5 T.C. 365 (1945)

A family partnership will not be recognized for income tax purposes where the
family members do not contribute capital or services, and the business operates as it
did before the partnership’s creation.

Summary

Lewis Hall Singletary challenged the Commissioner’s determination that all income
from his business, Sing Oil Co., should be attributed to him, arguing that valid
partnerships existed with his wife in 1940 and with his wife, father, and mother in
1941. The Tax Court ruled against Singletary, finding that the purported
partnerships lacked economic substance because the family members contributed
no new capital or services, and the business operations remained unchanged. The
court emphasized that mere paper transfers of ownership interests, without genuine
participation in the business, are insufficient to shift income tax liability.

Facts

Singletary operated a chain of filling stations under the name Sing Oil Co. In 1939,
he executed a document transferring a one-half interest in the business to his wife,
Mildred, citing love and affection as consideration. Mildred provided some office
assistance initially but limited her involvement after 1939. In 1941, Singletary and
his wife executed another instrument conveying a one-quarter interest each to
Singletary’s parents, B.E. and Lela Singletary, in exchange for a $20,000 note. The
parents contributed no additional capital or services. The business continued to
operate as before, with Singletary managing its day-to-day activities. Profits were
allocated on paper to the family members, but most of the allocated funds remained
within the business.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Singletary’s
income tax for 1940 and 1941, including all the net income from Sing Oil Co. in his
gross income. Singletary petitioned the Tax Court, arguing that the income should
be divided among his family members according to the partnership agreements. The
Tax Court upheld the Commissioner’s determination.

Issue(s)

Whether a bona fide partnership existed between Singletary and his wife in 1940,
such that the income from Sing Oil Co. could be divided between them for income
tax purposes.

Whether a bona fide partnership existed among Singletary, his wife, his father, and
his mother in 1941, allowing the income from Sing Oil Co. to be divided among them
for income tax purposes.
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Holding

No, because Mildred Singletary brought in no new capital and contributed no
services, and the business was carried on precisely the same after the document was
executed as it had been carried on before.

No, because the father and mother put nothing into the business in the way of
capital or labor and, at least during the taxable year, took nothing out except
sufficient to pay the tax on the share of the income shown on the information returns
to be due them.

Court’s Reasoning

The court emphasized that the critical determination is whether the parties were
genuinely “carrying on business in partnership.” It found that the transactions
lacked economic reality. The wife’s contribution was minimal, and the business
operated as usual after she purportedly became a partner. As for the parents, their
capital contribution was financed by the business’s profits, and they provided no
services. The court noted Singletary’s arrangement with his father, who promised to
leave his share of the business to Singletary in his will, indicating that the father’s
ownership was temporary and intended to revert to Singletary. The court stated,
“Thus the net effect of the whole arrangement seems to be that the father put
nothing into the business in the way of capital or labor and, at least during the
taxable year, took nothing out except sufficient to pay the tax on the share of the
income shown on the information returns to be due him.” The court concluded that
Singletary failed to prove that the income from Sing Oil Co. did not belong to him
alone.

Practical Implications

This case reinforces the principle that family partnerships must have economic
substance to be recognized for tax purposes. Attorneys advising clients on forming
family partnerships should ensure that each partner contributes capital or services
and genuinely participates in the business’s management and operations. A mere
transfer of ownership on paper, without a corresponding change in the business’s
economic reality, will not suffice to shift income tax liability. This ruling has
influenced later cases involving family-owned businesses, emphasizing the
importance of demonstrating genuine intent to conduct business as partners. It
serves as a warning against structuring transactions solely for tax avoidance
purposes without real economic consequences. Later cases often cite Singletary
alongside Helvering v. Clifford, 309 U.S. 331, for the proposition that dominion and
control over assets are critical in determining tax liability, regardless of formal
ownership.
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