ACCT 5308 – Partnership Tax Law

Dr. John J. Masselli

Group Case #1

Toula Portocalis, Ian Miller, and Nikos Milolides form the PMM-CPAs, a general partnership, on January 1, 2009.  All were formerly sole proprietors on the cash basis.  Toula contributed cash of $80,000 and accounts receivable worth $100, 000 and personal use vehicle with adjusted basis of $38,000 and a FMV of $20,000 (use MACRS depreciation mid-year convention no Sec. 280F limit for book and tax) .  Ian contributed cash of $150,000, land with a FMV of $70,000 and an adjusted basis of $20,000 along with a building with an adjusted basis of $50,000 and a FMV of $250,000 subject to a seller financed non-recourse debt of $270,000. The building has 10 remaining years of depreciation. Nikos contributed cash of $75,000, unrealized accounts receivable of $100,000 and office equipment/furniture used in his former practice with an adjusted basis of $50,000 and a FMV of $200,000.  The partnership also assumed a $175,000 note borrowed from a bank with recourse.  The funds were used to purchase the office equipment. The office equipment/furniture has 5 remaining years of depreciation.  For purposes of calculating book and tax depreciation use the straight-line method.
The investors agree to share profits in accordance with original capital interests but losses and book depreciation are allocated 45% to Toula, 50% to Ian and 5% to Nikos.  The partnership is a cash basis partnership.  During the year 2009, the partnership incurred an ordinary book and tax cash loss of $200,000. Book depreciation for the firm is $69,000. Tax depreciation on the building is $5,000 of which $4,500 is allocated to Toula and $500 is allocated to Nikos.  Tax depreciation on the vehicle and office equipment is totals $14,000 and is allocated according to loss sharing ratios indicated above. They also paid $25,000 of principal on the recourse loan but no principal payments on the non-recourse debt. Assume that none of the accounts receivable contributed have been collected during the year.    

a. Determine each investor’s economic interest in the company at the inception of the partnership and their beginning tax bases. What is the gain or loss recognition, if any, to the partners on the formation of the partnership?  What is the gain or loss recognition to the partnership on the formation?
b. Prepare book and tax balance sheets for the partnership at the end of 2009. 
c. Compute each partner’ basis in the partnership interest at the end of 2009. 
d. How much loss can each partner deduct on his/her tax return?  How much can be carried over to a future tax year.  What type of carryover is it? (e.g., 704(d) or 465.)  Explain.  

