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Boreva Corp., 23 T.C. 540 (1955)

When a sale of a capital asset is renegotiated, the character of any resulting loss is
determined by reference to the original transaction.

Summary

The case concerns the tax treatment of losses incurred after a renegotiation of the
sale of a partnership interest. The petitioners sold their interests in Boreva at an
agreed-upon price, but later renegotiated the terms, accepting a reduced price for a
present  cash  payment.  The  Tax  Court  held  that  the  losses  sustained  from the
renegotiation were capital losses, as they stemmed from the sale of a capital asset.
The court reasoned that the renegotiation was part of the original sale transaction,
and therefore, the character of the loss should be determined by the nature of the
initial transaction. The court distinguished this from cases involving the settlement
of a past due obligation.

Facts

The petitioners sold their interests in Boreva. The original sales agreement included
installment payments. Later in the same year, before all installments were paid, the
petitioners  renegotiated  the  agreement,  accepting  a  reduced  total  price  for
immediate cash payment instead of future installments. The petitioners claimed the
losses  from  the  renegotiation  as  ordinary  losses,  while  the  Commissioner
determined  they  were  capital  losses.

Procedural History

The case was heard in the United States Tax Court. The Tax Court sided with the
Commissioner, finding that the losses were capital losses. The court’s decision was
based on the determination that the renegotiation was part of the initial sale of the
partnership interest, making the loss a capital loss.

Issue(s)

1. Whether the losses sustained by the petitioners were ordinary losses or capital
losses?

Holding

1. No, the losses sustained by the petitioners were capital losses because they arose
from the sale of a capital asset, and the renegotiation was considered part of the
original sales transaction.

Court’s Reasoning

The Tax Court reasoned that the renegotiation and the resulting loss were directly
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linked  to  the  sale  of  the  capital  asset,  the  partnership  interest.  The  court
distinguished  this  situation  from  cases  involving  compromises  of  past-due
obligations. Because the renegotiation altered the original sale terms and adjusted
the price, it was not a separate transaction. The court cited prior cases where a
revised agreement superseded the original payment terms, as the petitioners were
simply  altering  the  existing  sale.  The  court  emphasized  that  the  renegotiation
modified  the  price  and terms of  payment  of  the  original  sale.  The court  cited
Arrowsmith v. Commissioner, 344 U.S. 6, where the Supreme Court held that the
character of a loss is determined by the original transaction, even if the loss occurs
in a  later  year.  The court  specifically  mentioned that  “the various agreements,
including the agreement of August 25, 1947, and the steps taken thereunder, were
part and parcel of  one transaction, namely,  the sale by the petitioners of  their
partnership  interests,  and  that  the  losses  sustained  were  capital  losses,  as
determined.”

Practical Implications

This case is crucial for tax attorneys and business owners involved in the sale of
capital assets. It establishes that modifications to a sale agreement, especially those
affecting the price or terms of payment, can impact the tax treatment of subsequent
losses. It reinforces the principle that the character of a loss (capital or ordinary) is
determined by the nature of the original transaction. If a sale of a capital asset is
renegotiated, any resulting loss will likely be treated as a capital loss. It highlights
the importance of considering potential tax consequences when renegotiating the
terms of a sale. It may also inform how taxpayers structure and document sale
transactions to achieve their desired tax outcomes. Later cases will likely apply this
reasoning when determining  the  character  of  losses  arising  from revised  sales
agreements.  This ruling supports the idea that a sale agreement should not be
viewed  as  multiple,  distinct  transactions,  but  as  one  single  event,  even  when
modifications occur.


