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Issues of Property Ownership

PROBLEM #6 - AMOUNT REALIZED

READING ASSIGNMENTS:

Code:


§§ 453(d), 1001(b), 7701(g)

Regulations:


Reg. §§ 1.263(a)-2(e), 15A.453-1(d)(2), 1.1001-2

Cases:


Crane  (Sup. Ct. 1947)


Warren Jones Co. (9th Cir. 1975)


Est of Wiggins (TC 1979)

Administrative:


None

Skim:


Burnet v. Logan (Sup. Ct. 1931)


Davis (Sup. Ct. 1962)


Tufts (Sup. Ct. 1983)

PROBLEM ASSIGNMENTS:

1.
Sal Lynn Tings bought a business asset for $20,000 by paying $6,000 down and signing a note and mortgage for the $14,000 balance.  The note has adequate interest.  Sal has paid $4,000 of interest and $2,000 of principal on the note and mortgage.  She has taken $7,400 of depreciation deductions.  In the current year, Sal sells the asset for $4,000 cash and the buyer will take on the remaining amount of the note and mortgage.  What is Sal's realized gain or loss?


a.
Assume the note and mortgage are recourse.


b.
Assume the note and mortgage are non recourse.



Same answer as a., not matter rec. or non-rec.
2.
Dee Phlated bought a shopping center several years ago for $4 million.  She paid $1 million down and assumed a $3 million note and mortgage due to Big Bank.  The property rose in value to $6 million and she borrowed $1.5 million against the property non recourse from Big Bank.  Today, the principal on the personal note is $2.8 million and the $1.5 million non recourse loan has increased to $1.6 million because Dee has not made all of her interest payments on that loan.  Big Bank has threated foreclosure and to avoid legal fees, Dee has abandoned the property and forfeited it to the Big Bank.  So, what you goin' to do?  Assume the center is worth $2.9 million.

3.
Wade Dinfordoh sold raw land with a FMV of $1 million.  His basis is $800,000.  He will receive zero down and a note in the amount of $1,000,000 for the balance with adequate interest.  The note will be paid in three annual installments of $333,333  beginning in two years.  Because a certain tax professor is the maker on the note (the buyer), the FMV of the note is only $600,000.


a.
Should Wade elect out of the installment method?


b.
If Wade elects out of the installment method, how much gain will he have each 

year, assuming all payments are made on a timely basis.


c.
Suppose, the buyer, in b., instead gave a contract that provided for payments of 

$200,000 each year for three years, plus 10% of any profits gained from renting the 

property.  It is estimated that this will be $50,000 in year one, $100,000 in year 

two and $150,000 in year three.  The fair market value of the contract of sale is 

$700,000 since there is a shaky maker and the rental income is uncertain.


d.
Should it affect the amount realized if the basis of the land is only $300,000?

4.
Gay Vittaway sold a building for $40,000 down and a note and non recourse mortgage in the amount of $460,000 with adequate interest.  Her basis is $200,000.  Gay believes the building to be worth $600,000, but she has had trouble selling it.  She paid a broker $25,000 for fees in selling the building.  The buyer paid all real estate taxes at closing in the amount of $20,000.  $12,000 of those taxes should have been paid by Gay.  Gay will elect out of the installment method.


a.
What are the tax consequences of this sale?

b. What if the building was only worth $300,000. 

