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25 T.C. 1126 (1956)

A partnership, for tax purposes, requires an intent by all parties to join together in
the present conduct of a business and to share in its profits and losses.

Summary

The case concerns  a  dispute  over  the  allocation of  partnership  income for  tax
purposes.  Following  the  death  of  John  Russo,  his  widow,  Nellie  Linsenmeyer,
continued the businesses with her brother, Frank Lombardo. The issue was whether
Russo’s children, who inherited a share of his partnership interests under state law,
should also be considered partners for tax purposes. The Tax Court held that the
children were not partners because there was no intent by the parties to include
them in  the  business  operations.  The  Court  emphasized  that  the  intent  of  the
partners  is  the  primary  factor  in  determining  the  existence  of  a  partnership,
especially when the children did not participate in the business.

Facts

John Russo was a partner in two businesses: North Pole Distributing Company and
North Pole Ice Company. When Russo died intestate in 1941, his widow, Nellie
Linsenmeyer,  and  their  five  children  inherited  his  interest  in  the  partnerships.
Linsenmeyer and her brother, Frank Lombardo, continued the businesses without
formal written agreements. Linsenmeyer reported the income from the partnerships
on her individual tax returns. Later, she claimed that her children were partners and
that the income should have been attributed to them. The Commissioner of Internal
Revenue  determined  that  the  children  were  not  partners,  and  assessed  tax
deficiencies against Linsenmeyer.

Procedural History

The Commissioner  of  Internal  Revenue assessed  tax  deficiencies  against  Nellie
Linsenmeyer.  Linsenmeyer  filed  a  petition  in  the  United  States  Tax  Court
challenging the Commissioner’s determination. The Tax Court heard the case and
ultimately sided with the Commissioner, finding that the children were not partners
for tax purposes. Decision will be entered for the respondent.

Issue(s)

1.  Whether  Russo’s  children  became  partners  in  the  North  Pole  Distributing
Company and the North Pole Ice Company upon the death of their father, thereby
entitling them to a share of the partnership income.

Holding

1. No, because there was no intent by Linsenmeyer and Lombardo to include the
children as partners in the businesses.
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Court’s Reasoning

The Court focused on whether the children were, in fact, partners in the businesses
for  tax  purposes.  It  acknowledged that  the  children  inherited  a  share  of  their
father’s partnership interests under West Virginia law. However, the court held that
merely inheriting a share of partnership assets does not automatically make one a
partner. The court found that the fundamental criterion is the intent of the parties.
The Court cited a line of prior cases to emphasize this point: "The fundamental
criterion in determining the existence of a valid partnership is the existence of an
intent  to  join  together  in  the  conduct  of  the  business."  The  Court  noted  that
Linsenmeyer and Lombardo did not consider the children partners, and the children
did not participate in the business operations. The Court cited several cases and
emphasized the importance of intent, quoting from the Supreme Court case, "The
question is not whether the services or capital  contributed by a partner are of
sufficient importance to meet some objective standard supposedly established by the
Tower case, but whether, considering all the facts… the parties in good faith and
acting with a business purpose intended to join together in the present conduct of
the enterprise…"

Practical Implications

This case emphasizes the importance of demonstrating the existence of an intent to
form a partnership. Legal practitioners should advise clients to clearly document
their intentions to form a partnership, including written agreements. The court’s
focus  on  the  intent  of  the  partners,  rather  than  just  capital  contributions  or
inheritance, has implications for family businesses and other situations where the
lines of partnership can be blurry. In tax and business law, the absence of intent is a
key  consideration  in  determining  the  validity  of  a  partnership.  This  case  is  a
reminder that merely inheriting a share of a business does not automatically make
one a partner; active participation and mutual intent are necessary.


