Lamar Creamery Co., 8 T.C. 928 (1947)

Section 722 of the Internal Revenue Code of 1939, providing excess profits tax
relief, is limited to considering conditions and events existing during the base period
and excludes those arising after that period.

Summary

Lamar Creamery Co. sought relief from excess profits taxes under Section 722,
arguing that its base period earnings were not representative due to a move and
expansion late in 1939. The Tax Court denied the relief, finding that even if the
company’s projected earnings based on December 1939 were accurate, adjustments
revealed overstated income and understated expenses for that month. More
critically, the court emphasized that Section 722 precludes considering events
occurring *after* the base period to justify relief, thus barring the company from
relying on its post-expansion performance to reconstruct base period earnings. The
court upheld the invested capital credit allowed by the Commissioner.

Facts

Lamar Creamery Co. moved to a new location and expanded its operations in late
1939, near the end of the base period for calculating excess profits taxes. The
company claimed that its earnings during the base period were not representative of
its normal earning capacity due to this disruption and sought relief under Section
722 of the Internal Revenue Code of 1939. The company attempted to project its
earnings as if the expansion had been in place throughout the base period, using
December 1939 as a representative month.

Procedural History

Lamar Creamery Co. petitioned the Tax Court for a redetermination of its excess
profits tax liability. The Commissioner had denied the company’s claim for relief
under Section 722. The Tax Court reviewed the case and ultimately upheld the
Commissioner’s determination, denying the company’s claim for relief.

Issue(s)

Whether the Tax Court erred in denying the taxpayer’s claim for relief under Section
722 of the Internal Revenue Code of 1939, where the taxpayer argued that its base
period earnings were not representative due to a move and expansion near the end
of the base period, and attempted to project its earnings based on its post-expansion
performance.

Holding

No, because Section 722(a) precludes considering events or conditions arising
*after* the base period in determining whether the base period earnings were an
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inadequate standard of normal earnings.
Court’s Reasoning

The Tax Court scrutinized the taxpayer’s projection of earnings based on December
1939, finding that expenses were understated and income was overstated for that
month. Significant adjustments were required for management salaries, rent, liquor
and beer costs, and an inventory adjustment. The court stated, “bearing in mind the
admonition of section 722 (a) against resorting to ‘events or conditions’ after that
month...nothing is left upon which to support a finding that the invested capital
credit allowed by respondent has resulted ‘in an excessive and discriminatory tax’
on petitioner’s earnings, even in its new establishment.” The court emphasized that
Section 722(a) does not permit consideration of events or conditions *after* the base
period. The court’s reasoning was based on a strict interpretation of the statutory
language and a concern that allowing consideration of post-base period events
would open the door to speculative and unreliable projections.

Practical Implications

This case highlights the strict limitations on claiming excess profits tax relief under
Section 722. It establishes that taxpayers cannot rely on events or conditions
occurring after the base period to demonstrate that their base period earnings were
not representative. This decision shaped how taxpayers could present their claims
for relief, emphasizing the importance of focusing on abnormalities existing *within*
the base period itself. Later cases applying Section 722 had to carefully distinguish
between events occurring during and after the base period. The case underscores
the importance of accurate financial records and the need to justify any adjustments
made to reported income and expenses during the base period. For legal
practitioners, this case serves as a cautionary tale about the burden of proof and the
limited scope of permissible evidence when seeking excess profits tax relief.
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