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INTRODUCTION
Mazars USA LLP is an independent member firm of Mazars Group.

Lorem ipsum dolor sit amet, consectetur adipiscing elit. Nam rhoncus ante
quis lectus adipiscing lacinia. Quisque hendrerit dapibus sapien, a imperdiet
arcu commodo non. Quisque tellus lorem, volutpat eu tristique ut, ornare vitae
dolor. Integer ultrices, libero vitae consectetur fringilla, orci neque pretium

Tax Alert

The Tax Court’s recently released opinion, Grecian Magnesite
Mining, Industrial & Shipping Co., SA, may have a significant
impact on U.S. taxation of foreign partners. The case rejected
the IRS position, promulgated in Revenue Ruling 91-32, which
taxes foreign partners on certain gains derived from the
disposition of a U.S. partnership interest.

disposed of a U.S. partnership as they may be able to submit
refund claims on the basis of the Grecian Magnesite holding.
However, it should be noted that the Service may still appeal
the decision. It may also issue a non-acquiescence and
continue to assert tax based upon Rev. Rul. 91-32’s theory of
foreign partner taxation.

As a general matter: foreign persons are only taxed on U.S.source income that is effectively connected with the conduct of
a U.S. trade or business (“ECI”). Moreover, gains from the sale
of property are generally sourced to the residence of the seller.
Thus, under general tax law principles, a foreign person selling
an interest in a domestic entity would not be subject to U.S.
taxation because the foreign person is not engaged in a U.S.
trade or business and gains are sourced to the seller’s
residence.

Please contact your Mazars USA professional for additional
information.

However, Rev. Rul. 91-32 upended these general rules for
foreign partners in domestic partnerships. The Ruling
addressed the tax consequences of a foreign partner’s sale or
disposition of an interest in a domestic partnership that is
engaged in a U.S. trade or business. Rev. Rul. 91-32 held that
the foreign partner’s gain or loss from such disposition is
treated as ECI to the extent of that partner’s distributive share
of unrealized gain or loss attributable to property used in in the
partnership’s U.S. trade or business. This ruling effectively
required the foreign partner to look through the partnership, to
partner level assets, to determine the proper taxation of the
foreign partner’s disposition of its partnership interest. The
practical effect of Rev. Rul. 91-32 was to require foreign
partners to report certain amounts of gain or loss from the
disposition of domestic partnerships as ECI, subjecting that
foreign partner to U.S. tax where there may not otherwise be
any U.S. tax liability. This approach has long been controversial
amongst many taxpayers and practioners who have argued that
it was a misreading of the tax law.
The theory advanced by the petitioner in Grecian Magnesite,
and adopted by the Tax Court, rejects this look-through
approach for characterizing gain or loss from a foreign partner’s
disposition of a partnership interest. The Tax Court explicitly
declined to follow the Rev. Rul. 91-32 analysis of the issue.
Rather, the Tax Court held that a foreign partner’s gain from the
disposition of its interest in a domestic partnership engaged in a
U.S. trade or business is not ECI (except for certain gains that
are taxable as related to U.S. real property interests). Thus, the
Grecian Magnesite Court determined that a foreign partner’s
gain on the disposition of a U.S. partnership interest is generally
not subject to U.S. tax (other than any portion of gain
attributable to the partner’s interests in U.S. real property).
This case could have significant ramifications for foreign
persons with investments in U.S. partnerships. Foreign persons
should review their tax returns for any open years in which they
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Disclaimer of Liability
Our firm provides the information in this e-newsletter for general guidance only, and does not constitute
the provision of legal advice, tax advice, accounting services, investment advice, or professional
consulting of any kind. The information provided herein should not be used as a substitute for
consultation with professional tax, accounting, legal, or other competent advisers. Before making any
decision or taking any action, you should consult a professional adviser who has been provided with all
pertinent facts relevant to your particular situation.
Mazars USA LLP is an independent member firm of Mazars Group.
CONFIDENTIALITY NOTICE: The information contained in this communication may be privileged,
confidential and protected from use and disclosure. If you are not the intended recipient, or responsible
for delivering this message to the intended recipient, you are hereby notified that any review,
disclosure, distribution or copying of this communication is strictly prohibited. If you have received this
communication in error, please notify the sender immediately by replying to the message and deleting it
from your computer. Thank you for your cooperation. Mazars USA LLP.

