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27 T.C. 1006 (1957)

To qualify for capital gains treatment under Section 117(j) for livestock sales, the
taxpayer  must  demonstrate  that  the  animals  were  held  primarily  for  breeding
purposes, not for sale in the ordinary course of business.

Summary

The United States Tax Court addressed whether the taxpayers, who bred and sold
Aberdeen-Angus  cattle,  were  entitled  to  capital  gains  treatment  on  the  sale  of
certain cattle. The Commissioner argued the cattle were held for sale in the ordinary
course of business, thus taxable as ordinary income. The court agreed with the
Commissioner, finding the taxpayers’ extensive advertising, volume of sales, and
overall  business  practices  indicated  the  cattle  were  held  primarily  for  sale  to
customers. The court distinguished the case from situations where animals were
clearly part of a breeding herd, emphasizing that the taxpayers failed to prove the
cattle in question were actually used for breeding.

Facts

John L. Clark and his wife, Elvira C. Clark, raised purebred Aberdeen-Angus cattle.
The  Clarks  advertised  their  cattle  for  sale  in  various  publications,  including
magazines and local newspapers. They had a system for classifying calves at birth to
determine whether their pedigree suited breeding. The Clarks’ advertising included
offers to sell different classes of cattle. During the tax years in question (1948-1951),
they claimed losses from farming operations, and reported substantial income from
other sources. They sold a number of animals. The Commissioner determined that
animals under 26 months of age were held for sale and not as part of the breeding
herd, and assessed deficiencies in income tax.

Procedural History

The case was heard by the United States Tax Court. The taxpayers conceded some
of the cattle were held for sale, but contested the Commissioner’s determination
that the remaining cattle were also held for sale. The Tax Court sided with the
Commissioner.

Issue(s)

1. Whether the cattle sold by the taxpayers were held for sale to customers in the
ordinary course of business.

Holding

1. Yes, because the taxpayers’ activities and the evidence presented demonstrated
the cattle were held for sale to customers in the ordinary course of their business.



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

Court’s Reasoning

The court stated the primary issue was whether the cattle were held for breeding
purposes  within  the  meaning  of  Section  117(j).  The  court  noted  that  the
Commissioner’s determination was presumptively correct, and the burden was on
the taxpayers to show that the cattle were not held for sale. The court found the
advertising  efforts,  the  substantial  volume of  sales,  and  the  overall  method  of
operation indicated the Clarks were actively engaged in the business of  selling
cattle.  The court  found the manager’s  testimony inconsistent and unpersuasive,
particularly in light of the extensive advertising and declining inventory. The court
distinguished the case from others where the animals were clearly a part of the
breeding herd, noting the Clarks failed to demonstrate that the sold cattle were ever
actually used in the breeding herd.

The court referenced the following key points: “[W]e are satisfied from all of the
evidence here that the substantial volume of sales, the extensive advertisement of
cattle available for sale, and, indeed, the whole method of petitioner’s operation,
was the conduct of the business of selling cattle.”

The court cited prior cases and emphasized the importance of applying the capital
asset  definition  narrowly  and  interpreting  its  exclusions  broadly  to  further
congressional purpose, as the capital-asset provision of § 117 must not be so broadly
applied as to defeat rather than further the purpose of Congress.

Practical Implications

This case provides a framework for determining whether livestock sales qualify for
capital  gains  treatment  under  Section  117(j).  It  emphasizes  the  importance  of
distinguishing between animals held for breeding purposes and those held for sale.
The key factors considered are the taxpayer’s advertising practices, the volume of
sales, and the overall business operation. Attorneys should advise their clients to
keep detailed records and present clear evidence to support  the assertion that
animals  were  held  for  breeding.  Advertising  strategies,  which  should  avoid
promoting  all  livestock  for  sale,  can  be  essential.  A  key  consideration  is  the
taxpayer’s  intent  at  the time the animals  were held and the actual  use of  the
animals.


