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Stillman v. Commissioner, 60 T. C. 897 (1973)

A corporation is not treated as an agent for tax purposes when it holds title and
performs significant duties related to property, even if it is controlled by the same
individuals who are partners in another entity.

Summary

Stillman v. Commissioner involved a dispute over whether Schatten-Cypress Co. , a
corporation, was an agent for Airport Realty Co. , a partnership, regarding a leased
property. The petitioners, shareholders of Schatten-Cypress and partners in Airport
Realty,  argued that the corporation acted as an agent,  allowing them to report
income and deductions from the property.  The Tax Court,  however,  found that
Schatten-Cypress was the true owner of the leasehold and improvements, not an
agent for Airport Realty. This decision was based on the corporation’s active role in
leasing,  financing,  and  managing  the  property,  and  its  domination  by  the
partnership’s members. The case reinforces that for tax purposes, a corporation
cannot be treated as an agent simply because it is controlled by the same individuals
who control another entity involved in the transaction.

Facts

Schatten-Cypress Co. , Inc. , leased property from the City of Nashville to develop a
commercial site. Due to financing difficulties, Schatten-Cypress agreed to hold the
lease on behalf of Airport Realty Co. , a partnership formed by its three shareholders
and Sadye Stillman. Schatten-Cypress subleased the property, obtained permanent
financing, defended a lawsuit related to the property, and received rents, which it
then transferred to Airport Realty. The corporation was dominated by the three
shareholders who also controlled the partnership.

Procedural History

The case was brought before the United States Tax Court. The Commissioner of
Internal  Revenue  determined  deficiencies  in  the  petitioners’  income  taxes  and
sought increased deficiencies in an amended answer. The petitioners argued that
Schatten-Cypress was acting as an agent for Airport Realty, allowing them to report
income and deductions related to the leased property. The Tax Court found that
Schatten-Cypress was not an agent for Airport Realty and entered decisions under
Rule 50.

Issue(s)

1. Whether Schatten-Cypress Co. , a corporation, was an agent of Airport Realty Co.
,  a partnership, with respect to the lease of the property,  thereby allowing the
petitioners to report income and deductions related to the leased property.

Holding
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1.  No,  because  Schatten-Cypress  was  the  true  owner  of  the  leasehold  and
improvements, not an agent for Airport Realty, as it performed significant duties
related to the property and was dominated by the same individuals who controlled
the partnership.

Court’s Reasoning

The court applied the principles from Moline Properties, Inc. v. Commissioner and
National Carbide Corp. v. Commissioner, which held that a controlled corporation is
not  an  agent  for  tax  purposes  unless  it  has  the  usual  incidents  of  an  agency
relationship.  The court  found that  Schatten-Cypress  took title  to  the leasehold,
subleased  the  property,  obtained  permanent  financing,  and  defended  a  lawsuit
related to the property, all of which were significant and essential acts. The court
noted that the mere passage of a corporate resolution stating that Schatten-Cypress
would hold the lease on behalf of the partnership was insufficient to establish an
agency relationship. The court also considered that Airport Realty had no full-time
employees, no office or telephone, and used Schatten-Cypress’s mailing address,
indicating its passive role. The court concluded that Schatten-Cypress turned over
the proceeds from the permanent loans and rental income to Airport Realty because
it  was  dominated  by  the  same individuals  who  controlled  the  partnership,  not
because Airport Realty could command such actions if the entities were unrelated.

Practical Implications

This decision clarifies that for tax purposes, a corporation cannot be treated as an
agent for a partnership merely because it is controlled by the same individuals who
control the partnership. Legal practitioners must carefully consider the roles and
actions of related entities in property transactions to determine the appropriate tax
treatment.  The  ruling  has  implications  for  structuring  business  arrangements
involving related entities and emphasizes the importance of documenting agency
relationships clearly. Subsequent cases have applied this principle to ensure that
income and deductions are properly allocated to the entity that holds the economic
interest in the property.


