Marks v. Commissioner, 6 T.C. 659 (1946)

A partnership between a husband and wife is recognized for income tax purposes if
the wife contributes either capital originating from her or valuable services to the
business.

Summary

The Tax Court addressed whether a partnership between Mr. Marks and his wife,
Mollie, should be recognized for income tax purposes. The Commissioner argued
Mollie brought no new capital. However, the court found Mollie rendered valuable,
continuous services to the jewelry business operated by her husband. The court
emphasized that valuable services, not just capital contribution, can establish a valid
partnership for tax purposes. Based on evidence of Mollie’s significant contributions
to the business’s prosperity over many years, the court held the partnership was
valid, allowing income to be divided for tax purposes.

Facts

Petitioner, Mr. Marks, and his wife, Mollie S. Marks, entered into a partnership
agreement on February 1, 1941, for the fiscal year ending January 31, 1942.

The business was a jewelry business operated in Mr. Marks’s name.

The Commissioner challenged the validity of the partnership for income tax
purposes.

Mollie S. Marks did not bring new capital into the business when the partnership
agreement was formed.

Evidence, including depositions, indicated Mollie S. Marks contributed valuable and
continuous services to the business.

Mollie S. Marks had spent a lifetime working in the business and had made an
original contribution of capital to it, though the specifics of this original capital
contribution are not detailed.

Procedural History

The Commissioner of Internal Revenue challenged the partnership’s recognition for
income tax purposes.

The case was brought before the Tax Court of the United States.
The Tax Court reviewed the Commissioner’s determination.

Issue(s)
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1. Whether the partnership between the petitioner and his wife for the fiscal year
ended January 31, 1942, is a partnership that should be recognized for income tax
purposes under Section 182 of the Internal Revenue Code.

2. Whether a wife must bring new capital into a partnership with her husband to be
recognized as a partner for income tax purposes, or whether valuable services are
sufficient.

Holding

1. Yes, the partnership between Mr. Marks and his wife is recognized for income tax
purposes because Mollie S. Marks contributed valuable services to the business.

2. No, a wife does not necessarily need to bring new capital into the partnership;
valuable services rendered by the wife are sufficient to establish a valid partnership
for income tax purposes because such services constitute a contribution to the
enterprise.

Court’s Reasoning

The court relied on precedent from Lusthaus v. Commissioner and Commissioner v.
Tower, which established that a husband and wife can be partners for tax purposes
if the wife contributes capital or substantial services.

The court quoted Lusthaus v. Commissioner: “* * * The term “partnership” as used
in Section 182, Internal Revenue Code, means ordinary partnerships. ... When two
or more people contribute property or services to an enterprise and agree to share
the proceeds, they are partners.”

The court also quoted Commissioner v. Tower: “There can be no question that a wife
and husband may, under certain circumstances, become partners for tax, as for
other purposes. If she either invests capital originating with her or substantially
contributes to the control and management of the business, or otherwise performs
vital additional services, or does all of these things she may be a partner as
contemplated by 26 U. S. C. §§ 181, 182.”

The court found that while Mollie Marks may not have brought new capital at the
time of the partnership agreement, the evidence clearly demonstrated she rendered
“very valuable services” to the jewelry business. These services were not
“intermittent, negligible, or inconsequential” but “continuous and valuable.”

The court concluded that Mollie’s services materially contributed to the business’s
prosperity and that she had spent a “lifetime of labor in the business,” along with an
“original contribution of capital,” supporting the existence of a bona fide
partnership.

Practical Implications
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Marks v. Commissioner clarifies that for husband-wife partnerships to be recognized
for income tax purposes, the wife’s contribution of valuable services is as significant
as capital contribution. This case is instructive in situations where a spouse actively
participates in a family business without necessarily making a distinct capital
investment at the partnership’s formation.

Legal practitioners should consider the totality of a spouse’s involvement, especially
their services, when assessing the validity of family partnerships for tax purposes.
This case emphasizes that the substance of the partnership—actual contributions to
the business—matters more than the form of capital infusion.

Later cases and IRS guidance have continued to refine the definition of ‘valuable
services,” but Marks remains a foundational case for recognizing spousal
contributions beyond mere capital in family business partnerships for tax purposes.
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