Problem Area 9

Question 1: Part a
Partner


Gain
Basis in

Basis in







Assets

Ptshp

A



  0

10 (Land)
  10

B



  0

10 (Land)
   0

C



  0

0 (Land)
   0

D



10

0 (Land)
   0

-G/L determined under Sec. 731(a)(1): gain only recognized if cash distributed in excess of basis.

-Basis in Assets:  Sec. 732(a)(1): basis to partnership immediately before distribution

-Basis in partnership:  Sec. 733

Question 1: Part b
Partner


Gain
Basis in


Basis in






Assets


Ptshp

A



  0

   0(A/R),10 (L)
  20

B



  0

   0(A/R),10 (L) 
  10

C



  0

   0(A/R), 10(L)
   0

D



  0

   0(A/R), 0(L)
   0 

   

G/L determined under Sec. 731(a)(1): gain only recognized if cash distributed in excess of basis.

Basis in Assets:  Sec. 732(a)(1): basis to partnership immediately before distribution

Basis in partnership:  Sec. 733

Question 1: Part c
Partner


Gain
Basis in


Basis in






Assets


Ptshp

A



  0

   20(Inv), 10 (L)
    0

B



  0

   20(Inv), 0 (L) 
    0

C



  0

   10(Inv), 0 (L)
    0

D



  0

   0(Inv),  0(L)
    0 

   

G/L determined under Sec. 731(a)(1): gain only recognized if cash distributed in excess of basis.

Basis in Assets:  Sec. 732(a)(1): basis to partnership immediately before distribution

Sec. 732(c)(1)(a): Allocate basis to inventory and receivable first 

Basis in partnership:  Sec. 733 


Question 1: Part d
Partner


Gain
Basis in


Basis in






Assets


Ptshp

A



  0

   20(Inv), 10 (L)
    0

B



  0

   20(Inv), 10 (L) 
    0

C



  0

   20(Inv), 0 (L)
    0

D



  0

   10(Inv),  0(L)
    0 

   

G/L determined under Sec. 731(a)(1): gain only recognized if cash distributed in excess of basis.

Basis in Assets:  Sec. 732(a)(1): basis to partnership immediately before distribution

Sec. 732(c)(1)(a): Allocate basis to inventory and receivable first 

Basis in partnership:  Sec. 733 


Question 2:

Land is inventory to ABC

B receives land (inventory) on 6/1/Year 2

Basis to ptshp 20, Basis to B $20

A: 10 ordinary gain (30-20), Sec. 735(a)(2) if sold w/in 5 years

B: 10 capital gain (sold after 5 years)

C: $10. Ordinary – sold within 5 years. Holding period is not tacked for inventory.  Sec. 735(b).

Question 3:

No gain on distributions:

Reg. 1.731-1(a)(1)(ii) – for purposes of Secs. 731, 705 advance draws against a partners distributive share of income are not treated as immediate distributions but are deemed to be current distributions made on the last day off the partnership tax years.  

Accounting treatment:  Draw is a temporary account closed at year end.

Question 4:

Sec. 707(a)(2)(B) dictates that the transaction is a disguised sale 

Use Reg. Sec. 1.707-3(f) example 1 to answer the question.

Step one allocate basis:  1,500,000/5,000,000=30%

Since 30% of the FMV of the assets was paid to the partner, 30% of the partners basis should be recovered in the transaction:


$1,500,000
Proceeds



($300,000)
Basis ($1,000,000*30%)



--------------


Gain:
$1,200,000

Basis in the partnership:  $700,000 w/FMV of $3.5 million.  Basis of property to partnership:  $5M for book, $2.2M for tax.

Part B:  Reg Sec. 1.707-3(c) transfers within 2 years presumed to be a sale.

Part C:  Transfers not presumed to be a sale :  Reg. Sec. 1.707-3(d).

Question 5:

Partner A:
$20,000 Built in gain

Partner B:
$ 0 – Built in gain

Partner C:  
$ 0 – Built in gain

Sec. 737 – A must recognize gain to the extent of the lesser of the excess of the fair market value of the property distributed over his basis for his partnership interest or the net pre-contribution gain.

Gain:  $20,000 property distribution


    $15,000 adjusted partnership basis


--------------



   $5,000 gain (Sec. 737 (a)(1))

Built in gain:  $20,000

Gain recognized:  $5,000


Gain:  $45,000 property distribution


    $15,000 adjusted partnership basis


--------------



   $30,000 gain (Sec. 737 (a)(1))

Built in gain:  $20,000

Gain recognized:  $20,000


Problem Area 12

Question 1

A:  100 – 30 (Cash) – 0 (A/R)  - 15 (Inv) – 55 (land ) = no g/l

B: $75 – 30 (Cash) – 0 (A/R) – 15(Inv) – 30 (land) = no g/l

A/R will result in ordinary income upon receipt

Sale of inventory within 5 years would produce ordinary income even if not inventory in their hands

Question 2

A: 100 – 0 (A/R) – 15(Inv) – 85 (land) – no g/l

B: 75 – 60 (cash) – 0(A/R) – 15 (Inv) – No g/l

Question 3

A: 100 – 60 cash – 0 (A/R) –15(Inv) = 25 loss 

B: 75 – 0 (A/R) – 15 (Inv) –60 land  = no g/l

Question 4

A: 100 – 0(A/R) – 100(land) = no g/l

B: 75 – 60 (cash) – 15 (inv) = no gain

Question 5

A: 100 – 60 (cash) – 0 = 40 loss

B: 75 – 30 (inventory) – 45 (land) = no g/l

