Central Citrus Co. v. Commissioner, 58 T. C. 365 (1972)

Specialized structures and equipment used in the processing and storage of
foodstuffs can qualify as ‘section 38 property’ for investment credit under IRC
Section 48 if they are integral to manufacturing or production.

Summary

Central Citrus Co. constructed a citrus processing plant with ‘sweet rooms’ for
controlled storage, blowers and coolers for temperature regulation, and various
electrical components. The key issue was whether these items qualified for the
investment credit under IRC Section 38. The court held that the sweet rooms were
storage facilities integral to the production process, thus qualifying as ‘section 38
property’. Additionally, the blowers and coolers were deemed essential for food
processing and qualified, while certain electrical components used in the general
operation of the plant did not, but those specifically aiding in processing did qualify.

Facts

Central Citrus Co. built a plant in 1968 for processing citrus fruit, including eight
specialized ‘sweet rooms’ for controlled storage and conditioning of the fruit before
packaging. The plant also featured blowers and coolers to maintain a cool
temperature throughout the processing area, and various electrical components.
The company claimed an investment credit on these items, which the Commissioner
partially disallowed, leading to a tax deficiency notice.

Procedural History

The Commissioner issued a notice of deficiency for Central Citrus Co. ‘s 1966 and
1967 tax years due to the partial disallowance of the claimed investment credit.
Central Citrus Co. petitioned the U. S. Tax Court for a redetermination of the
deficiency. The Tax Court ruled in favor of Central Citrus Co. , finding that the sweet
rooms, blowers, coolers, and certain electrical components qualified for the
investment credit.

Issue(s)

1. Whether the ‘sweet rooms’ qualify as ‘section 38 property’ under IRC Section 48.
2. Whether the blowers and coolers qualify as ‘section 38 property’.
3. Whether the electrical equipment qualifies as ‘section 38 property’.

Holding

1. Yes, because the sweet rooms were storage facilities integral to the production of
citrus fruit, qualifying under IRC Section 48.

2. Yes, because the blowers and coolers were essential for maintaining the
temperature required for processing foodstuffs, qualifying under IRC Section 48.
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3. No, because electrical equipment used in the general operation of the plant does
not qualify, but those components aiding specific machinery or processes do qualify
under IRC Section 48.

Court’s Reasoning

The court analyzed the definition of ‘section 38 property’ under IRC Section 48,
focusing on tangible personal property and other tangible property used as an
integral part of production or as storage facilities. The sweet rooms were deemed
storage facilities because they were specialized for conditioning stored fruit, and
their function was essential to the production process. The blowers and coolers
qualified as they were necessary for maintaining the temperature required for
processing, despite also providing employee comfort. The court distinguished
between electrical components used generally in the plant, which did not qualify,
and those used specifically with machinery or in the processing line, which did
qualify. The court cited regulations and prior cases to support its interpretation of
the investment credit provisions.

Practical Implications

This decision clarifies the criteria for what constitutes ‘section 38 property’ under
the investment credit provisions, particularly in the context of food processing and
storage. It highlights the importance of the function and necessity of equipment to
the production process. For similar cases, attorneys should analyze whether
equipment or structures are integral to the taxpayer’s business activities and meet
the ‘sole justification’ test for processing needs. This ruling may encourage
businesses to invest in specialized processing and storage facilities, knowing they
can potentially benefit from the investment credit. Later cases, such as Northville
Dock Corp. and Sherley-Anderson-Rhea Elevator, Inc. , have applied similar
reasoning to different types of storage and processing equipment.
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