Case 36C Issues & Legal Authority

1. What are the Federal income tax consequences to
A. Speculation Corp. B. Wise Corp. C. Mr.Glynn D. Ms. Carillo
of a $10,000 cash dividend for each share of stock?
2. What are the financial management consequence
3. What are the Federal income tax consequenc

$10,000 cash per share and D

& E each receive an undivided half inte
4. Which apartment building would be
income from the apartments? '
5. What would be Ms. Carillo's a
apartment building?
building be to Ms. Carilloand
Ms Schlinger?

Legal authority: Secs. 1€
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PROBLEM 36C

Janice Carillo and Ruth Schlinger formed Spe o of el
(Speculation) ten years ago. At present they each Ow\;lr oWns 161 ]
Speculation (30 shares each), Wise lnvestme'nts, Inc. ( -1se) 0 P A
stock (35 shares), and the balance (5% or hve_ s}?ares) is owned by
Glynn. Both Wise and Thomas acquired their mt.en_ests four years
purchase from Janice and Ruth. The adjusted basis In the ‘stock q
each of Speculation’s owners is shown in the parentheses whlc.h fo
her name: (1) Janice ($180,000): (2) Ruth ($240,000); (3) Wise
and (4) Thomas ($100,000). L

Speculation is currently involved in the operatic
express mail service and the ownership and ren :
worth of the corporation is presently about $4.8
half of its assets are dedicated to the operation 0
One-quarter of its assets consist of two apartm
Lindell Manor. which constitute the corporat
remainder of the corporation’s assets (
certificates of deposit. Speculation has
profits of $160,000. It currently has
its tax year, and, in the absenc
be expected to finish the year w
$40,000. <

Regency Park is rel
as a senior citizens' T
expiration, was entere
estate operations
operating expens
to entering
Regency Pa
collected th
o rears ago, Lindell Manor, Speculation’s other
' ted as a luxury apartment structure.

culation Corpor:

ssed against the property. Prior
cs, Inc., Speculation had operated

dential apartment house for which it
sic maintenance services.
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which is available to all tenants and is staffed by 2 Speculation employ

week-ends and evenings.

ame clear that the Lindell Manor units could be

operated more profitably as professional offices, Speculation, asl units Pcc‘
- available through vacancy or at the end of a lease, began to switch units 0
- to professional tenants. Approximately 45% of the units are now cOmmere
providing almost 60% of total rent receipts. The balance of the rece
-~ approximately 40%, come from the 55% of the units dedicated to resident
use. Since the new professional tenants are somewhat upscale and
attracted to Lindell Manor primarily because of its personalized serv
Speculation intends to continue providing the same level of personal services
currently provided to residential tenants and is also considering expanding
hours in which the fitness facility is staffed to better accommodate the
of commercial tenants who would use the facility during the lunch hou

the late afternoon.

Last year, when it bec

Each of Speculation's apartment houses has a fair m
$600,000 and an adjusted basis of $120,000. If sold for
value, it is estimated that Speculation would incur a com
federal income tax liability of $180,000 on each apa
buildings are not subject to any liabilities, and each
gross rents of almost $120,000. A

Janice, who is president of Speculation
vice-president, serve as the corporation’s
your advice with respect to the following

Wise, which is in need
payment of a large divide ‘
at a Speculation shareho
pay a dividend of $1

.

paying
distributi

B i- ¢

eive his
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ferred to rec

reward in
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