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David Properties, Inc. v. Commissioner, 42 B.T.A. 872 (1940)

For tax purposes, separate properties acquired at different times, with distinct cost
bases and depreciation schedules, are generally treated as separate units upon sale,
even if they supplement each other’s economic value.

Summary

David Properties, Inc. sold two adjacent buildings under a single deed and argued
that they should be treated as one property for tax purposes because the second
building was acquired to enhance the value of the first. The Board of Tax Appeals
held that the properties were separate because they were acquired at different
times,  had separate cost  bases and depreciation schedules,  were accounted for
separately, and were treated as separate units for local tax and utility purposes.
Therefore, the sale constituted the sale of two separate properties, and the gain or
loss had to be calculated for each separately. This case clarifies when seemingly
related properties will be treated as distinct units for tax implications upon disposal.

Facts

David Properties, Inc. owned two adjacent buildings, 109 W. Hubbard and 420 N.
Clark. The company acquired each building at different times. Each building had a
separate cost basis and depreciation schedule. The company accounted for each
building separately on its books. The income and expenses of each building were
reported and deducted separately for tax purposes. Each building was a separate
unit for local tax and utility metering purposes. The company sold both buildings
under one deed to a purchasing company, which carried each building separately on
its books. David Properties argued that acquiring 420 N. Clark was to protect and
enhance the value of 109 W. Hubbard.

Procedural History

The  Commissioner  of  Internal  Revenue  determined  that  the  sale  of  the  two
properties  constituted  the  sale  of  two  separate  assets.  David  Properties,  Inc.
appealed  this  determination  to  the  Board  of  Tax  Appeals,  contesting  the
Commissioner’s  finding  that  the  two  buildings  should  be  treated  as  distinct
properties  for  tax  purposes.  The  Board  of  Tax  Appeals  reviewed  the  case  to
determine whether the sale constituted the sale of one or two properties.

Issue(s)

Whether the sale of two adjacent buildings, acquired at different times and treated
separately for accounting and tax purposes, should be considered the sale of one
property for tax purposes because one property enhanced the value of the other.

Holding
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No, because the properties were acquired separately, maintained distinct records,
and lacked sufficient integration to justify consolidating their bases. Therefore, the
sale constituted the sale of two separate properties.

Court’s Reasoning

The Board of Tax Appeals reasoned that the general rule is that each purchase is a
separate unit when determining gain or loss from sales of previously purchased
property.  The court acknowledged the petitioner’s argument that the properties
supplemented each other and should be considered an economic unit. However, the
Board found that the connection between the properties was insufficient to override
the general rule. The Court quoted Lakeside Irrigation Co. v. Commissioner stating,
“* * * [W]e are of opinion that in ascertaining gain and loss by sales or exchanges of
property previously purchased, in general each purchase is a separate unit as to
which cost and sale price are to be compared. * * *” The court emphasized the lack
of “sufficiently thoroughgoing unification” of the properties to warrant consolidating
their bases. The Board considered factors such as separate acquisition times, cost
bases,  accounting,  and  tax  treatment  as  crucial  in  determining  the  properties’
distinctness. While the acquisition of one property aimed to enhance the value of the
other, it did not create a level of integration sufficient to treat them as a single unit
for tax purposes.

Practical Implications

This  case provides guidance on determining whether multiple  assets  should be
treated as one property for tax purposes when sold. It emphasizes that separate
accounting, acquisition dates, and tax treatment weigh heavily in favor of treating
properties as distinct units. The case reinforces the principle that even if properties
are economically linked or one enhances the value of the other, they will likely be
treated separately unless there is a “sufficiently thoroughgoing unification.” Tax
advisors and legal professionals should carefully examine the history, accounting,
and tax treatment of related properties to determine their status upon sale. The
ruling has been cited in subsequent cases involving similar questions of property
integration and the determination of separate assets for tax purposes, reinforcing its
continued relevance in tax law.


