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3 T.C. 1217 (1944)

A partner may offset their distributive share of partnership capital losses against
their individual capital  gains,  even if  the partnership’s capital  loss deduction is
limited by Section 117(d) of the Revenue Act of 1936.

Summary

Thomas Lamont sought a redetermination of a tax deficiency, arguing he should be
able to offset his share of partnership capital losses against his individual capital
gains. The Tax Court held that Lamont could offset his partnership capital losses
against his individual capital gains, even though the partnership’s deduction for
those losses was limited. The court reasoned that the Revenue Act of 1936 did not
prevent such offsetting and that prior Supreme Court decisions supported treating
partners as individuals for tax purposes.

Facts

Thomas Lamont was a partner in J.P. Morgan & Co.-Drexel & Co. In 1937, the
partnership sustained a significant loss on the sale of capital assets. Lamont also
participated in several syndicates that incurred capital losses. Individually, Lamont
realized capital gains and sustained capital losses. The partnership’s capital loss
deduction was limited to $2,000 under Section 117(d) of the Revenue Act of 1936.
Lamont sought to offset his distributive share of the partnership’s capital losses,
exceeding the $2,000 limit applied to the partnership, against his individual capital
gains.

Procedural History

Lamont filed a claim for a refund, which was disputed by the Commissioner of
Internal Revenue. The Commissioner determined a deficiency in Lamont’s income
tax. Lamont petitioned the Tax Court for a redetermination of the deficiency and a
determination of overpayment.

Issue(s)

Whether a partner can offset their distributive share of partnership capital losses
against their individual capital gains when the partnership’s deduction for those
losses is limited by Section 117(d) of the Revenue Act of 1936.

Holding

Yes, because the Revenue Act of 1936 does not prohibit a partner from offsetting
their share of partnership capital losses against their individual capital gains, and
prior Supreme Court decisions support this treatment.

Court’s Reasoning
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The Tax Court reasoned that the Revenue Act of 1936 did not explicitly prevent a
partner from offsetting partnership capital losses against individual capital gains. It
noted that Section 182 of the Act required partners to include their distributive
share of partnership income in their individual income. The court relied on the
Supreme Court’s decision in Neuberger v. Commissioner, 311 U.S. 83 (1940), which
held  that  individual  losses  could  be  offset  against  partnership  gains  under  the
Revenue Act of 1932. The Tax Court found no material differences between the 1932
and 1936 Acts that would warrant a different result. The court distinguished its
prior decision in E.G. Wadel, 44 B.T.A. 1042, stating that the Wadel case involved an
attempt  to  offset  partnership  capital  losses  against  individual  ordinary  income,
which was not permissible. The Tax Court quoted a House Report stating, “the
partners as individuals, not the partnership as an entity, are taxable persons.”

Practical Implications

This  case  clarifies  that  partners  are  generally  treated  as  individuals  for  tax
purposes,  allowing  them  to  offset  partnership  capital  losses  against  individual
capital gains, even when the partnership’s deduction is limited. This principle is
crucial for partners in businesses that experience capital losses. Legal practitioners
should use this case to argue for the allowance of such offsets in similar situations.
Later  cases  would  likely  cite  Lamont  for  the  proposition  that  limitations  on
partnership losses at the partnership level do not necessarily restrict the partners’
ability to utilize those losses against their individual gains, provided the losses and
gains are of the same character (capital or ordinary). This impacts tax planning for
partnerships and their partners and serves as a key interpretation of how pass-
through entities interact with individual tax liabilities.


