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Memo Assignment Like-Kind Exchanges Fall, 2014
Jan is a successful executive working for IBM. She has taxable income of $400,000 per year, before considering the transactions below that are under consideration. She is single and only has one exemption. Jan received a gift of a farm from her father in 1990. This 100-acre farm has been in the family for several generations.  There has been a tradition of gifting the land to the next generation when the current owner reaches retirement age. The land was acquired by Jan’s great-grandfather in 1912.  At that time he paid a total of $200 for these 100 acres ($2 per acre). The land was worth $2 per acre in 1913. Since that time, the property has been passed to younger family members of succeeding generations through gift. Jan is an only child and she does not have children. She does not expect to continue the tradition of keeping the land in the family.
Since 1990, Jan has rented the farm property on annual leases to a local farmer who does not have sufficient farm land to meet his production needs.  Jan has avoided entering into long-term leases. She has always believed that the farm is located in an area that will experience rapid appreciation because of persistent rumors that the local government will build an outer belt highway near her farm.  She hoped to someday build a large residential neighborhood on the land, sell the land or trade it for some other income earning property.
Last year, Jan bought a new sports car for $80,000. She borrowed $80,000 from the bank, giving a mortgage on the farm. The balance of the loan is currently $80,000.

Jan has received offers for her farm.  She was very pleased to learn that the current market value of her land is $10,000 per acre. Jan is nearing retirement and she is no longer interested in getting involved in a “building project.”
1. She is considering an offer for sale of the land for $1,000,000, less the outstanding mortgage balance on the land which would be assumed by the buyer. The Buyer is also interested in possibly paying for the property in equal annual amounts (plus appropriate interest) over a 5-year period. This potential buyer would like to quickly begin the planning process for an upscale shopping center on the land.
2. She received a second offer that involves receipt of a relatively new office building that is worth $900,000 in exchange for the farm. The owner of the office building would assume the mortgage and pay $20,000 to equalize the values.  Unfortunately, she has some reservations about this offer because of the location of the office building.

3. One advisor has suggested that she accept the cash offer now, and spend a few months looking for suitable replacement, income-earning property. 
Please write a Memo to File in which you explain the tax implications of each of these three alternatives. After review of your memo, your partner and you will meet with Jan to explain the amount of tax that she will owe upon the disposal of this land under different options identified above. 
You should present the facts only once, at the beginning of the memo. Then, for the first scenario you should describe the issues, present your conclusions (including dollar amounts where applicable) and provide support for your conclusions. Then follow the same procedure for the second scenario and the third scenario.  Ignore legal and other expenses associated with the sale.
Research Sources:
Internal Revenue Code, Income Tax Regulations, Other administrative materials.  
You are being provided the following case for your own study. 
Terry D. Smith, TC Memo. 1997-109, 73 TCM 2158, Filed March 3, 1997
