American Fruit Growers, Inc. v. Commissioner, 19 T.C. 297 (1952)

To qualify for excess profits tax relief under Section 722(b)(2) of the Internal
Revenue Code, a business must demonstrate that its base period earnings were
depressed due to temporary, unusual economic circumstances, not merely a
continuation of pre-existing conditions.

Summary

American Fruit Growers, Inc. sought relief from excess profits tax, arguing its base
period earnings were depressed due to a profits cycle, unfair competition, and a
change in its comic supplement printing business. The Tax Court rejected the claim
of a unique profits cycle because the company’s earnings were high during what
should have been a comparable depression phase. It also dismissed the unfair
competition argument, finding the alleged unfair practices were long-standing, not
temporary. However, the court granted relief based on a change in the character of
the comic supplement business due to a new, more efficient contract.

Facts

American Fruit Growers, Inc. operated trade journals, including “The Packer,” and a
comic supplement printing business.

The company claimed its earnings during the base period (1936-1939) were
depressed due to several factors.

One claim involved unfair competition from the Great Atlantic & Pacific Tea Co.
(A&P), which allegedly harmed the company’s advertising clients (fruit and
vegetable wholesalers).

The company also argued it experienced a 17-year profit cycle that negatively
impacted its base period earnings.

Additionally, they cited a new contract in their comic supplement business as a
“change in character” impacting their earnings.

Procedural History

American Fruit Growers, Inc. petitioned the Tax Court for relief under Section 722
of the Internal Revenue Code, contesting the Commissioner’s denial of its claim for
excess profits tax relief.

The Tax Court considered the company’s claims under subsections (b)(2), (b)(3)(A),
and (b)(4) of Section 722.

Issue(s)

1. Whether the taxpayer’s business was depressed during the base period due to a
profits cycle differing materially from the general business cycle, entitling it to relief
under Section 722(b)(3)(A)?

2. Whether the taxpayer’s business was depressed during the base period due to
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temporary economic circumstances unusual to the taxpayer or its industry, entitling
it to relief under Section 722(b)(2)?

3. Whether the taxpayer underwent a change in the character of its business during
the base period, specifically in its comic supplement printing, entitling it to relief
under Section 722(b)(4)?

Holding

1. No, because the taxpayer’s profits were high during the comparable phase of the
alleged profit cycle, indicating the base period was not a depressed period for the
company.

2. No, because the alleged unfair competition was a long-standing practice, not a
temporary economic circumstance.

3. Yes, because the new contract in the comic supplement business constituted a
change in the character of the business, justifying a reconstructed base period
income under Section 722(b)(4).

Court’s Reasoning

Regarding the profits cycle claim, the court found that the taxpayer’s profits were
actually higher during the 1919-1922 period, which should have been comparable to
the base period, contradicting the assertion of a depressed cycle.

Regarding the unfair competition claim, the court noted that the alleged unfair
practices by A&P were a continuation of long-standing behavior, only altered in form
due to the Robinson-Patman Act. The court stated, “The unfair competition with its
customers by the A & P of which petitioner complains is thus a practice of long
standing... Only the form was somewhat different during the base period; the effects
were obviously — and assertedly — the same. The ‘economic event’ was
consequently not ‘temporary’ nor ‘unusual."”

Regarding the comic supplement business, the court accepted the taxpayer’s
argument that a new contract allowing the same production with less labor
constituted a significant change in the business’s character. The court approved the
taxpayer’s method of reconstructing base period income to reflect this change,
stating, “We conclude that petitioner is entitled to use a reconstructed base period
income under (b)(4) for its comic supplement income and that its method of arriving
at such income is reasonable and should be approved.”

Practical Implications

This case clarifies the requirements for obtaining excess profits tax relief under
Section 722, emphasizing the need to demonstrate that base period earnings were
depressed due to genuinely temporary and unusual economic events.

It highlights that long-standing business conditions, even if unfavorable, do not
qualify as “temporary economic circumstances” under the statute.
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The case also provides guidance on how to reconstruct base period income when a
business undergoes a significant change in character, such as a new contract
leading to increased efficiency.

Later cases applying Section 722 must distinguish between temporary disruptions
and pre-existing conditions when evaluating claims for relief.

© 2025 SCOTUSreports.com. All rights reserved. | 3



