
© 2025 SCOTUSreports.com. All rights reserved. | 1

Diamond A Cattle Co. v. Commissioner, 21 T.C. 1 (1953)

The primary purpose for which livestock is held, whether for breeding or for sale in
the ordinary course of business, determines whether profits from their sale are
taxed as ordinary income or capital gains.

Summary

Diamond A Cattle Co. sought capital gains treatment for profits from selling JA cows.
The IRS argued the cows were held for sale as feeder cattle, generating ordinary
income. The Tax Court held the cattle were primarily held for sale to customers in
the ordinary course of business, despite being briefly used for calf production, and
therefore the profits were taxable as ordinary income. The court also addressed the
proper cost basis for calculating gains on the sale of cattle, permitting the use of a
correct basis despite prior incorrect deductions.

Facts

Diamond A Cattle Co. operated a ranch primarily as a feeder operation, purchasing
beef cattle, grazing or feeding them, and selling them for beef. They purchased
older (8-year-old) JA Ranch cows, primarily Herefords, which had already served
their breeding usefulness. The Cattle Co. held these cows for about six months to a
year, harvested one crop of calves, and then sold the cows for beef. The company
maintained small herds of Milking Shorthorns and Angus cattle, which were not at
issue in the case.

Procedural History

The Commissioner of Internal Revenue determined that gains from the sale of the JA
cows were taxable as ordinary income. Diamond A Cattle Co. petitioned the Tax
Court for redetermination, arguing the gains should be treated as capital gains. The
Tax Court ruled in favor of the Commissioner regarding the characterization of
income but addressed the proper cost basis for computing gains.

Issue(s)

Whether the gains from the sale of JA cows are taxable in full as ordinary1.
income or at the capital gains rate under Section 117(j) of the Internal
Revenue Code.
Whether depreciation is allowable on the JA cows.2.
What is the proper cost basis to be used in computing gains from the sale of3.
cattle where the taxpayer previously used an improper basis and the statute of
limitations bars adjustments to prior years?

Holding

Yes, because the JA cows were held primarily for sale to customers in the1.



© 2025 SCOTUSreports.com. All rights reserved. | 2

ordinary course of business, even though they were used to produce one calf
crop.
No, because the JA cows were held for sale to customers in the regular course2.
of business and therefore not subject to depreciation.
The taxpayer is entitled to use a correct basis for computing gains on the 19453.
sales, even though an improper basis was used in prior years and the statute of
limitations prevents adjustments to those prior years; the sales are separate
transactions.

Court’s Reasoning

The court reasoned that Diamond A Cattle Co.’s primary business was selling beef
cattle. The fact that they harvested a single calf crop from the JA cows before selling
them did not change the predominant purpose: selling feeder cattle for beef. The
court distinguished this case from Albright v. United States, where the taxpayer was
a  dairy  farmer  primarily  engaged  in  producing  milk,  with  cattle  sales  being
incidental.  Here,  the  taxpayer  was  primarily  engaged  in  selling  beef  cattle,
purchasing cows for that purpose. The court noted, “Petitioners here were engaged
primarily in the sale of beef cattle. They were not raising these cattle from their own
herd, that is, not the JA cattle, but were purchasing them. The JA Ranch and not
petitioners were the breeders.”

Regarding the cost basis, the court followed Commissioner v. Laguna Land & Water
Co., stating, “The fact that petitioners have used improper bases in computing their
gains on sales of cattle in 1944 does not deprive them of their right to use a correct
basis in computing their gains on the 1945 sales.”

Practical Implications

This case clarifies  the distinction between livestock held for  breeding purposes
versus those held primarily for sale. Taxpayers claiming capital gains treatment for
livestock sales must demonstrate a primary intent to use the animals for breeding.
Holding animals temporarily for a single reproductive cycle before sale does not
automatically qualify them for capital gains treatment if the overarching business
purpose is the sale of beef. This case also confirms that taxpayers are entitled to use
the correct cost basis for assets when calculating gains, even if they made errors in
prior years that are now beyond the statute of limitations. Each sale is a separate
transaction, allowing the correct basis to be applied regardless of past errors. This
decision impacts how ranchers and farmers structure their operations and maintain
records for tax purposes, requiring clear documentation of intent and purpose for
livestock holdings.


