R14-Chp-00-2-3A-Memo-Transfer-to-Corp-etc

Tax Research & Practice.  Acct-6110- UNC Charlotte Memo Assignment for Oct. 20, 2014.
Jane Doe recently learned that her father (Daddy Doe) will retire from his lawn equipment business and vacate the building.  He will give the land and building to Jane.

Continuing the business does not seen feasible, because a national chain opened a competing business in a larger location a few blocks from Jane’s father’s business. Daddy Doe inherited the land (5 acres) from his uncle about 20 years ago when it was worth about $40,000.  Due to growth in the area, the land is now worth about $100,000.

In 2000, Daddy built a very nice retail building on that land. The building has a shop for repair and warranty work.  The construction cost of the building was $400,000, and Daddy has claimed depreciation of $80,000 on the building since 2000.  The building has a current appraised value of $700,000. Total value of land and building is $800,000. There is no debt on the property.
The area with its large lake has become a favorite for those who like to ski.  There are two boat dealers in the area, but both have unattractive locations which they are renting.  Both have approached Jane about going into business with Jane.

The Boat Place is operated as a corporation, and in the current “off-season,” has an inventory with a wholesale value of $200,000. The owner has all of the 2,000 outstanding shares, and proposes to have the corporation issue 8,000 shares to Jane in exchange for the building and land.  Jane would not work in the business, but would be the majority shareholder. These 8,000 shares are expected to have a value of about $800,000.
The Ski Place is operated as a partnership by Mr. and Ms. Fun. In the current “off-season,” this business also has an inventory with a wholesale value of $800,000. Mr. Fun has suggested that Jane be admitted to their partnership which would operate the Ski Place in the property she now owns.  She would contribute the property to the partnership as a capital investment. Mr. and Ms. Fun would have a 50% interest and Jane would be a 50% partner. Jane would not work in the proposed business.
Please write a memo for Jane Doe in which you explain the tax implications of these proposed business ventures, using the information presented above.

Prepare one section of the memo that shows facts of the case, for both proposals.

Then for the Boat Place proposal, present the issues, your conclusions and your legal support.

Then for the Ski Place proposal, present the issues, your conclusions and your legal support.

After describing an issue, provide your conclusion(s) related to that issue, and present your legal support for those conclusions.  Then address the next issue, and present the related conclusion, and legal support. 
Alternative for class discussion – do not consider the following information in your tax research memo that is submitted to the instructor.
Alternative No. 1

Daddy Doe financed the building mentioned above with a $400,000 mortgage loan that exactly covered the cost of Construction.  He has been paying interest only, so Jane has received a building subject to a mortgage that has a balance of $400,000, which will be assumed by the new business, if she decides to accept one of the offers. Last year one of the customers was injured using equipment that had been repaired by Daddy Doe’s business, and the customer sued the business for $200,000.  Fortunately Daddy Doe was able to settle the case for only $100,000, but he had to take out a second mortgage to pay the damages. So the property has both a first mortgage of $400,000 and a second mortgage with an unpaid balance of $100,000.  How would these facts affect your answer?
