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23 T.C. 799 (1955)

For a contract to be considered the “equivalent of cash” and taxable in the year of
sale,  it  must  possess  the  elements  of  negotiability,  allowing  it  to  be  freely
transferable in commerce.

Summary

The Estate of Clarence W. Ennis challenged an IRS determination that the decedent
realized a taxable gain in 1945 from the sale of a business, the Deer Head Inn. The
sale was structured with a down payment and monthly payments under a land
contract. The Tax Court held that the contract itself did not have an ascertainable
fair market value in 1945 and was not the equivalent of cash, thus no taxable gain
was realized in that year because the cash received in 1945 was less than the
adjusted basis of the property.

Facts

Clarence W. Ennis and his wife sold the Deer Head Inn, a business including real
estate,  in  1945 for  $70,000,  payable  via  a  contract  with  a  down payment  and
monthly installments. No promissory note or other evidence of debt was given. The
contract was similar to standard Michigan land contracts. The Ennises’ adjusted
basis in the property was $26,514.69. In 1945, the down payment and monthly
payments received were less than the basis. The IRS determined a capital gain
based on the contract’s face value.

Procedural History

The IRS issued a deficiency notice to the Estate, asserting a taxable gain in 1945.
The Estate contested this in the U.S. Tax Court. The Tax Court ruled in favor of the
Estate, finding that the contract did not have a readily ascertainable fair market
value.

Issue(s)

1. Whether the contract for the sale of the Deer Head Inn had an ascertainable fair
market value in 1945.

2. Whether the contract was the equivalent of cash and should be included in the
“amount realized” from the sale for tax purposes in 1945.

Holding

1. No, the court held that the contract did not have an ascertainable fair market
value in 1945, because the contract was not freely and easily negotiable.

2. No, the court found that the contract was not the equivalent of cash because it
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lacked the necessary elements of negotiability.

Court’s Reasoning

The court relied on Section 111(b) of the Internal Revenue Code, which defines the
“amount realized” as “the sum of any money received plus the fair market value of
the property (other than money) received.” The court considered the contract’s
value. The court stated, “In determining what obligations are the ‘equivalent of cash’
the requirement has always been that the obligation, like money, be freely and easily
negotiable so that it readily passes from hand to hand in commerce.” The court
emphasized that while such contracts were used in Michigan and assignable, this
specific contract lacked a readily available market or equivalent cash value in 1945.
The court noted that because the total amount received in cash in 1945 was less
than the adjusted basis of the property, there was no realized gain that year. The
Court determined that the contract was not the equivalent of cash and that only
cash received in the year of sale should be considered for calculating gain.

Practical Implications

This case provides guidance on when deferred payment contracts trigger taxation. It
establishes that mere assignability of a contract isn’t enough; it must be readily
marketable  and  have  an  ascertainable  fair  market  value  to  be  considered  the
“equivalent  of  cash.”  It  underscores  the  importance  of  understanding  the
negotiability and marketability of instruments when structuring property sales with
deferred  payments.  Tax  advisors  and  attorneys  must  consider  the  specific
characteristics  of  payment  obligations  and  the  relevant  market  conditions  to
determine when income is recognized. The ruling supports the idea that unless a
contract is freely negotiable, it does not have the properties of cash.


