17 T.C. 1123 (1952)

A taxpayer seeking excess profits tax relief under Section 722 of the Internal
Revenue Code must strictly comply with Treasury Regulations regarding the
application for such relief, including explicitly claiming the benefit of any unused
excess profits credit carry-overs.

Summary

Lockhart Creamery sought excess profits tax relief under Section 722 for 1942-1945,
arguing that its acquisition of a milk plant and commitment to build an ice cream
plant warranted a constructive average base period net income (CABPNI). The Tax
Court found that Lockhart was entitled to a CABPNI due to these factors, but denied
an increased carry-over credit for 1942 because the company failed to explicitly
claim it in its application, as required by Treasury Regulations. This case highlights
the importance of meticulous compliance with procedural rules when claiming tax
benefits.

Facts

Lockhart Creamery, originally focused on butter and ice cream, purchased a milk
processing plant in Austin, Texas, in 1938. The company also committed to building
an ice cream plant in Austin before 1940, which was completed in 1941. On its tax
returns, Lockhart claimed entitlement to Section 722 relief due to these changes in
its business. For 1942, it claimed an unused excess profits tax credit carry-over but
did not specifically include the increase in the credit that would arise from using the
CABPNI for 1940 and 1941.

Procedural History

Lockhart Creamery filed for refunds based on Section 722 relief for the years
1942-1945. The Commissioner partially allowed and partially disallowed the claims.
The Commissioner later amended his answer, alleging error in the initial partial
allowance. The Tax Court reviewed the Commissioner’s determination and
Lockhart’s claims.

Issue(s)

1. Whether Lockhart was entitled to Section 722 relief for the milk plant acquisition.
2. Whether Lockhart was committed to building the ice cream plant before January
1, 1940, entitling it to Section 722 relief.

3. Whether Lockhart was entitled to an increased unused excess profits credit carry-
over to 1942, stemming from the constructive income adjustments for 1940 and
1941, despite not explicitly claiming it in its 1942 application.

Holding
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1. Yes, Lockhart was entitled to Section 722 relief for the milk plant acquisition
because it constituted a change in the character of its business.

2. Yes, Lockhart was committed to building the ice cream plant before January 1,
1940, entitling it to Section 722 relief.

3. No, Lockhart was not entitled to the increased carry-over credit to 1942 because
it failed to explicitly claim it in its application, as required by Treasury Regulations.

Court’s Reasoning

The Tax Court reasoned that the acquisition of the milk plant represented a
significant change in Lockhart’s business, justifying Section 722 relief. It also found
sufficient evidence that Lockhart had committed to building the ice cream plant
before the critical date. However, regarding the carry-over credit, the court
emphasized the necessity of complying with Treasury Regulations, stating, “In order
for a taxpayer to be entitled to the relief provisions of Section 722 of the Code it
must comply with Section 722(d).” Because Lockhart’s 1942 application didn’t
explicitly claim the increased carry-over resulting from the constructive income
adjustments for 1940 and 1941, the court denied that portion of the claim. The court
noted, “But petitioner does not deny that it did not claim in its application for 1942
carry-over credits from the years 1940 and 1941. In this respect petitioner’s
application for relief in 1942 does not comply with the applicable provisions
prescribed by the regulations.” The court deferred to the Commissioner’s authority
to prescribe regulations, citing the complexity of calculating the unused excess
profits credit and the need for formal requirements for administrative reasons.

Practical Implications

This case underscores the critical importance of adhering to procedural
requirements when seeking tax relief. Taxpayers must not only be substantively
eligible for a particular tax benefit but also meticulously follow all relevant
regulations regarding the application process. Failure to explicitly claim a credit or
deduction, even if arguably implied in other parts of the application, can result in
denial of the benefit. This ruling serves as a reminder for tax practitioners to ensure
their clients’ applications are complete and in full compliance with applicable
regulations. Later cases have cited Lockhart Creamery for the proposition that
taxpayers bear the burden of clearly and specifically claiming all desired tax benefits
in their filings.
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