
© 2025 SCOTUSreports.com. All rights reserved. | 1

Winters Coal Co. v. Commissioner, 57 T. C. 249 (1971)

Ownership of surface rights alone does not confer an economic interest in coal in
place sufficient to claim a depletion deduction.

Summary

Winters Coal Co. mined coal under a lease from Alabama By-Products Corp. (ABC),
which required Winters to acquire surface rights for the land. Despite owning these
rights, Winters sold nearly all its coal to ABC under a requirements contract. The
issue was whether Winters had an economic interest in the coal in place to claim a
depletion deduction. The Tax Court held that Winters did not have such an interest
because the lease could be terminated at will by either party, and ABC controlled
the coal’s disposition. This decision emphasized that ownership of surface rights
does not equate to an economic interest in the mineral deposit itself.

Facts

Winters Coal Co. mined coal under a lease from ABC, which could be terminated by
either party without cause upon 30 days’ notice. The lease covered lands where ABC
owned either the fee simple or mineral rights. Winters was required to obtain the
fee simple or surface rights for lands where ABC only held mineral rights. Winters
sold nearly all the coal it mined to ABC under a requirements contract entered into
by P. L. Winters before the company’s formation. During the tax years in question,
Winters paid $35,400 to acquire these rights.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Winters’ income
tax for the years ending March 31, 1965, and March 31, 1966. Winters filed a
petition  with  the  U.  S.  Tax  Court,  contesting  the  disallowance of  its  depletion
deduction. The Tax Court heard the case and issued its opinion on November 17,
1971.

Issue(s)

1. Whether Winters Coal Co. had an economic interest in the coal in place sufficient
to claim a depletion deduction under sections 611 and 613 of the Internal Revenue
Code of 1954?

Holding

1. No, because Winters did not possess an economic interest in the coal in place; its
ownership of surface rights did not confer such an interest due to the terminable
nature of the lease and ABC’s control over the coal’s disposition.

Court’s Reasoning
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The court applied the economic interest test from Palmer v. Bender, which requires
a taxpayer to have acquired an interest in the mineral in place and to derive income
from its extraction. The court noted that Winters’ lease could be terminated at will
by  either  party,  and  ABC  purchased  nearly  all  the  coal  mined.  The  court
distinguished Commissioner v.  Southwest Expl.  Co.  ,  where the upland owners’
control  over access to oil  was dominant.  In contrast,  Winters’  control  over the
surface rights did not give it complete economic dominion over the coal; it merely
prevented ABC from mining without Winters’ permission but did not allow Winters
to mine without ABC’s cooperation. The court concluded that Winters’ investment in
surface rights was merely a deductible expense of its coal-mining business, as held
in J. Shelton Bolling and Charles F. Mullins.

Practical Implications

This decision clarifies that ownership of surface rights alone does not entitle a
lessee to a depletion deduction when the mineral rights lease can be terminated at
will. It impacts how coal mining companies structure their leases and contracts to
ensure they can claim depletion deductions. The ruling underscores the importance
of having a lease that cannot be terminated at will or on short notice for a lessee to
claim an economic interest in the mineral deposit. Subsequent cases have followed
this principle, emphasizing the need for a strong economic interest in the mineral in
place to qualify for depletion deductions.


