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Bartell Hotel Co., Inc., 32 T.C. 321 (1959)

Income for tax purposes is  attributable to the entity that actively conducts the
business  generating  the  income,  even if  another  entity  holds  legal  title  to  the
underlying property.

Summary

The Bartell Hotel Company (petitioner) owned the Bartell Hotel. The B & L Hotel
Company,  a  separate  corporation,  took  possession  of  and  operated  the  hotel
business. The IRS determined that the income from the hotel operation was taxable
to the petitioner because it owned the property. The Tax Court held that the income
was taxable to the B & L Company, which actively operated the hotel business. The
court reasoned that income is attributable to the entity that uses the property to
conduct the business, not solely to the legal owner. This case clarifies that in the
context of income tax, it is the entity managing and operating the business, not
simply holding title to the property, that is liable for the resulting income taxes.

Facts

Prior to 1951,  the Bartell  Hotel  Co.  operated the Bartell  Hotel  and Crossroads
Apartment Hotel operated the Crossroads Apartment Hotel. In December 1950, the
Lamer family, who owned both hotels, sold the stock of both corporations to Logan
and Beaman. Logan and Beaman formed B & L Hotel Company in January 1951.
Though the legal title of the Bartell  Hotel remained with the petitioner, B & L
Company  took  possession  and  control  of  the  Bartell  Hotel,  and  Crossroads
Apartment  Hotel  and managed the hotel  business,  including obtaining licenses,
maintaining books, paying employees, paying property taxes, and collecting rents.
The B & L Company reported the hotel income on its tax returns and paid taxes. The
petitioner filed tax forms stating it had no business activity, assets, or income. The
IRS determined that the income from the Bartell Hotel was taxable to the petitioner.

Procedural History

The IRS determined deficiencies in income tax against Bartell Hotel Co. for the
years 1951-1953, arguing the income from the Bartell Hotel should be taxed to the
company. The case was heard by the United States Tax Court.

Issue(s)

Whether the income derived from the operation of the Bartell Hotel during the years
1951, 1952, and 1953 was taxable to the petitioner (owner of the hotel building) or
to the B & L Company (the operator of the hotel business).

Holding

No, because the income was generated by the operation of the business conducted
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by B & L Company, not by the mere ownership of the property by the petitioner.

Court’s Reasoning

The court referenced Section 22(a) of the Internal Revenue Code of 1939, which
includes income derived from the “ownership or use” of property. The court stated
that the income was derived from the use of property in conducting a hotel business,
not mere ownership. The court distinguished cases where the owner of the property
retained substantial rights and management responsibilities. The court relied on
case law that supported the principle that income is attributed to the entity actively
conducting the business. Although the petitioner held legal title, the B & L Company
had physical possession and control of the property, operated the hotel business
and, therefore, was responsible for the tax liability. The court noted that the B & L
Company openly conducted the entire hotel business in its own name, which was
stipulated to by the parties. The court also considered that the misstatements or
erroneous reports made by the companies did not shift the income to the wrong
entity.

Practical Implications

This  case  is  crucial  for  understanding  how tax  liability  is  determined  when  a
property owner and a business operator are separate entities.  It  reinforces the
principle that tax liability often follows the business activity, even if the property’s
legal title is held by a different entity. This is particularly relevant in situations
involving leases, management agreements, or when a holding company owns assets
but another entity actively manages the business. Attorneys should carefully analyze
the facts  to  determine which entity  has the operational  control  and is  actively
generating the income. This case emphasizes the importance of clear documentation
regarding  the  economic  realities  of  business  arrangements  to  avoid  potential
disputes with the IRS.


