Acc 352

Code Section Rubric (20 points)
Unacceptable (-or 0, 1- | Acceptable 3 or 5-6 Exemplary 4 or 7-8 Score
4)

Summary of the code section with Has a vague idea of Competently describes | Brings the code section to life

interpretive guidance to the taxpayer

what the code section is
about but is hard to
understand (1-4)

the code section. (5-6)

with an understandable
example. Suggests how a
taxpayer might use the code
section (7-8)

Provides a relevant federal tax case

Case is dated, does not
address an issue from
the current code or is
improperly referenced.
(1-4)

Case is current.
Summary is readable,
addresses the code
section in a relevant
way. (5-6)

Summary is well written and
brings the code section to life.
Provides guidance to taxpayer in
a meaningful way.(7-8)

Spelling Grammar, Proofreading and
Flow

Two point reduction for
each uncorrected error.

No errors.(3)

Reads easily with an economy of
words. (5)




Code Summary iy
Code section 721 generally provides neither the partner nor partnership recognizes
any realized gain or loss resulting from a partner contributing property for interest in a
partnership. This rule is in place to allow investors to participate in investments without
taking financial burdens having to recognize gains and losses. For example, if Anna
contributes $50,000 in fixtures for a 70% interest in Smith LLC worth $60,000 she would
realize a gain of $10,000 but does not have to recognize this since she did not receive any A @(cj 7LO
liquid assets roypfhi p,a:niish(lapf —— Hos i - e

Guidance to Taxpayer

In order to avoid taxable gains and losses relating to § 721, taxpayers should be
aware of the exceptions to the general rule Tymost appreciated securities
: + ’/_?@QW recognize a realized gain to prevent multiple investors from
/M @5 iversifying their investment portfolios. Another exception to the general rule relates to
' the transfer of property when the gain is able to be included in the gross income of
another person. In this case, it may seem taxpayers are.partaking-in a disguised sale to

avoid paying taxes. PRt apoticy &
Continuing with the previous example, if Anna receives $50,000 from the LLC three %
weeks after contributing the fixtures, she would Raveo recognize the $10,000 gain due é.
S [~ <€ _tothebeliefa disguised sale may have taken place; Anna contributed appreciated

property to the partnership and then received a distribution from the partnership shortly é 7/ :
~ aft_e;ﬂnstead of Anna receiving this $50,000 from the partnership shortly after the sate~ < o] aibotra
P L Iy —takes place, Smith LLC should wait at least two years to make the distribution to her so it

yhé ? 2 would not be regarded as a disguised sale and neither Anna nor the partnership will have
~ A ¥? to recognize gains and losses.
C_a_se Summg;;y

In Barenholtz v. Commissioner of Internal Revenue, 77 T.C. 85 (1981), Barenholtz, a L e TRS

A\"‘)NI j{ /rearje’s{tmoper cié}imed deficiencie; ’g:iLhi_sffgd'e_rz{l__i_rg,cg,,rrleT taxes due to money he e o
¢ Ml . received from a partnership. Barenholtz, along with three other individuals, formed an - ¥ '
o 0 agreement regarding an apartment building in which Barenholtz was referred to as the D/g%daai'
L seller and the other three individuals as purchasers. Barenholtz sold a building to the
N ﬁ/"‘p’ﬁ three individuals, formed a partnership with the individuals and transferred the building
to it. The commissioner claimed Barenholtz misappropriated his income by not B [ TLAQJ

classifying the money he received from the partnership correctly; he regarded it as a

distribution from the partnership rather than a sale, therefore, Barenholtz should have . .
been taxed on the money he received. The court upheld the commissioner’s@"‘ Pe 5/4 T
declaring Barenholtz received the payments in the form of a sale and the obligation to

pay for his interest was assumed by the individuals executing the agreement, not the

partnership. Thus, this case relates to one of the exceptions to § 721 in which gains and
; /_)< losses must be recognized on disguised sales.
N J\,P Taxpayers can learn from this case when transferring property to a partnership. They

—__ [should make sure the partnership assumes the obligation to pay for their interest by being
,/v@' referred to as a partner, not a seller. Also, taxpayers should allow proper time to pass, at

V \Ap : least two years, before making distributions to partners so a disguised sale cannot be
5) o 0)'“ oncluded.
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