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U.S. Tax Court: Basis in promissory note issued to 

disregarded entity and contributed to partnership was zero 
 
The U.S. Tax Court yesterday held that the basis of a promissory note issued to a disregarded entity and then 
contributed to a partnership was zero, resulting in the issuer having a zero basis in its partnership interest and 
the partnership taking a zero basis in the note. 
 
The case is: Continental Grand Limited Partnership v. Commissioner, 166 T.C. No. 3 (March 2, 2026). Read 
the Tax Court’s opinion 
 
Summary 
 
In March 2001, a German holding company (FC) issued a $610 million promissory note to its wholly owned 
German subsidiary (FS). A U.S. company, FC’s ultimate parent, guaranteed the note. FS then contributed the 
note to a partnership (PS). In April 2002, FS elected to be disregarded as an entity separate from FC, effective 
March 2001, a few days before the date FC issued its note to FS. In March 2009, FC paid more than $1 billion 
to PS in satisfaction of its note and deferred interest. FS subsequently withdrew from PS and received a 
distribution of more than $1 billion.  
 
The IRS examined PS’s 2009 return and issued a Notice of Final Partnership Administrative Adjustment, 
determining (among other things) that FC’s basis in its interest in PS was initially zero and that PS’s basis in 
the contributed promissory note was initially zero. PS’s tax matters partner petitioned the Tax Court to challenge 
the IRS’s determinations.  
 
The IRS filed a motion for partial summary judgment with the Tax Court, asking the court to find that (1) FC’s 
adjusted basis in the note at the time of the contribution was zero, (2) FC’s basis in its interest in PS following 
the contribution was zero, and (3) PS’s basis in the note following the contribution was zero.  
 
The Tax Court—relying on the text of the entity classification regulations, the statutory and regulatory provisions 
governing contributions to partnerships, and its prior decisions regarding contributions of promissory notes—
granted the IRS’ motion, holding that (1) FS’s election to be disregarded as an entity separate from FC caused 
FC’s issuance of the note to FS to be disregarded and FS’s contribution of the note to PS to be treated as FC’s 
contribution of its own note to PS, (2) FC’s adjusted basis in its own note when it contributed the note to PS 
was zero, (3) FC’s basis in its interest in PS immediately following the contribution was zero, and (4) PS’s basis 
in the note immediately following the contribution was zero. 
 

https://kpmg.com/kpmg-us/content/dam/kpmg/taxnewsflash/pdf/2026/03/166-tc-no-3.pdf


 
© 2026 KPMG LLP, a Delaware limited liability partnership, and its subsidiaries are part of the KPMG global organization of independent member firms affiliated with KPMG International 
Limited, a private English company limited by guarantee. All rights reserved. 
 
The KPMG name and logo are trademarks used under license by the independent member firms of the KPMG global organization. 

 
 
 
 
 

 

 

The information contained in TaxNewsFlash is not intended to be “written advice concerning one or more Federal tax matters” subject to the requirements of section 10.37(a)(2) of 
Treasury Department Circular 230, as the content of this document is issued for general informational purposes only, is intended to enhance the reader’s knowledge on the matters 
addressed therein, and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information, there can 
be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without appropriate 
professional advice after a thorough examination of the particular situation. 

The KPMG name and logo are trademarks used under license by the independent member firms of the KPMG global organization. 

KPMG International Limited is a private English company limited by guarantee and does not provide services to clients. No member firm has any authority to obligate or bind KPMG 
International or any other member firm vis-à-vis third parties, nor does KPMG International have any such authority to obligate or bind any member firm. 
Direct comments, including requests for subscriptions, to Washington National Tax. For more information, contact KPMG’s Federal Tax Legislative and Regulatory Services Group at 
+ 1 202.533.3712, 1801 K Street NW, Washington, DC 20006-1301. 
To unsubscribe from TaxNewsFlash, reply to Washington National Tax. 
Privacy | Legal 
 
 

kpmg.com/socialmedia 

mailto:US-KPMGWNT%40kpmg.com?subject=Comments%20and%20requests
mailto:US-KPMGWNT%40kpmg.com?subject=Comments%20and%20requests
https://home.kpmg.com/us/en/home/misc/privacy.html
https://home.kpmg.com/us/en/home/misc/legal.html

	TaxNewsFlash

