Lindstrom v. Commissioner, 3 T.C. 686 (1944)

A taxpayer cannot claim tax relief under Section 107 of the Internal Revenue Code
for compensation earned over five years if the personal services were not rendered
by the same individual or partnership for the entirety of that period.

Summary

The case concerns whether a taxpayer, Lindstrom, could utilize Section 107 of the
Internal Revenue Code to reduce his tax liability on a fee received for services
spanning over five years. Lindstrom argued that the services provided by his
partnership, which included work started by one of the partners before the
partnership’s formation, qualified for this tax treatment. The Tax Court ruled against
Lindstrom, holding that the statute requires the same individual or partnership to
have rendered the services for the entire five-year period to be eligible for the tax
relief.

Facts

Prior to May 1, 1936, Eckman, an attorney, was supervising creditors’ trusts and
working on a compromise settlement with creditors. On May 1, 1936, Eckman
formed a partnership with Lindstrom, named Eckman and Lindstrom. The
supervision of the creditors’ trusts, including planning and working out a
compromise settlement with the creditors, was brought into the partnership by
Eckman. In 1941, the partnership received a $25,000 fee for these services.
Lindstrom sought to apply Section 107 of the Internal Revenue Code, which
provided tax relief for compensation received for personal services rendered over a
period of five or more years.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the petitioners’
income tax. The taxpayers petitioned the Tax Court for a redetermination of the
deficiency. The Tax Court reviewed the Commissioner’s determination.

Issue(s)

Whether Lindstrom, as a member of a partnership, can include the pre-partnership
services of his partner, Eckman, to meet the five-year service requirement of Section
107 of the Internal Revenue Code to qualify for tax relief on long-term
compensation.

Holding

No, because Section 107 requires that the personal services must be rendered by
the same individual or partnership for a period of five years or more to qualify for
tax relief.
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Court’s Reasoning

The Tax Court interpreted Section 107 as requiring that the personal services be
rendered by the individual “in his individual capacity, or as a member of a
partnership, and covering a period of five calendar years or more from the
beginning to the completion of such services.” The court found that Lindstrom’s
services, both individually and as a member of the partnership, did not cover a
period of five years or more. It specifically stated that the only way Lindstrom could
meet the five-year requirement would be “to tack Eckman’s individual services onto
the services rendered by the partnership.” The court rejected this approach, stating
that Section 107 does not allow a partner to add another partner’s individual
services rendered before the partnership’s creation to their own to procure the
benefits of the section. The court emphasized that the intent of the statute was to
provide relief where the *same* individual or partnership provided the services for
the entire qualifying period.

Practical Implications

This case clarifies that Section 107 (and similar subsequent provisions) of the
Internal Revenue Code, intended to alleviate the tax burden on individuals receiving
income earned over a long period, requires consistent service by the same entity.
Attorneys and other professionals seeking to rely on such provisions must carefully
document the period during which *they*, as individuals or partnerships, rendered
the services. This ruling prevents taxpayers from artificially extending the service
period by including services rendered by different legal entities or individuals prior
to the formation of a partnership. Later cases applying similar provisions related to
income averaging or spreading must consider this continuous service requirement.
The case highlights the importance of precise statutory interpretation in tax law and
the limitations on claiming tax benefits unless the requirements are strictly met.
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