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Hiram Walker, Inc. v. Commissioner, 25 T.C. 1200 (1956)

To qualify for excess profits tax relief under Section 722(b)(4) of the 1939 Internal
Revenue Code, a taxpayer must demonstrate a significant alteration in the nature of
its business, not merely the substitution of product lines or an increase in product
offerings.

Summary

Hiram Walker,  Inc.  sought  excess  profits  tax  relief,  arguing  that  a  shift  from
domestic to imported liquor brands and the commencement of business during the
base period constituted a “change in the character of its business” under Section
722(b)(4) of the 1939 Internal Revenue Code. The Tax Court found that while Walker
commenced business during the base period, the shift in products did not amount to
a qualifying change in the character of the business. The court concluded that the
addition of  imported brands constituted a product line expansion rather than a
fundamental alteration of the business, and that even with the application of the
two-year push-back rule, Walker’s constructive average base period net income did
not  exceed  its  invested  capital  credits.  Consequently,  the  court  disallowed  the
claimed relief.

Facts

Hiram Walker, Inc., sought relief under Section 722 of the 1939 Internal Revenue
Code, arguing that its business was depressed due to a price war (Section 722(b)(2))
and that it changed the character of its business and/or commenced business during
the base period (Section 722(b)(4)). The company offered no specific evidence of the
alleged price war. Walker began selling imported liquor and argued this was a shift
in the character of its business. It further contended that it was entitled to the two-
year push-back rule because it commenced business during the base period.

Procedural History

The case was heard by the Tax Court. The Internal Revenue Service (IRS) disallowed
Hiram Walker’s claim for excess profits tax relief. The Tax Court reviewed the case.
The Tax Court considered the evidence presented and rendered a decision for the
respondent (the Commissioner of Internal Revenue).

Issue(s)

1. Whether Hiram Walker, Inc., was entitled to relief under Section 722(b)(2) due to
a depressed liquor industry.

2.  Whether  Hiram Walker,  Inc.,  was  entitled  to  relief  under  Section  722(b)(4)
because  of  a  change in  the  character  of  its  business,  specifically  a  shift  from
domestic to imported brands.
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3.  Whether  Hiram Walker,  Inc.,  was  entitled  to  relief  under  Section  722(b)(4)
because  it  commenced  business  during  the  base  period  and  did  not  reach  its
projected earnings by the end of the base period.

Holding

1.  No,  because Walker failed to  present  sufficient  evidence to establish that  it
qualified for relief under Section 722(b)(2).

2. No, because the change in product lines from domestic to imported brands did
not  constitute a  significant  enough change in  the character  of  the business as
defined in Section 722(b)(4).

3.  No,  because,  even  though  Walker  qualified  as  commencing  business,  after
applying the two-year push-back rule,  the constructive average base period net
income did not exceed the credits based on invested capital.

Court’s Reasoning

The court first addressed the claim for relief under Section 722(b)(2). The court
found that Hiram Walker failed to provide specific evidence to demonstrate that the
alleged price war depressed the industry. The court found that the competition in
the liquor industry was normal. The court then examined the claim under Section
722(b)(4). The court stated that the replacement of domestic with imported brands
was the “replacement of or additions to the lines of products previously handled”
and did not constitute a significant change in the character of the business. The
court further held that even with the application of the two-year push-back rule for
commencing business,  the constructive average base period net income did not
exceed the credits based on invested capital.

The court cited the statute: “the term ‘change in the character of the business’
includes a change in the operation or management of the business, a difference in
the products or services furnished, a difference in the capacity for production or
operation, a difference in the ratio of nonborrowed capital to total capital, and the
acquisition before January 1, 1940, of all or part of the assets of a competitor…”

The court also referenced prior case law, specifically Harlan Bourbon & Wine Co.,
14 T. C. 97, and Permold Co., 21 T. C. 759.

Practical Implications

This case provides important guidance on interpreting “change in the character of
the business” in the context of excess profits tax relief. The court made it clear that
replacing one product line with another is not enough. This distinction is significant
for companies undergoing expansions or shifts in their product offerings. For similar
cases,  attorneys  should  focus  on  the  extent  of  the  change  and  whether  it
fundamentally  altered  the  nature  of  the  business  beyond  simply  adding  or
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substituting  products.  The  court’s  reliance  on  the  lack  of  evidence  is  critical;
taxpayers must present robust, specific evidence to support their claims. This ruling
also underscores the importance of analyzing a company’s performance throughout
the base period when determining whether the two-year push-back rule applies.

Later cases that have applied and distinguished this ruling include cases dealing
with Section 722, the impact of this case remains relevant for interpreting analogous
provisions in tax law that require assessing whether a business has experienced a
significant change or has newly commenced operation.


