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Минскер v. Commissioner of Internal Revenue, 1952 Tax Ct. Memo LEXIS
45 (T.C. Memo. 1952-327)

Payments  received by a  retired partner  from a partnership,  characterized as  a
purchase of his partnership interest, are considered ordinary income rather than
capital gains when they primarily represent a share of future partnership earnings
attributable to services performed during his tenure, and the tangible assets and
goodwill are minimal or not explicitly valued in the agreement.

Summary

Mинскер retired from his law partnership and sought to treat payments received
from the firm as capital gains from the sale of his partnership interest. The Tax
Court determined that despite the agreement’s language of a ‘sale,’ the payments
were essentially a distribution of future partnership income earned from work done
during Минскер’s time with the firm. The court emphasized the lack of significant
tangible  assets  or  explicitly  valued  goodwill,  concluding  that  the  payments
represented Минскер’s share of partnership earnings, taxable as ordinary income,
not capital gains from the sale of a capital asset.

Facts

Минскер  was  a  partner  in  a  law  firm.  Upon  retirement,  he  entered  into  an
agreement with his former partners. The agreement was structured as a sale of his
partnership interest for $20,000, plus or minus adjustments based on future fees
collected from cases he had worked on. The firm’s physical assets were minimal,
consisting  of  a  library  and  office  equipment  with  a  small  undepreciated  cost.
Goodwill  was  not  listed  as  an  asset.  Минскер  argued  this  was  a  sale  of  his
partnership  interest,  resulting  in  capital  gains.  The  Commissioner  argued  the
payments  were  ordinary  income,  representing  a  share  of  future  partnership
earnings.

Procedural History

The Commissioner of Internal Revenue determined that the payments received by
Минскер were taxable as ordinary income. Минскер petitioned the Tax Court for a
redetermination,  arguing  the  payments  were  capital  gains  from  the  sale  of  a
partnership interest. The Tax Court reviewed the case to determine the proper tax
treatment of these payments.

Issue(s)

1. Whether the payments received by Минскер from his former law partnership,
characterized as consideration for the sale of his partnership interest, constitute
capital gains from the sale of a capital asset?

2. Whether such payments should be treated as ordinary income representing a
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distribution  of  Минскер’s  share  of  future  partnership  earnings  attributable  to
services rendered during his time as a partner?

Holding

1. No, because the substance of the agreement, despite its form, indicated that the
payments were not for the sale of a capital asset but rather a distribution of future
earnings.

2. Yes, because the payments primarily represented Минскер’s share of partnership
income earned from work completed or contracted for during his partnership, and
the tangible assets and goodwill were not significant factors in the transaction.

Court’s Reasoning

The Tax Court reasoned that the substance of the agreement, not merely its form,
must govern the tax treatment. Citing Bull v. United States, the court emphasized
that payments to a retired partner are capital  gains only if  they represent the
purchase of  the partner’s  interest  in  partnership assets.  Here,  the court  found
minimal tangible assets and no valuation of goodwill. The contingent nature of the
payments, tied to future fees from existing cases, strongly suggested the payments
were a distribution of earnings. Quoting Helvering v. Smith, the court stated, “the
transaction was not a sale because he got nothing which was not his, and gave up
nothing which was. Except for the ‘purchase’ and release, all his collections would
have been income; the remaining partners would merely have turned over to him his
existing interest in earnings already made.” The court concluded that Минскер
essentially received his share of partnership earnings in a commuted form, taxable
as ordinary income.

Practical Implications

Минскер clarifies that the characterization of payments to retiring partners for tax
purposes depends heavily on the economic substance of the transaction, not just its
formal  documentation.  Legal  professionals  structuring  partnership  agreements,
especially  upon  partner  retirement  or  withdrawal,  must  carefully  consider  the
nature of the assets being transferred and the basis for valuation. If payments are
primarily tied to future earnings from past services and tangible assets and goodwill
are minimal or unvalued, the IRS and courts are likely to treat such payments as
ordinary income, regardless of language suggesting a ‘sale’ of partnership interest.
This case highlights the importance of clearly delineating and valuing capital assets
and goodwill in partnership agreements to achieve desired tax outcomes for retiring
partners  seeking  capital  gains  treatment.  Subsequent  cases  will  scrutinize  the
underlying economic reality of such transactions to prevent the recharacterization of
ordinary income as capital gains.


