GCM Trucking Corp. v. Commissioner, 33 T.C. 586 (1959)

Whether the sale of business property, specifically trailers, results in ordinary
income or capital gains depends on whether the property was primarily held for sale
to customers in the ordinary course of business.

Summary

GCM Trucking Corp. sold trailers to brokers it contracted with for hauling services,
using a deferred payment plan. The IRS contended that the profits from these sales
should be taxed as ordinary income, arguing the trailers were held primarily for
sale. The Tax Court, however, found the primary purpose for acquiring and selling
the trailers was to facilitate GCM’s transportation business, not to profit from
equipment sales. The court focused on GCM’s motivation and the limited scale of the
sales relative to its overall income, concluding that the gains from the trailer sales
qualified for capital gains treatment under Section 117(j) of the Internal Revenue
Code.

Facts

GCM Trucking Corp. was a common carrier. To expand its business, it purchased
trailers and either sold them outright or used a deferred payment plan for brokers
who hauled for GCM. GCM retained title until the brokers completed payments, with
brokers using the trailers exclusively for GCM during this period. GCM took
depreciation deductions on the trailers while it held title. The IRS determined
deficiencies, asserting the gains from the trailer sales were ordinary income. GCM
argued for capital gains treatment.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in GCM’s income
tax. GCM challenged this determination in the United States Tax Court. The Tax
Court considered whether the gains from trailer sales should be treated as ordinary
income or capital gains. The Tax Court ruled in favor of GCM.

Issue(s)

Whether the trailers sold by GCM Trucking Corp. to its brokers constituted
“property held primarily for sale to customers in the ordinary course of the
petitioner’s trade or business,” thereby resulting in ordinary income.

Holding

No, because the trailers were not held primarily for sale to customers in the
ordinary course of GCM’s business, the gains from their sale were treated as capital
gains.
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Court’s Reasoning

The court applied Section 117(j) of the Internal Revenue Code. The key question was
whether the trailers were held primarily for sale to customers in the ordinary course
of GCM’s business. The court examined GCM’s purpose, noting its primary business
was transportation, not equipment sales. The sales were made to ensure brokers had
sufficient equipment for GCM’s hauling needs, and the profit from sales represented
only a small portion of GCM’s overall income. The court considered the limited sales
volume and that GCM was not a dealer in trailers. The court distinguished this case
from Philber Equipment Corp., where the taxpayer’s sales of leased vehicles were a
significant part of its business and it made a profit from those sales. The court
emphasized “the purpose for which the property is held is the controlling factor.”

Practical Implications

This case provides guidance on the application of Section 117(j) in determining
whether the sale of business property results in ordinary income or capital gains.
Attorneys should focus on the taxpayer’s primary purpose for holding the property,
considering the scale of sales relative to the overall business and whether the
taxpayer acts as a dealer. The court’s focus on the purpose of the sales, rather than
simply the fact of the sales, is important. Tax planning should consider whether the
sales are integral to the business operations rather than a significant source of
profit. Further, in cases of similar fact patterns, the court will likely examine similar
factors to make the capital gains determination, including the extent of the sales,
and how the sales benefit the overall business operations.
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