R13-Chp-00-2-2A-Memo Assignment on Casualty Loss

Memo Assignment on Casualty Loss 
Mr. and Ms. Taxpayer purchased a large building lot at the beach in 2004 and built some rental apartments on the land. Recent floods completely destroyed the apartments.

	Cost of land in 2004
	$200,000

	Construction cost of building in 2004
	$800,000

	Total cost of land and building in 2004
	$1,000,000

	Depreciation claimed since 2004
	$240,000

	Adjusted basis in building at time of flood
	$560,000

	FMV of building immediately before flood
	$900,000

	FMV of building immediately after flood
	$0

	FMV of land (current value)
	$200,000


Taxpayers plan to rebuild the apartments at a construction cost of $1,200,000. Taxpayers had decided to increase the amount of coverage when making the last payment of insurance premiums prior to the flood.  Unfortunately the premium payment and the paperwork for increasing the coverage were mailed late. Taxpayers are trying to determine whether the coverage under the policy: 
(1) lapsed before the hurricane, (2) continued during a grace period for late payment of premiums, or 
(3) continued at a higher coverage amount as planned.
Please conduct tax research and prepare a memo containing your tax advice on the proper tax treatment of this casualty, collection of insurance proceeds (if any) and tax basis in the new apartments assuming:
1. The insurance policy was allowed to lapse, and there is no coverage for this loss.
2. The original insurance coverage was in effect and they will receive proceeds of $500,000.

3. The increase in coverage was effective and they will receive proceeds of $900,000.

Taxpayers will make any available election to defer reporting of any gain that may be realized.

Your memo should be organized as follows:

Area identifying name of client, name of staff accountant, subject and date
Part 1. Facts of the case
Part 2. Insurance lapsed
Fact: Sentence indicating that the policy lapsed, and there is no insurance coverage.

Issues

Conclusions

Support and analysis (including application for your client)
Part 3. Insurance coverage of $500,000
Fact: Sentence indicating that the policy continued in effect, with coverage of $500,000.

Issues

Conclusions

Support and analysis (including application for your client)
Part 4. Insurance coverage of $900,000
Fact: Sentence indicating that the policy continued in effect, with coverage of $900,000.

Issues

Conclusions

Support and analysis (including application for your client)
Once you have provided a citation for a particular source of tax law, and have provided an explanation of the law (and computations where applicable), you should not repeat that information in a later part of the memo. You may refer to the information provided earlier.

File name should be: Research-Memo-no-3-Your last name.

Email subject line should be: Research-Memo-no-3-Your last name

Please review the following materials.

R14-Chp-00-02-03B-Boyle-Casualty-Warehouse-TCMemo. 2001-235 (2 pages)
R14-Chp-00-02-03C-LaFavre-Casualty-Flood-TC Memo. 2000-297 (1 page)

R14-Chp-00-2-2D-Involuntary-Conversion-Section 1033-Prb
Internal Revenue Code Section 165 and related regulations for this type of transaction.

Internal Revenue Code Section 1033 and related regulations for this type of transaction.

