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34 T.C. 464 (1960)

Profits  from a joint  venture,  including those received in  a  lump sum upon the
termination of the venture, are generally treated as ordinary income rather than
capital gains for tax purposes.

Summary

Ayrton Metal Company, Inc. (Petitioner) and Metal Traders entered a joint venture
to purchase and sell antimony ore from a Bolivian mine. The joint venture operated
under three successive contracts with the mine owner. After the second contract, a
dispute arose over profits, resulting in a settlement payment to the petitioner. After
the  third  contract,  a  new agreement  was  formed for  the  petitioner  to  receive
commissions. The IRS determined that both the settlement payment and subsequent
commission payments constituted ordinary income. The Tax Court agreed, holding
that the settlement represented the petitioner’s share of joint venture profits, and
that the commission payments were also ordinary income, as they were tied to the
sale of ore. The court emphasized that a joint venture, for tax purposes, is akin to a
partnership, and income distribution is taxable to the members, irrespective of when
or how the distributions are made.

Facts

Ayrton Metal Company (Petitioner) and Metal Traders, Inc. (Metal Traders) formed a
joint venture in 1947 to purchase and sell antimony ore from the Churquini Mine in
Bolivia. The mine owner was unaware of the petitioner’s participation, believing
Metal Traders was paying petitioner a commission. The joint venture operated under
three contracts: The first ran from January 1 to September 30, 1948. The second ran
from October 1, 1948, to December 31, 1949. The third ran from January 1 to April
30,  1950.  After  the  second  contract,  a  dispute  arose  over  profit  accounting,
particularly the treatment of  a sale to Japan. The petitioner and Metal  Traders
signed two agreements on January 24, 1950. The first was for Metal Traders to pay
the  petitioner  $26,000  as  a  settlement  of  claims  under  the  second  and  third
contracts. The second established that Metal Traders would pay the petitioner a
commission on future ore purchases. Metal Traders purchased the Churquini Mine
on November 28, 1950. A dispute regarding the commission amount led to a further
settlement  of  $40,000.  The  petitioner  reported  both  the  $26,000  and  $40,000
payments  as  capital  gains.  The  Commissioner  determined  the  payments  were
ordinary income.

Procedural History

The  Commissioner  of  Internal  Revenue  determined  deficiencies  in  income  and
excess profits taxes against the petitioner for fiscal years 1950, 1951, and 1952. The
petitioner  contested  the  assessment,  arguing  that  certain  payments  should  be
treated as capital gains rather than ordinary income. The case was heard by the
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United States Tax Court.

Issue(s)

1. Whether a payment of $26,000 received in 1950 by the petitioner was taxable as
capital gains or as ordinary income.

2. Whether a payment of $40,000 received in 1952 by the petitioner was taxable as
capital gains or as ordinary income.

Holding

1. No, because the $26,000 payment represented the petitioner’s share of profits
from the joint venture and is therefore taxable as ordinary income.

2.  No,  because  the  $40,000  payment  was  also  ordinary  income  under  a  new
arrangement.

Court’s Reasoning

The court found that the agreement between Ayrton and Metal Traders constituted a
joint venture. The agreement to share profits and losses, and that ore sales be on
terms satisfactory  to  both  parties,  pointed to  the  venture.  The court  cited  the
definition of a joint venture,


