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Alcoma Corp. v. Commissioner, T.C. Memo. 1948-004 (1948)

Land associated with a rental property retains its character as a business asset,
even after the destruction of the building on the property, if the owner promptly
attempts to sell the land.

Summary

Alcoma  Corporation,  which  rented  summer  cottages,  suffered  a  loss  when  a
hurricane  destroyed  one  of  its  rental  properties.  After  the  destruction,  the
corporation sold the land. The Commissioner argued that the loss from the sale of
the land was a capital loss because, after the house’s destruction, the land was no
longer  used  in  the  rental  business  but  held  as  an  investment.  The  Tax  Court
disagreed, holding that because the corporation promptly tried to sell the land after
the destruction of the house, the land retained its character as real property used in
the corporation’s trade or business, and therefore the loss was an ordinary loss.

Facts

The petitioner, Alcoma Corp., rented two summer cottages. One property, known as
“Dunes,”  was  rented from 1934 through 1938.  The  house  was  destroyed by  a
hurricane in September 1938, and the loss for the unexhausted basis of the house
was allowed for 1938. The petitioner put the property up for sale with local real
estate agents in early 1939 and sold it in November 1943 for $3,000, sustaining a
loss of $4,672. It was not rented after the house was destroyed.

Procedural History

The Commissioner determined a deficiency in the petitioner’s income tax for 1943,
arguing that  the loss  from the sale  of  land was a  capital  loss.  The Tax Court
reviewed the Commissioner’s determination based on stipulated facts.

Issue(s)

Whether the loss sustained from the sale of land after the destruction of a1.
rental property is an ordinary loss or a capital loss.

Holding

Yes, the loss was an ordinary loss because the land retained its character as1.
real property used in the taxpayer’s trade or business despite the destruction
of the building.

Court’s Reasoning

The court reasoned that the definition of a capital asset excludes “real property used
in the trade or business of the taxpayer.” The Commissioner argued that the land
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was no longer used in the taxpayer’s business of renting property after the house
was destroyed but was merely property held as an investment. The court rejected
this argument, distinguishing it from cases where a rental property consisting of a
house and lot is sold as a unit while being rented. Here, the petitioner tried to sell
the lot promptly after the house was destroyed and sold it as soon as able to obtain a
fair price. The court concluded, “Its character as real property used in his business
was not lost and did not change under the facts as stipulated.” The court cited
Leland Hazard, 7 T. C. 372; John D. Fackler, 45 B. T. A. 708; aff’d., 133 Fed. (2d)
509; William H. Jamison, 8 T. C. 173 to support its holding.

Practical Implications

This case illustrates that the intended use of a property immediately following the
event that precipitates the sale is critical in determining whether the property is a
capital asset. If a taxpayer intends to cease using property in their trade or business
and hold it for investment, it is more likely to be classified as a capital asset. The
Alcoma case suggests that prompt attempts to sell property after an event rendering
it unusable in a business can support the argument that the property remains a
business asset, entitling the taxpayer to ordinary loss treatment upon its sale. It also
provides guidance on how to distinguish between assets held for investment versus
those used in a trade or business for tax purposes. Later cases would likely consider
how actively the taxpayer attempted to sell the property and the reasons for any
delays in selling when determining the character of the asset.


