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Bus 225H – Taxation of Property Transactions

Professor Nellen

Early Spring 2011

Research Questions
Be sure to explain your answers clearly and concisely and state the authority for your answers. 

1. What is the depreciable life (recovery period) of the following assets acquired by ABC Clothing Retailers Company this year? [10 points]

a. New display cases with special lighting. They were permanently attached to the floor.

b. A statue to permanently display at ABC's flagship store in Los Angeles. The statue is roped off so customers can not touch it.

2. This year, Widget Company incurred costs of $1.2 million to make structural changes to the floor in the room where its computers are kept. The floor was starting to sag due to the weight of the computers.  Various changes were made to the floor and underlying support structure to eliminate the problem. New tubes for wiring were also added.  Should Widget treat these costs as a deductible repair, capitalizable items or some mixture?  [10 points]

3. Nickel Software Company is changing its business model to no longer distribute its software on CD or via digital download. Instead, the software is available for customers to use while it is on servers owned or rented by Nickel (it is in the "cloud"). Nickel's CFO is wondering it this changes any tax consequences since it seems that Nickel no longer "sells" software. How should Nickel treat the monthly payments it receives from customers for the right to access Nickel's software? [15 points]

4. A few years ago, Gary discovered some domain names, such as www.bargainfashions.com/ that had either expired or were unclaimed. He thought some might have value someday so he registered six names. Gary had a few listed for sale on eBay, but didn’t sell one until this year.  The sales price was $7,100 and he had purchased the name for $600.  What is the character of Gary’s gain? [15 points]

5. During the current year, Seller sold its business to Buyer. The assets transferred and their basis and FMV at date of sale was:

	Asset
	Adjusted Basis
	FMV

	Inventory
	$45,000
	$59,.000

	Supplies
	$4,000
	$4,500

	Equipment
	$34,000
	$78,000

	Building
	$230,000
	$510,000

	Land
	$400,000
	$520,000

	Off-the-shelf software
	$0
	$4,000

	In-process R&D
	$0
	$75,000

	Patent
	$0
	$42,000

	Customer database of names
	$0
	$11,000


Seller originally paid $70,000 for the software, $100,000 for the equipment, $380,000 for the building, and $180,000 for the land. Seller created the in-process R&D, patent and customer list.

The parties also entered into a covenant not to compete payable $20,000 per year over the next 5 years. The total purchase price (excluding the covenant) was $2,700,000. [25 points]

a. Assume that Seller is an S corporation. For each asset transferred, state the amount and character of the gain or loss. Also state which §1060 category (I – VII) that the asset falls within.

b. Would your answer to (a) change if Seller were a C corporation?  Explain.

c. Assume you are a Revenue Agent auditing this transfer. List three important items you would want to look into and why.

d. May Seller account for this sale using the installment sale method?  Explain how it would or would not work.

e. Write a letter to Buyer explaining the additional form they must attach to their return for the year of sale.

6. In 1992, Mr. and Mrs. Hoang purchased their first home in San Jose at a cost of $70,000. In 2010, they sold the home. What is the tax effect to them in the following possible scenarios: [25 points]

a. They sell the home for $300,000

b. They sell the home for $800,000

c. They rent out the house for 1 year prior to selling. The sales price is $340,000 and they claimed $2,000 of depreciation prior to sale.

d. They rent out the house for 1 year prior to moving into it. The sales price is $400,000, depreciation claimed was $2,000 and they lived in the home for 2 years 5 months prior to selling it.

e. They exchange the home for a different one to enable them to move to Denver, Colorado where Mrs. Hoang will start a new job. Both homes were of equal value at the time of the exchange ($350,000).

f. They are unable to continue to pay their mortgage on the property and the lender sells the property for $170,000. The debt on the property is the original one used to buy the property and had a balance of $250,000 when the lender sold the home. 


