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Duggar v. Commissioner, 71 T. C. 147 (1978)

Expenses for maintaining leased brood cows are capital expenditures, while costs
for raising owned calves may be deductible for farmers.

Summary

In Duggar v. Commissioner, the Tax Court addressed the deductibility of expenses
related to a cattle management agreement. Petitioner leased brood cows to build a
Simmental herd, paying fees for their maintenance and care. The court held that
these expenditures were nondeductible capital costs. However, once the calves were
weaned and owned by the petitioner, the costs for their care were deductible as
farming  expenses.  The  decision  hinged  on  the  distinction  between  capital
expenditures  for  leased  cows  and  deductible  expenses  for  owned  livestock,
emphasizing  the  importance  of  ownership  and  risk  of  loss  in  determining
deductibility.

Facts

Perry  Duggar,  a  medical  doctor,  entered  into  a  three-part  Cattle  Management
Agreement with Mississippi Simmental,  Ltd.  ,  to develop a purebred Simmental
cattle herd. In 1972, he leased 40 Angus brood cows, paying $100 per cow lease fee
and $300 per cow maintenance fee. The cows were artificially inseminated with
Simmental  bull  semen,  and Duggar  owned the resulting calves.  After  weaning,
Duggar  could  take  possession of  the  calves,  sell  them,  or  enter  into  a  second
agreement for the care of female calves until breeding age, which he did in 1973 for
14 female calves, costing $150 per calf.

Procedural History

The Commissioner of Internal Revenue disallowed Duggar’s deductions for the 1972
and  1973  expenses,  deeming  them nondeductible  capital  expenditures.  Duggar
petitioned the U. S. Tax Court, which held that the 1972 expenses were capital
expenditures but allowed the 1973 expenses as deductible farming costs.

Issue(s)

1. Whether the expenditures for leasing and maintaining brood cows in 1972 were
deductible as ordinary and necessary business expenses or nondeductible capital
expenditures.
2. Whether Duggar was a farmer for the purposes of the Internal Revenue Code in
1973, allowing him to deduct the costs associated with raising his weaned female
calves.

Holding

1. No, because the 1972 expenditures were in substance a purchase of weaned
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calves, which are capital expenditures.
2.  Yes,  because  Duggar  bore  the  risk  of  loss  associated  with  the  calves  after
weaning, qualifying him as a farmer and allowing him to deduct the 1973 expenses
under the farming provisions of the tax code.

Court’s Reasoning

The court determined that the 1972 expenses were capital expenditures because
they were necessary for obtaining ownership of the weaned calves, which was the
ultimate goal of the agreement. The court cited Wiener v. Commissioner to support
this conclusion, emphasizing that the risk of loss did not pass to Duggar until the
calves were weaned. For the 1973 expenses, the court applied the standard from
Maple v. Commissioner, finding that Duggar’s ownership of the weaned calves and
his bearing the risk of loss qualified him as a farmer. The court noted that the care
and maintenance of the owned calves were deductible under the farming provisions
of the tax code. The court also considered the legislative history of the Tax Reform
Act of 1969 in interpreting the farming provisions.

Practical Implications

This decision clarifies the distinction between capital expenditures and deductible
farming expenses in cattle raising agreements.  Practitioners should ensure that
clients  understand  the  tax  implications  of  leasing  versus  owning  livestock,
particularly when entering into management agreements. The ruling reinforces that
the risk of loss is a critical factor in determining whether an individual qualifies as a
farmer for  tax purposes.  Subsequent  cases,  such as  Maple Leaf  Farms,  Inc.  v.
Commissioner, have further developed this area of law, emphasizing the importance
of ownership and risk in farming ventures. Businesses and individuals engaged in
similar  ventures  should  carefully  structure  their  agreements  to  maximize  tax
benefits, ensuring clear ownership of assets and understanding the timing of when
the risk of loss transfers.


