

David W, Richmond, Esquire,

Attorney for Petitioners,

1001 Connecticut Avenus,

Washington 6, D, C. (Mailed 10/19/59)

Corporation Counsel, D.C. (Messenger 10/19/59)
Pinance Officer, D, C, (Messenger 10/19/59)

Pl R et

Phyllis R, Liderti,
Clerk,
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