Harbor Cove Marina Partners Partnership v. Commissioner, 123 T. C. 64 (U.
S. Tax Ct. 2004)

In Harbor Cove Marina Partners Partnership v. Commissioner, the U. S. Tax Court
ruled that a partnership did not terminate for federal tax purposes in 1998 despite
the managing partner’s unilateral actions to dissolve it. The court held that the
partnership’s winding up was incomplete because of ongoing litigation challenging
the dissolution procedures, which could lead to significant future tax consequences.
This decision underscores the importance of adhering to partnership agreements
and the impact of legal disputes on partnership termination under IRC Section
708(b)(1)(A).

Parties

Harbor Cove Marina Partners Partnership (HCMP), a general partnership, was the
petitioner in this case. Robert A. Collins, a partner other than the tax matters
partner, also filed the petition. The respondent was the Commissioner of Internal
Revenue.

Facts

HCMP, operating a marina in San Diego, California, was formed on April 8, 1985,
under the Uniform Partnership Act of California. Its managing general partner,
Sunroad Asset Management, Inc. (Sunroad Asset), dissolved HCMP on May 26,
1998, and distributed the marina to itself or an affiliate, along with a cash
distribution to partner Robert A. Collins based on a $16. 5 million appraisal of the
marina. This action was contrary to the partnership agreement, which required a
public sale of the marina upon dissolution. Collins challenged this dissolution in a
lawsuit filed on October 7, 1998, seeking enforcement of the partnership
agreement’s liquidation procedures. The trial court initially ruled against Collins but
later, upon appeal, ordered the marina to be sold publicly. After the marina was sold
for $25. 5 million, the trial court reversed its decision, asserting that Collins’s
withdrawal of his cash distribution rendered the appeal’s outcome moot. Collins
appealed this ruling.

Procedural History

Collins filed a Form 8082, reporting inconsistent treatment of HCMP’s 1998
partnership return, which claimed HCMP had terminated. The Commissioner issued
a Final Partnership Administrative Adjustment (FPAA) affirming HCMP’s return as
filed. Collins, as a notice partner, petitioned the U. S. Tax Court for readjustment of
partnership items, contesting the termination of HCMP. The Tax Court had
jurisdiction to redetermine partnership items under the Tax Equity and Fiscal
Responsibility Act (TEFRA) provisions.

Issue(s)
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Whether Harbor Cove Marina Partners Partnership terminated for federal tax
purposes in 1998 under IRC Section 708(b)(1)(A), given the ongoing litigation
challenging the dissolution procedures mandated by the partnership agreement.

Rule(s) of Law

Under IRC Section 708(b)(1)(A), a partnership terminates when “no part of any
business, financial operation, or venture of the partnership continues to be carried
on by any of its partners in a partnership. ” The regulations under Section 1.
708-1(b)(3)(i) of the Income Tax Regulations specify that termination occurs only
when the winding up of the partnership’s affairs is completed and all remaining
assets, consisting only of cash, are distributed to the partners.

Holding

The U. S. Tax Court held that HCMP did not terminate for federal tax purposes in
1998. The court determined that the partnership’s winding up was not complete due
to Collins’s ongoing lawsuit challenging the dissolution procedures, which could lead
to HCMP’s realization of significant income, credit, gain, loss, or deduction after
1998.

Reasoning

The court’s reasoning hinged on the requirement that the winding up of a
partnership’s affairs must be complete for termination under IRC Section
708(b)(1)(A). The court emphasized the importance of adhering to the partnership
agreement, which mandated a public sale of the marina upon dissolution. Collins’s
lawsuit challenging the dissolution procedures meant that the winding up was not
complete, as the resolution could lead to future tax consequences for HCMP. The
court rejected the Commissioner’s argument that HCMP’s managing partner’s
actions and tax filings could unilaterally terminate the partnership, citing that such
actions must align with the partnership agreement and legal proceedings. The court
also considered judicial precedents, such as Foxman v. Commissioner, Baker
Commodities, Inc. v. Commissioner, and Ginsburg v. United States, which
established that a partnership’s termination requires a complete cessation of all
partnership activity, not just the abandonment of its primary purpose. The court’s
analysis included policy considerations favoring simplicity, flexibility, and equity
among partners as intended by Congress in partnership taxation.

Disposition

The U. S. Tax Court entered a decision for the petitioner, Harbor Cove Marina
Partners Partnership, under Rule 155, indicating that the partnership did not
terminate in 1998.

Significance/Impact
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This case is significant for its clarification of partnership termination under IRC
Section 708(b)(1)(A), emphasizing that a partnership’s winding up must be complete
and in accordance with its agreement to terminate for federal tax purposes. The
decision underscores the impact of ongoing legal disputes on partnership
termination and the necessity of following agreed-upon dissolution procedures. It
has implications for partnership agreements, dissolution planning, and the tax
treatment of partnerships involved in litigation over dissolution. Subsequent courts
have cited this case to support the principle that termination requires the
completion of winding up activities and adherence to partnership agreements.
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