ACCT 5310 – Partnership Taxation

Demonstration Case #2

Olive, Brenda and Pokey form the Rhondalay partnership (an interior design firm) with the following contributions on 1/1/10.   

· Olive: CashA capital asset with FMV of $75,000 and adjusted basis of $42,000.  Land (FMV: $45,000, adjusted basis $35,000).  This land was inventory in the hands of Olive, but an investment property to the partnership.

· Brenda:  Cash of $20,000, Unrealized receivables $25,000, Computer equipment (FMV 40,000, adjusted basis $60,000 encumbered by a recourse debt of $25,000),  The computer had 4 remaining years of depreciation. 
· Pokey:  Commercial land (FMV 40,000, adjusted basis $20,000) and commercial building (FMV $280,000, adjusted basis 60,000) both encumbered by a qualified non-recourse debt of $200,000).  The building had 10 remaining years of depreciation. 

Other relevant information:

· All tax return items, exclusive of depreciation, are allocated in accordance with initial capital contributions.

· Depreciation is allocated one third to each partner 

· Straightline depreciation with for the remaining useful lives is used for both book and tax depreciation for assets contributed upon creation of the partnership.  Regular MACRS depreciation with no section 179 is used for new assets acquired.  

· The unrealized receivables were collected during the current tax year. 

· On 6/30/10, the firm borrowed $200,000 cash on a promissory note with recourse.  The firm used $120,000 of the proceeds to purchase a machinery and equipment ($80,000) and new computer equipment ($40,000).  

· The firm experienced book and tax cash loss, exclusive of depreciation and all Sec. 704(c) allocations of $60,000.
· Each partner received a distribution related to operations of $10,000 during 2010.

· The capital asset contributed by Olive was sold to an outside party for $32,000 on November 1, 2010. 

· Debt payments on the recourse debt during the year were $25,000 and on the non-recourse debt were $20,000.  

Required

1. Prepare a schedule of all special allocations mandated by subchapter K that are triggered by the above facts.  Be sure to cure all economic inequities using either curative allocations or remedial allocations.   In addition, be sure to show the proper character of any gains or losses, if any, derived from the sales or distributions of assets.  

2. Prepare schedules detailing the liability allocations at 12/31/10.

3. Prepare Tax and at risk basis calculations at 12/31/10 and indicate the extent to which losses will be allowed on the partners individual income tax returns.  If there are suspended losses be sure to show whether they are Sec 705 and/or Sec. 465 suspended losses.)
4. Assume that on 6/30/10 Pokey received $50,000 cash from the partnership.  What effects would this transaction have on her basis and capital account in the partnership?  How would the partnership record the transaction?  
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