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1.1223-1, 301.7701-3.) tity classification election is made undemhich, for federal tax purposes, in disre-
§ 301.7701-3(c) to treat the LLC as an agrarded as an entity separate from its
This ruling describes the federal inComég,ociation for federal tax purposes. owne, is converted to a partnersh_ip when
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quences when a single member domesti@sis of the property to the contributindoss from the deemed sale of the 50% in-
limited liability company (LLC) that is partner at the time of the contribution interest in each asset of the LLCBo
disregarded for federal tax purposes as ameased by the amount (if any) of gain Under 8 721(a), no gain or loss is rec-
entity separate from its owner underecognized under § 721(b) to thence ognized byA or B as a result of the con-
§ 301.7701-3 of the ProceduredanAd- tributing partner at such time. version of the disregarded entity to a part-
ministration Regulations becomes an en- Section 723 provides that the basis afership.
tity with more than one owner that is clasproperty contributed to a partnership by a Under § 722B’s basis in the partner-
sified as a partnership for federal tayartner shall be the adjusted basis of th&hip interest is equal to $5,000, the
purposes? property to the contributing partner at themount paid byB to A for the assets


National Tax Services, Inc.
Scroll down below for the beginning of the document.


which B is deemed to contribute to the Under § 1223(1)A’s holding period for
newly-created partnershig\'s basis in the partnership interest received includ
the partnership interest is equalAs A’'s holding period in the capital an
basis inA’s 50% share of the assets of thg 1231 assets deemed contributed wh
LLC. the disregarded entity converted to a pa
Under § 723, the basis of the propertyership B's holding period for the partner
treated as contributed to the partnershighip interest begins on the day followin
by A and B is the adjusted basis of thathe date ofB’s contribution of money to
property inA’s andB’s hands immedi- the LLC. Under § 1223(2), the partre
ately after the deemed sale. ship's holding period for the assets tran
Under § 1223(1)A’s holding period ferred to it include€\'s holding period.
for the partnership interest received in-
cludesA’s holding period in the capital DRAFTING INFORMATION

assets and property described in § 1231 1o principal authors of this revenu
held by the LLC when it converted fromruling are Matthew Lay of the fice of

an entity that was disregarded as an entifyssistant Chief Counsel (Passthrougl
separate fromto a partnershifd's hold- - 54 gpecial Industries) and Mark D. Ha
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purchase of the LLC interest from See jon regarding this revenue ruling conta

Rev. Rul. 66-7, 1966-1 C.B. 188, whichy), | 4y at 202-622-3050 (not a toll-frex
provides that the holding period of a purba”)_

chased asset is computed by excluding the
date on which the asset is acquired. Under
§ 1223(2), the partnershgpholding pe-
riod for the assets deemed transferred to it
includes A's andB'’s holding periods for
such assets.

Situation 2 In this situation, the LLC is
converted from an entity that is disre-
garded as an entity separate from its
owner to a partnership when a new mem-
ber, B, contributes cash to the LL®'s
contribution is treated as a contribution to
a partnership in exchange for an owne
ship interest in the partnership.is
treated as contributing all of the assets of
the LLC to the partnership in exchange
for a partnership interest.

Under 8 721(a), no gain or loss is rec-
ognized byA or B as a result of the con-
version of the disregarded entity to a part-
nership.

Under § 722B's basis in the partner-
ship interest is equal to $10,000, the
amount of cash contributed to the partner-
ship. A’'s basis in the partnership interest
is equal toA’s basis in the assets of the
LLC which A was treated as contributing
to the newly-created partnership.

Under § 723, the basis of the property
contributed to the partnership Byis the
adjusted basis of that property A’s
hands The basis of the property oo
tributed to the partnership bB is
$10,000, the amount of cash contributed
to the partnership.




