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31 T.C. 70 (1958)

When a taxpayer liquidates capital assets, the resulting gains are generally treated
as capital gains rather than ordinary income, provided the sales are not conducted
in a manner that constitutes a trade or business.

Summary

The case involves a dispute over whether profits from the sale of real estate were
taxable as capital gains or ordinary income. Altizer Coal Land Company and D.E.
Hensley and his wife jointly sold properties, primarily houses, in a coal-mining town
after the coal supply was exhausted. The Tax Court determined that the sales were
part of an orderly liquidation of capital assets, not a business, and therefore the
gains were capital gains. The court emphasized that the sales were a means of
liquidating assets and were not conducted in a manner that would characterize them
as a business.

Facts

Altizer  Coal  Land Company (Altizer)  owned approximately  2,900 acres  of  land,
primarily used for coal mining. Altizer leased a portion of this land to Avon Coal
Company. After the coal was exhausted, the company decided to sell the houses and
buildings in the mining town, Riley Camp. Altizer, along with D.E. Hensley and his
wife, entered into contracts to sell the properties. Hensley managed the sales, and
the proceeds were divided between the parties. Neither Altizer nor Hensley was a
licensed real estate broker. The sales were made primarily to former employees of
the coal company. No significant improvements were made to the properties before
the sales.

Procedural History

The Commissioner of Internal Revenue determined that the profits from the sale of
the real  estate were ordinary income. The taxpayers,  Altizer and the Hensleys,
challenged this determination in the U.S. Tax Court. The Tax Court consolidated the
cases.

Issue(s)

Whether  the  properties  sold  were  held  primarily  for  sale  to  customers  in  the
ordinary course of petitioners’ business. (This determines whether the gains should
be taxed as ordinary income or capital gains.)

Holding

No, because the court found that the sales constituted an orderly liquidation of
capital assets, and were not conducted in a manner that would categorize them as a
trade or business.
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Court’s Reasoning

The court focused on whether the sales activities constituted a trade or business.
The court found that Altizer’s primary business was collecting royalties, not selling
real estate. The court noted that the sales were a result of circumstances, namely
the exhaustion of the coal supply and the need to dispose of the housing. The court
looked at several factors, including the lack of active marketing (no advertising, no
improvements),  the fact that the sales were handled by the parties to facilitate
liquidation, and the fact that neither Altizer nor Hensley was a licensed real estate
professional. The court also rejected the IRS’s argument that the joint undertaking
to sell the properties constituted a joint venture. The court determined that the
parties’ primary goal was liquidation, not the creation of a business, therefore the
gains were capital gains, not ordinary income.

Practical Implications

This case is critical for understanding the distinction between capital gains and
ordinary  income,  specifically  in  situations  involving  the  sale  of  real  estate.  It
highlights the importance of the taxpayer’s intent and the nature of their activities
in  determining whether  gains  are  treated as  capital  gains  or  ordinary  income.
Attorneys must consider whether the sales are part of a liquidation of assets or
constitute  an  ongoing  business.  The  lack  of  significant  development,  active
marketing, and the fact that the sales were handled in a manner consistent with
liquidation (e.g., selling properties as-is, without improvements) all supported the
finding of capital gains in this case. Subsequent cases often reference this when
determining whether similar sales activities constitute a trade or business or an
attempt to liquidate assets. It’s also crucial to document the circumstances that led
to the sales to demonstrate that the primary goal was liquidation, which may mean
including in the record such documentation as the exhausting of the coal supply.


