United States Tax Court

INAJA LAND COMPANY, LTD., A CORPORATION,

PETITIONER,

v.

COMMISSIONER OF INTERNAL REVENUE,

RESPONDENT.

Docket No. 9036

Date of Decision: October 21, 1947

Judge:  LEECH

Tax Analysts Citation: 95 TNT 128-130

Principal Code Reference: Section 61

Summary

AMOUNT RECEIVED FOR EASEMENT THAT RESULTED IN PROPERTY DAMAGE WAS NOT TAXABLE INCOME.

In 1928, Inaja Land Company Ltd. acquired 1,200 acres of land in

Mono County, Calif., and all the water rights associated with such land.

The Owens River flowed over and through Inaja's land. Inaja operated a

private fishing club on the land and rented portions of the land for

grazing. In 1934, the city of Los Angeles began constructing a tunnel,

which was to divert water into the Owens River above Inaja's land. The

diversion of water and the construction of the tunnel caused damages to the

land that resulted in its decreased viability as a fishing area and its

decreased suitability as grazing land. Inaja entered negotiations with the

city for relief from trespass and the unauthorized use of its land. The

negotiations resulted in Inaja granting the city certain covenants and

easements in exchange for $50,000. Throughout the negotiations and

settlement, Inaja incurred related expenses totaling $1,055.

     Inaja did not report the receipt of the money from the city in

its income. The IRS determined that the difference between the amount

received and the expenses incurred was compensation for loss of past and

future income and the release of a meritorious cause of action, which was

income under former section 22.

     Tax Court Judge Leech ruled that the amount received was not

income. The court found no evidence of compensation for loss of income;

rather, the record indicated that the threat of an injunctive suit was a

protective move by Inaja, to insure that the city would not acquire rights

to Inaja's land without proper compensation. Judge Leech agreed with Inaja

that the $50,000 was consideration for a right of way and easements and for

resulting damages to Inaja's property and property rights. Also agreeing

with Inaja that it would be impossible to apportion basis to the easements

involved, Judge Leech concluded that the entire amount should be applied to

reduce Inaja's basis in the entire property.

