Roccaforte v. Commissioner, 77 T. C. 263 (1981)

A corporation can be treated as an agent for tax purposes if it operates in the name
and for the account of the partnership, binds the partnership by its actions, and its
activities are consistent with the duties of an agent.

Summary

The Roccaforte case involved investors who formed a partnership to develop an
apartment complex but used a corporation to secure financing due to state usury
laws. The Tax Court held that the partnership, not the corporation, owned the
complex for tax purposes, as the corporation acted as the partnership’s agent. The
court also ruled that losses could not be retroactively allocated to partners admitted
at year-end, and an interim closing-of-the-books method was approved for allocating
losses. This decision underscores the criteria for recognizing a corporation as an
agent and the limitations on retroactive loss allocation in partnerships.

Facts

Investors formed a partnership to develop an apartment complex in Baton Rouge,
Louisiana. To secure financing, they created Glenmore Manor Apartments, Inc. , as
the corporation could bypass state usury laws. The corporation held legal title to the
property, obtained construction and permanent financing, but was designated as an
agent of the partnership through written agreements. The partnership managed the
complex’s operations, with funds flowing through related entities. New partners
were admitted on December 31, 1975, and the partnership sought to allocate losses
for the entire year to these new partners.

Procedural History

The case was heard by the U. S. Tax Court after the Commissioner of Internal
Revenue determined deficiencies in the petitioners’ income taxes for 1975 and 1976.
The cases were consolidated for trial and opinion. The Tax Court ruled in favor of
the petitioners, finding the corporation to be an agent of the partnership and
allowing the use of an interim closing-of-the-books method for loss allocation.

Issue(s)

1. Whether the ownership and losses of the Glenmore Manor Apartments should be
attributed to the corporation or the partnership.

2. Whether partners admitted on December 31, 1975, could share in the
partnership’s losses for the entire 1975 taxable year.

3. If the new partners could not share in preadmission losses, how should profits and
losses be allocated to each partner for 1975?

Holding
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1. No, because the corporation acted as an agent of the partnership, as evidenced by
written agreements and the corporation’s lack of independent activity.

2. No, because Section 706(c)(2)(B) prohibits retroactive reallocation of losses to
partners admitted at year-end.

3. The partnership may use a reasonable method, including the interim closing-of-
the-books method, to allocate losses to the periods before and after the admission of
new partners.

Court’s Reasoning

The court applied the National Carbide test to determine if the corporation was a
true agent of the partnership. It found that the corporation operated in the name
and for the account of the partnership, bound the partnership by its actions, and its
activities were consistent with the duties of an agent. However, the court noted that
the corporation’s relationship with the partnership was dependent on the fact that it
was owned and controlled by the partners, which weighed against an agency
finding. Despite this, the court held that the substance of the arrangement was an
agency relationship. For the allocation of losses, the court followed Richardson v.
Commissioner, ruling that Section 706(c)(2)(B) prohibited retroactive allocation but
allowed the use of the interim closing-of-the-books method. The dissenting opinions
argued that the corporation’s dependency on the partners’ ownership precluded an
agency relationship and criticized the majority for allowing an end-run around the
separate corporate entity doctrine.

Practical Implications

This decision clarifies that a corporation can be treated as an agent for tax purposes
if it meets the National Carbide criteria, even if formed to comply with state laws.
Practitioners must carefully structure such arrangements to ensure they are
recognized as valid agencies. The ruling also reinforces the prohibition on
retroactive loss allocation upon the admission of new partners, emphasizing the
need for accurate and timely partner accounting. Businesses should consider the
implications of using corporate entities as agents and the potential tax
consequences of partnership interest changes. Subsequent cases have cited
Roccaforte in discussions of corporate agency and partnership loss allocation.
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