Lantz Bros. v. Commissioner, 1946 Tax Ct. Memo LEXIS 94 (1946)

A partnership is not a taxable entity for the purposes of the federal unjust
enrichment tax; the individual partners are liable in their individual capacities.

Summary

Lantz Brothers, a partnership, contested a deficiency assessment of unjust
enrichment tax. The Tax Court addressed whether a partnership is taxable as an
entity under the unjust enrichment tax provisions of the 1936 Revenue Act. The
court held that partnerships are not taxable entities for this purpose, relying on the
Act’s provision incorporating income tax principles (where partners are taxed
individually) and the long-established policy of not treating partnerships as taxable
entities, except in specific instances like the 1917 Excess Profits Tax Act. The
deficiency assessment against the partnership was therefore overturned.

Facts

Lantz Brothers, a partnership engaged in milling and selling flour, filed a
partnership income tax return. They also filed an initial and amended return for
unjust enrichment tax. The Commissioner assessed a deficiency in unjust
enrichment tax against the partnership. The partnership argued that it was not
liable for the tax in its capacity as a partnership.

Procedural History

The Tax Court initially dismissed the case for lack of prosecution. The Sixth Circuit
Court of Appeals vacated that order and remanded the case for a hearing on the
merits. The Tax Court then heard the case based on stipulated facts.

Issue(s)

Whether a partnership is taxable as an entity for purposes of the unjust enrichment
tax under Title IIT of the Revenue Act of 1936.

Holding

No, because Section 503(a) of the Revenue Act of 1936 makes provisions applicable
to income tax (Title I) also applicable to the unjust enrichment tax (Title III), and
Section 181 of the Act states that individuals carrying on business in partnership
shall be liable for income tax only in their individual capacity.

Court’s Reasoning

The court reasoned that while Section 1001 of the Act defines “person” to include a
partnership, the specific provisions relating to income tax take precedence. Section
503(a) makes Title I provisions applicable to the unjust enrichment tax unless
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inconsistent. Section 181 of Title I states that partners are individually liable for
income tax. This specific provision outweighs the general definition in Section 1001.
The court also emphasized the long-established Congressional policy of not treating
partnerships as taxable entities for federal income tax purposes, citing United States
v. Coulby, 251 Fed. 982, which stated: “This law, therefore, ignores for taxing
purposes, the existence of a partnership. The law is so framed as to deal with the
gains and profits of a partnership as if they were the gains and profits of the
individual partner.” The court noted the exception in the 1917 Excess Profits Tax
Act, which specifically taxed partnerships, but emphasized that subsequent acts
reverted to the general rule.

Practical Implications

This case clarifies that for unjust enrichment tax purposes under the 1936 Revenue
Act, partnerships themselves are not liable for the tax. The individual partners are
liable in their individual capacities, consistent with how income tax is generally
applied to partnerships. This decision reinforces the principle that specific statutory
provisions generally override general definitions and highlights the importance of
considering the broader legislative context and established policies when
interpreting tax laws. Later cases would distinguish this ruling based on changes in
tax law or different factual contexts, but the core principle remains relevant when
interpreting statutes that incorporate other legal provisions.
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