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31 T.C. 961 (1959)

Gains from the sale of rental vehicles held for over six months are taxed as ordinary
income, not capital gains, if the taxpayer’s primary motive for acquiring the vehicles
was to sell them for a profit.

Summary

The U.S. Tax Court ruled that Charlie Hillard, who operated a car rental business,
realized ordinary income, not capital gains, from the sale of his used rental vehicles.
The court found that Hillard’s primary purpose in acquiring the vehicles was to sell
them after a short rental period, making the sales part of his ordinary business
operations.  The  court  emphasized  that  Congress  intended  for  profits  from the
everyday operation of a business to be taxed as ordinary income. The taxpayer’s
intent at the time of acquisition was crucial,  and the court considered Hillard’s
evasive testimony and the profitability of the sales versus rental operations when
making its determination.

Facts

Charlie Hillard operated a car rental business (Rent-A-Car) and a used car sales
business (Motor Company) in Fort Worth, Texas. He also owned other vehicle rental
businesses. Rent-A-Car leased cars on both a daily/monthly basis and through one-
year leases. Hillard personally handled new car purchases for Rent-A-Car, securing
volume discounts. The rental vehicles were typically replaced after about a year of
use and then sold. Hillard sold vehicles to used car dealers, including his Motor
Company, which would then resell the cars. Hillard reported gains from vehicle
sales as capital gains but the Commissioner of Internal Revenue assessed the gains
as ordinary income.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Hillard’s income
taxes for the fiscal years ending June 30, 1952, and June 30, 1953, classifying profits
from the sales of vehicles as ordinary income. Hillard challenged this classification
in the United States Tax Court.

Issue(s)

1. Whether gains realized from the sale of motor vehicles held for more than six
months were taxable as capital gains or ordinary income under Section 117(j) of the
Internal Revenue Code of 1939.

Holding

1. No, because Hillard held the vehicles primarily for sale to customers in the
ordinary course of his trade or business.
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Court’s Reasoning

The court focused on Hillard’s intent in acquiring the rental vehicles. It determined
that  Hillard’s  primary motive was to profit  from their  eventual  sale.  The court
emphasized that the use of the cars for rental was merely an intermediate step
before sale. Citing Corn Products Co. v. Commissioner, the court noted that the
capital  asset  provision  of  the  tax  code  must  be  construed  narrowly  to  further
Congress’s intent to tax profits and losses from the everyday operation of a business
as ordinary income. The court found Hillard’s testimony evasive and unconvincing,
especially regarding the profitability of vehicle sales versus rental operations. The
court  highlighted  the  large  gains  from sales  and  the  relatively  short  time  the
vehicles were used for rental as indicators that the sales were an integral part of
Hillard’s business.

Practical Implications

This case emphasizes that the classification of income as capital gains or ordinary
income  hinges  on  the  taxpayer’s  intent  and  the  nature  of  their  business.  For
businesses that use property in their operations but then routinely sell it, the court
will examine whether the sales are part of their everyday business and if the primary
purpose for acquiring the property was eventual sale. This case would be cited in
any future tax cases involving the sale of depreciable assets used in a business to
determine  the  character  of  the  gain,  and  it  underscores  the  importance  of
maintaining  accurate  business  records  and  being  prepared  to  demonstrate  the
primary purpose for acquiring and holding the asset. The case also highlights that
evasive or unconvincing testimony may lead to an unfavorable decision.


