PROBLEM 28C

Barbara Carter owns all the stock of Barbara’s Boutique, Inc.

(Boutique), which operates a boutique out of a small downtown building
owned by Boutique. The balance sheet of Boutique, which is a C

corporation, is set forth below:

Barbara’s Boutique, Inc.
(x 1000)
Assets Liabilities
Book Value Fair
or Basis Market Value
Cash $ 60 $ 60 Payables $ 80
Securities 52 60 Loan 40
Accounts L Paid-In
Receivable 40 40 Capital 60
Inventory Retained
(LIFO) 100 140 Earnings _160
Personalty $340
counters, etc.) 8 40
Building 50 80
Land 30 200
Goodwill __-0- _100
$340 $720

Boutique, which is a calendar year taxpayer, has accumulated
earnings and profits of $160,000 and has always used the straight-line method
for determining all depreciation. Although the company uses the LIFO
method, if it had used the FIFO method, its basis in the inventory would be
$130,000. For the last two years, Boutique, which has paid Barbara an
annual salary of $60,000, has realized net taxable income of about $80,000 on
eross annual sales of $400,000. Barbara does not anticipate that these figures

will change much for the next few years.
1

Barbara has long been interested in locating the store in a suburban
mall, and she recently received an offer to purchase the land and building
Z?elfsd l;g B_OUtique for $280,000. Because of Boutique’s low basis in these
impac’t W'liic;l}sl :}t:luitant to have Boutique accept the offer because of the

e “corporate double tax” would have on the proceeds. If

€conomically feas; s
relocate in aym;]?mble’ however, she would like it to accept the offer and
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