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Hudock v. Commissioner, 65 T. C. 351 (1975)

Gain or loss from a partial condemnation award must be recognized in the year
received, even if the final condemnation and fire insurance claims are still pending.

Summary

In  Hudock v.  Commissioner,  the  Tax  Court  held  that  Frank and Mary  Hudock
realized a taxable gain on a partial condemnation award received in 1969, despite
ongoing litigation over the final condemnation award and a fire insurance claim. The
Hudocks’ property, including a fire-damaged apartment building, was condemned,
and they received an initial payment in 1969. The court determined that the gain
must be calculated based on the adjusted basis of the land and improvements taken,
excluding the fire-damaged building, as the fire loss was not yet compensable until
the insurance claim was settled in 1971. The case also clarified the allocation of the
condemnation award between personal  and rental  portions of  the property and
rejected the taxpayers’ arguments regarding the finality of prior tax assessments.

Facts

In 1968, the Hudocks owned a property in Hazleton, Pennsylvania, which included a
four-unit apartment building (one unit used as their residence), a double home, and
a multiple-car garage, all used as rental properties except for their personal unit.
The apartment  building was destroyed by fire  on February  14,  1968,  and was
insured for $50,000. On October 4, 1968, the Redevelopment Authority of Hazleton
condemned the entire property.  In mid-1969,  the Hudocks received $20,000 as
estimated compensation. They continued to litigate both the condemnation and fire
insurance claims, receiving a final condemnation award in 1972 and fire insurance
settlement in 1971. The Hudocks reported a condemnation loss on their 1969 tax
return, but the IRS determined a gain and assessed a deficiency.

Procedural History

The IRS audited the Hudocks’  1969 tax  return and assessed an additional  tax
liability. The Hudocks paid a portion of this assessment in 1972, believing it to be a
final settlement. In 1973, the IRS issued a statutory notice of deficiency for 1969.
The Hudocks petitioned the Tax Court, which upheld the IRS’s determination of a
taxable  gain  from  the  1969  condemnation  award  and  rejected  the  Hudocks’
arguments that prior payments constituted a closing agreement or estopped further
assessments.

Issue(s)

1.  Whether  the Hudocks realized a  gain or  loss  upon receipt  of  the estimated
condemnation award in 1969.
2. Whether the Hudocks properly allocated the condemnation award between the
rental and personal portions of the property.
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3. Whether the Commissioner was barred from assessing a deficiency for 1969 by
section 7121 or equitable estoppel.

Holding

1. Yes, because the Hudocks realized a gain in 1969 based on the adjusted basis of
the condemned land and improvements, excluding the fire-damaged building.
2. No, because the court upheld the IRS’s allocation of 93% to the rental portion and
7% to the personal portion.
3. No, because the prior payment did not constitute a closing agreement under
section 7121, nor did it estop the IRS from assessing additional deficiencies within
the statute of limitations.

Court’s Reasoning

The Tax Court reasoned that the partial condemnation award received in 1969 was
taxable in that year because it  was not contingent on future events.  The court
distinguished between the condemnation and fire loss events, holding that the fire
loss was not compensable until the insurance claim was settled in 1971. The court
applied section 165 of the Internal Revenue Code, which requires a casualty loss to
be evidenced by closed and completed transactions. The Hudocks’ fire insurance
claim was still pending in 1969, so no loss could be recognized then. The court also
rejected the Hudocks’ allocation of the condemnation award, favoring the IRS’s
allocation method. Finally, the court found that the payment made in 1972 did not
constitute a closing agreement under section 7121, and equitable estoppel did not
apply because the Hudocks could not demonstrate detrimental reliance.

Practical Implications

This decision clarifies that partial condemnation awards must be assessed for tax
purposes in the year received, regardless of ongoing litigation over the final award
or  related insurance claims.  Taxpayers  must  carefully  calculate  gains  or  losses
based on the adjusted basis of condemned property, excluding any property subject
to unresolved casualty claims. The ruling also emphasizes the importance of proper
allocation  of  condemnation  proceeds  between  different  uses  of  the  property.
Practitioners  should  advise  clients  that  payments  made  during  audits  do  not
necessarily  preclude  further  IRS  assessments  within  the  statute  of  limitations.
Subsequent  cases  have  cited  Hudock  for  its  principles  on  the  timing  of  gain
recognition and the non-finality of certain tax agreements.


