UNIVERSITY OF WASHINGTON
Accounting 530

Issues of Property Ownership

PROBLEM #2 - LOSS LIMITATIONS
READING ASSIGNMENTS:

Code:


§§ 62(a)(3),(a)(4), 67(b)(3), 68, 165, 212, 267, 1091,1239, 2512(b)


See generally §280A

Regulations:


Reg. § 1.165-1(b), -9(b), §1.167(`g)-1, 1.267(c)-1(a)(4). 1.1091-1

Cases:

	Higgins (Sup. Ct. 1941) 312 US 212

	Martin Marietta Corp. (Ct. Cl. 1983) 83-2 USTC 9607

	Hulet P. Smith (TCM 1967) 26 TCM 149, TC Memo. 1967-28

	Edward Quinn (TC 1975) 65 TC 523, Filed December 8, 1975

McWilliams, (Sup. Ct. 1947) 47-1 USTC 9289,




Administrative:


None assigned

Skim:


None assigned

PROBLEM ASSIGNMENTS:

1.
Louis Zirr engages in the transactions described below.  Determine whether a deductible loss has occurred.


a)
IBM stock is sold at a $30,000 loss.  


b)
Vacation home is sold at a loss of $30,000


c)
Rental home is sold at a loss of $30,000


d)
A Ming vase purchased for $30,000 is knocked off the shelf by a cat.  The vase 

was destroyed when its FMV was $50,000.



(1)
The vase was purchased for investment purposes



(2)
The vase was purchased for personal purposes


e)
Louis owns a home that is used 50% for business and 50% for personal purposes.  

In the current year, extensive termite damage is discovered.  The basis of the 

building is $100,000 for the business portion and $200,000 for the personal 

portion.  An appraiser estimates the decline in value in the building to be $300,000.

2.
Dee Klein owns Exxon stock worth $80,000 with a basis of $100,000.  Determine the tax consequences of each of the following alternative transactions:


a)
Dee sells the stock to her brother.


b)
Dee sells the stock to BroCo, her brother's wholly-owned corporation.


c)
Dee sells the stock to LilBroCo.  LBC is owned 60% by BroCo and 40% by a 

friend of Dee and her brother.


d)
Dee sells the stock to her nephew's wholly-owned corporation.  (nephew is sister’s son).


e)
Dee sells to her stepdaughter.


f)
Suppose in e) that the stepdaughter is adopted by Dee before the sale.


g)
How does the answer to a) differ if the stock is sold to the brother for $60,000.


h)
Dee sells through a broker on the open market for $80,000.  Her brother buys 

Exxon in the open market for $80,000.


i)
Suppose, in a), that the brother sells the stock one year later:



(1)
for $70,000, or

(2) for $110,000

j) suppose she sells a building, Cost 80000, depreciation of 10,000, for 100,000 to her brother.

3.
Cher Sgalore bought 1,000 shares of Microsoft for $100 per share on January 31, two years ago.  On June 15, this year, she purchased an additional 300 shares of Microsoft for $90 per share.  


a)
On July 1, this year, she sells 300 shares of the shares purchased two years ago for 

$85 per share.  What are the tax consequences?


b)
Assume the same facts as a), except that Cher instead purchased 100 shares on June 

15, this year for $92 per share and another 100 shares on July 8, this year for $82 

per share.


c)
Assume the same facts as a), except that the purchase on June 15, this year was 

made by Cher's husband, Buck.


d)
Assume the same facts as a), except that the July 1, this year sale was to Cher's 

sister.  Later in this year, the sister sells the 300 shares for $105 per share.  What 

results to the parties?

4.
Burr Roker retired several years ago after working at Dean Witter for 30 years.  He now owns and actively manages a large portfolio of corporate stock.  He uses 30% of his home exclusively for such management.  He employs a secretary who answers the phone and performs bookkeeping in this enterprise.  He spends about 25 hours a week analyzing transactions and engages in several trades each day.  His portfolio increased by $115,000 in the current year and he has net losses from actual sales of $7,000.  He paid the secretary $18,000 and expenses that related to the 30% portion of the home come to $12,000.  Well? (What are the tax consequences?)

5.
Suppose, that Burr moves out of the home.  It will be sold late next year for less than its basis.  Discuss deductions for Burr under the alternative settings described below:


a)
Suppose the home is offered for sale during this entire period.


b)
Suppose the home is offered for sale or rent during this period.


c)
Suppose the home is rented while it is offered for sale.

