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Amerco v. Commissioner, 77 T. C. 1068 (1981)

The court determined that a unique contractual arrangement can be considered a
lease  for  investment  tax  credit  purposes,  focusing  on  the  substance  of  the
transaction over its form.

Summary

In  Amerco  v.  Commissioner,  the  court  addressed  whether  the  contractual
relationship between U-Haul and its fleet owners constituted a lease, allowing U-
Haul to claim an investment tax credit. The case involved U-Haul’s business model
where individuals purchased equipment and then leased it back to U-Haul for use in
its rental system. The IRS contested the lease characterization, arguing it was an
agency relationship. The court analyzed control and risk of loss factors, concluding
that the arrangement was indeed a lease, thus permitting U-Haul to claim the tax
credit. This ruling emphasizes the importance of examining the economic realities of
a transaction to determine its true nature for tax purposes.

Facts

Amerco,  the  parent  company  of  U-Haul,  facilitated  a  system where  individuals
purchased trailers,  trucks,  and other  equipment,  then entered into  fleet  owner
contracts with U-Haul, which placed the equipment into its rental system. U-Haul
managed the equipment, setting rental terms and handling operational expenses,
while fleet owners received a percentage of the rental income. The IRS challenged
U-Haul’s claim of an investment tax credit, arguing that the fleet owner contracts
did not establish a true lessor-lessee relationship but rather an agency relationship.

Procedural History

The IRS issued a notice of deficiency to Amerco for the fiscal years ending March
31, 1973, and March 31, 1974, disallowing U-Haul’s claim for an investment tax
credit. Amerco filed a petition with the Tax Court. After concessions, the sole issue
was  whether  the  fleet  owner  contracts  established  a  lessor-lessee  relationship,
allowing U-Haul to claim the credit.

Issue(s)

1.  Whether  the  contractual  arrangement  between  U-Haul  and  its  fleet  owners
constituted a lease for purposes of claiming an investment tax credit under sections
38 and 48(d) of the Internal Revenue Code.

Holding

1. Yes, because the court found that the substance of the transaction, focusing on
control and risk of loss, indicated a lessor-lessee relationship rather than an agency
arrangement.
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Court’s Reasoning

The court applied the control and risk of loss tests to determine the nature of the
relationship. U-Haul retained significant control over the rental system, including
setting rental terms and managing operational expenses, while fleet owners had
limited practical control. The risk of loss was also largely borne by U-Haul through
various mechanisms like the Reserve and Redistribution Fund and insurance. The
court  emphasized that  the  economic  realities  and the  intent  of  the  parties,  as
evidenced  by  their  actions  and  statements  over  time,  supported  a  lease
characterization. The court rejected the IRS’s arguments, including those related to
the  terminology  used  in  the  contracts  and  the  accounting  treatment  of  rental
income,  as  not  overriding  the  substance  of  the  arrangement.  The  decision
highlighted that the arrangement was designed to meet the business needs of U-
Haul and was not motivated by tax considerations, reinforcing its lease nature.

Practical Implications

This  decision  underscores  the  importance  of  analyzing  the  substance  of  a
transaction rather than its form when determining tax implications, particularly for
investment tax credits.  It  provides guidance on how courts might view complex
contractual arrangements that do not fit traditional definitions of leases or agency
agreements.  Legal  practitioners  should  focus  on  demonstrating  the  economic
realities of such arrangements, including control and risk allocation, to support their
clients’  tax  positions.  The  ruling  also  impacts  how  businesses  structure  their
financing and leasing arrangements, as it confirms that innovative models can still
qualify for tax benefits if they substantively resemble a lease. Subsequent cases have
referenced this decision when dealing with similar issues of lease versus agency
characterizations for tax purposes.


