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8 T.C. 394 (1947)

Gains from the sale of dismantled business assets, originally subject to depreciation,
that are preserved for potential future use or sale, qualify for capital gains treatment
under Section 117(j) of the Internal Revenue Code, even if not actively used prior to
the sale.

Summary

Wilson Line, Inc. dismantled its marine railway following a condemnation of the land
it occupied. The company stored usable parts, carrying them on its books at an
estimated salvage value. Years later, an unsolicited offer led to the sale of these
parts. The Tax Court addressed whether the gain from this sale was subject to
excess profits tax. The court held that the gain was excludable from excess profits
net income under Section 711(a) of the Internal Revenue Code because the assets
qualified for capital gains treatment under Section 117(j), as they were originally
subject to depreciation and were not inventory or held for sale in the ordinary
course of business.

Facts

Wilson Line, Inc., a transportation company, owned a marine railway used to service
its ships. In 1937, the State of Delaware condemned a portion of Wilson Line’s
property, including the land where the railway was located. Wilson Line received
compensation for the property taken, including reimbursement for dismantling the
railway.  The company dismantled the railway,  storing usable parts,  and carried
these parts on its books at a salvage value of $2,500. In 1942, Wilson Line received
an unsolicited offer and sold the dismantled parts for a net consideration of $9,600.

Procedural History

The Commissioner of Internal Revenue determined an excess profits tax deficiency,
arguing  that  the  gain  from the  sale  of  the  dismantled  railway  parts  was  not
excludable from excess profits net income. Wilson Line petitioned the Tax Court for
review of this determination.

Issue(s)

Whether the gain realized from the sale of dismantled parts of a marine railway,
previously used in the taxpayer’s business and subject to depreciation, is excludable
from excess profits net income under Section 711(a) of the Internal Revenue Code?

Holding

Yes, because the dismantled parts of the marine railway constitute either a capital
asset  or  property  used  in  the  trade  or  business  of  a  character  subject  to
depreciation, and thus qualify for capital gains treatment under Section 117(j) of the
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Internal Revenue Code, making the gain excludable under Section 711(a).

Court’s Reasoning

The Tax Court reasoned that the stored parts were not stock in trade or property
held primarily for sale in the ordinary course of the taxpayer’s business. The court
emphasized that the property was either a capital asset or property used in the
trade or business, of a character subject to the allowance for depreciation. The court
highlighted that Wilson Line preserved the parts for potential future use or sale,
indicating no intent to abandon the property. The court distinguished this situation
from cases involving the abandonment or scrapping of assets. The court stated that
“Even though not actually used by the petitioner, it constituted property ‘used’ in
the trade or business within the meaning of section 117.” Additionally, the court
considered the property to be “of a character which is subject to the allowance for
depreciation” even though no depreciation was actually taken after dismantling. The
court concluded that the gain was from the sale of “property used in the trade or
business,” as defined in Section 117(j)(1), and therefore treated as gain from the
sale of capital assets held for more than six months under Section 117(j)(2).

Practical Implications

This  case  provides  guidance  on  the  tax  treatment  of  gains  from  the  sale  of
dismantled business assets. It clarifies that assets originally subject to depreciation
can retain their character for capital gains purposes even after being dismantled
and stored, provided they are preserved for potential future use or sale, and were
not inventory or held for sale in the ordinary course of business.  This decision
informs legal practice by emphasizing the importance of intent and the potential for
future  use  in  determining  the  character  of  assets.  It  highlights  the  distinction
between abandonment and preservation, and provides a framework for analyzing
similar cases involving the sale of dismantled or temporarily unused business assets.
Later cases may cite this ruling when determining whether gains from the sale of
such assets should be treated as ordinary income or capital gains.


