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Lomas Santa Fe, Inc. v. Commissioner, 74 T. C. 662 (1980)

A retained estate for years in nondepreciable assets does not become depreciable
solely because of the division of the original property.

Summary

Lomas Santa Fe, Inc. developed a golf course and country club to enhance the sale
of its residential properties. To refine title issues and insulate itself from country
club members, Lomas transferred the assets to a subsidiary, retaining an estate for
40  years.  The  court  recognized  the  subsidiary’s  separate  corporate  status  and
upheld the asset transfer. However, it ruled that the retained estate for years in the
nondepreciable land and landscaping was not depreciable under Section 167(a) of
the Internal Revenue Code, following the precedent set in United States v. Georgia
Railroad & Banking Co.

Facts

Lomas Santa Fe, Inc. developed a luxury residential community named Lomas Santa
Fe, which included a golf course and country club as a central marketing tool. In
1968,  Lomas  transferred  the  golf  course  and  club  assets  to  its  wholly-owned
subsidiary, Lomas Santa Fe Country Club, in exchange for stock. Some assets were
transferred outright,  while  others were subject  to  a  40-year estate retained by
Lomas. This structure was intended to refine title issues and prevent country club
members from gaining an equity interest in Lomas. Lomas operated the golf course
and  club  under  the  retained  estate,  receiving  75%  of  membership  dues  for
maintenance.  In 1973, Lomas claimed a depreciation deduction on the retained
estate, which the IRS disallowed.

Procedural History

The IRS disallowed Lomas’s depreciation deduction on the retained estate for years
and issued a deficiency notice. Lomas appealed to the U. S. Tax Court, which upheld
the subsidiary’s separate status and the validity of  the asset transfer but ruled
against the depreciation deduction, following the precedent set in United States v.
Georgia Railroad & Banking Co.

Issue(s)

1. Whether the subsidiary, Lomas Santa Fe Country Club, should be recognized as a
separate entity from Lomas Santa Fe, Inc. for tax purposes.
2.  Whether the transfer of  assets by Lomas Santa Fe,  Inc.  to Lomas Santa Fe
Country Club and the retention of an estate for 40 years should be disregarded for
tax purposes.
3. Whether the estate for 40 years retained by Lomas Santa Fe, Inc. is an interest
subject  to  an  allowance  for  depreciation  under  Section  167(a)  of  the  Internal
Revenue Code.
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Holding

1. Yes, because the subsidiary was created for valid business purposes and engaged
in business activity, fulfilling the Moline Properties test for corporate separateness.
2. No, because the transfer and retention of the estate were motivated by valid
business purposes and not disregarded for tax purposes.
3. No, because the retained estate for years, although having a limited life, does not
become  depreciable  when  derived  from nondepreciable  property  like  land  and
landscaping, as established in United States v. Georgia Railroad & Banking Co.

Court’s Reasoning

The court applied the Moline Properties test to affirm the subsidiary’s separate
status, emphasizing the valid business reasons for its creation and operation. The
transfer of assets and retention of the estate for years were upheld as they were
motivated by business needs,  including title refinement and preventing member
control over Lomas’s development. However, the court followed the precedent in
United  States  v.  Georgia  Railroad  &  Banking  Co.  ,  ruling  that  dividing
nondepreciable  property  into  a  retained  estate  for  years  and  a  transferred
remainder does not make the retained interest depreciable. The court noted that
Lomas had not  made any separate  investment  in  the retained estate  to  justify
depreciation. The court’s decision was influenced by the policy to prevent taxpayers
from converting nondepreciable assets into depreciable ones through mere division
of property rights.

Practical Implications

This decision clarifies that retaining an estate for years in nondepreciable assets
does not allow for depreciation deductions, impacting how developers and investors
structure  their  property  transactions  for  tax  purposes.  It  underscores  the
importance of  recognizing a subsidiary’s  separate status when formed for valid
business reasons, which can protect the parent company’s operations. The ruling
may influence future tax planning strategies, particularly in real estate development,
by  emphasizing  the  need  for  additional  investments  to  justify  depreciation  on
retained interests. Subsequent cases such as Gulfstream Land & Development v.
Commissioner  have  referenced  this  decision  in  evaluating  similar  tax  issues.
Practitioners should advise clients on the tax implications of retaining interests in
property  and  consider  the  Georgia  Railroad  precedent  when  structuring
transactions  involving  nondepreciable  assets.


