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Goodman v. Commissioner, 74 T. C. 684 (1980)

A sale of property to a trust followed by a sale by the trust to a third party can be
recognized as separate transactions for tax purposes if the trust acts independently
and in the best interest of its beneficiaries.

Summary

In  Goodman  v.  Commissioner,  the  U.  S.  Tax  Court  ruled  that  the  sale  of  an
apartment complex by Goodman and Rossman to their children’s trusts, and the
subsequent sale by the trusts to a third party, were two separate transactions for tax
purposes. The court emphasized that the trusts, managed by Goodman and Rossman
as trustees, operated independently and in the beneficiaries’ best interests. The
ruling allowed the sellers to defer tax under the installment method, rejecting the
IRS’s  argument  that  the  transactions  should  be  collapsed  into  a  single  sale.
Additionally, the court held that the trusts took the property subject to an existing
mortgage, impacting the tax calculation under the installment method.

Facts

William Goodman and Norman Rossman, experienced in real  estate,  owned the
Executive House Apartments through a partnership. They sold the property to six
trusts set up for their children’s benefit, with Goodman and Rossman serving as
trustees.  The  trusts  then  sold  the  property  to  Cathedral  Real  Estate  Co.  the
following day.  Both  transactions  were  structured as  installment  sales.  The  IRS
argued that these should be treated as a single sale directly to Cathedral, and that
the trusts took the property subject to a mortgage, affecting the tax treatment.

Procedural History

The IRS issued a deficiency notice to the Goodmans and Rossmans, asserting that
the transactions should be treated as a single sale to Cathedral,  increasing the
taxable income for 1973. The taxpayers petitioned the U. S. Tax Court. The IRS later
amended its answer to argue that the property was sold subject to a mortgage,
further increasing the deficiency. The Tax Court ruled in favor of the taxpayers on
the issue of the two separate sales but held that the trusts took the property subject
to the mortgage.

Issue(s)

1. Whether the sale of the apartments by Goodman and Rossman to the trusts,
followed by the trusts’ sale to Cathedral, should be regarded as a single sale from
Goodman and Rossman to Cathedral for federal income tax purposes.
2. Whether the trusts, in purchasing the apartments, assumed the existing mortgage
or took the property subject to the mortgage, affecting the tax treatment under the
installment method.
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Holding

1. No, because the trusts operated independently and in the best interest of the
beneficiaries, making the sales bona fide separate transactions.
2. Yes, because the trusts took the apartments subject to the mortgage, as the
payment structure indicated that the mortgage payments were made directly by the
trusts to the mortgagee, affecting the tax calculation under the installment method.

Court’s Reasoning

The court analyzed whether the transactions should be collapsed into a single sale,
applying  the  substance-over-form  doctrine.  It  found  that  the  trusts  were
independent entities with substantial assets and that Goodman and Rossman, as
trustees, acted in the trusts’ best interests. The trusts had the discretion to keep or
sell the property, and the sales were advantageous to the trusts. The court also
considered the trusts’ broad powers under Florida law, which allowed transactions
between trustees and themselves as individuals, provided they were in the trust’s
interest. On the mortgage issue, the court found that the trusts took the property
subject  to  the  mortgage because the  payment  arrangement  effectively  directed
mortgage  payments  from the  trusts  to  the  mortgagee,  aligning  with  the  IRS’s
regulation on installment sales of mortgaged property.

Practical Implications

This decision clarifies that trusts can be used as intermediaries in installment sales
without collapsing the transactions into a single sale for tax purposes, provided the
trust acts independently and in its beneficiaries’ best interests. It emphasizes the
importance of trust independence and the fiduciary duties of trustees. Practitioners
must carefully structure such transactions to ensure the trust’s independence and
beneficial action. The ruling on taking property subject to a mortgage impacts how
installment sales are calculated, requiring attorneys to consider existing mortgage
obligations in planning. Subsequent cases have followed this precedent, reinforcing
the use of trusts in tax planning for installment sales, while also highlighting the
need to address mortgage assumptions explicitly in sales agreements.


