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MODERN LAND FINANCE
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cate how it would

{Instructions]

The following events tzke place in €
a linited partnership statute, identic
Partnership Act; (2} an insurance law -
ginia statutes - which regulates the investment p
(3) a usury statute which permits a maxinum contra
munt of 8 percent with an exception only in resp
statute permitting only foreclecsure by judic

that the security for & morteage dabt is

ate X, a jurisdiction which has: (1)
n s content, to the Uniform Limite
y resewbling the New York and Vir-
rotfolio of insurance companies;
ct rate of interest in the &=
ect to corporations; ’&) a
le and case~lew which ld
and that a for@clo\u

action must be of the entire security rega hether tha defzult being
sued for is of a porticn or all of the de ich follows the lien theory
in respect to mortgages; and, finally (5) roviding that subsequent
encumbrances are auteomatically cut off at closure sale,

Sam Syndicator ('Sam™) is an experience deve
commercial preperties who lives and works o
in State X, The population and 'vrwsrnrﬂv s
panding steadily -~ especially = ha
route between ietropolis and mi
and laad values in this aren te
is no community or regionmal-size 19
lieves there is a greazc need for a te
his wealthy acquaintances - Irving s
Investor ("Ivan''), a professiocnal to
equity capitol necessary to fuad < PY
("Center). Sam firet consulted wi o d
Opportunity ("Al') whe agreed to be =

After selected the best a vacent trac
Gmer -~ and :btaining an opti 250,000, Sam ‘i'-?

narketing, eng , marketing study.
mated that rhe Cen;:er
on a regular bazis 150,
dollars per year. Thez oc
vhich would mean tha owne
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and net revurn of $105,000. S:
dollars per square foot - which wou . 4 L
to build and $250,G00 for the land fhe Center has a useliul 11X o years
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relinquish cxclusive
both Irving g
ypon sharin
conceived t ot e | --astor m — -
nominzl share of s hold o FRovacion Bl & | .
the sole general par: e e .

Howevar :
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Each would 3’18.-0 be 3:;:;;;:_ would remain
the same. This wzay ecac ntrel {as lers of the
general partner) and ve bt and to ty in their
separate capacities as tockholder of the general partner.
All agreed, end Al file limited partnership under the nams
retropolis Investors As i RE- o ertificate provides that neither
the death, dissoluticn, incompetency nor retiiement of anyﬂ of the partners will
dissolve the partnership. The name of the corporation is "XyzV.,

Al proceeded to negotiate the terms of a parmanent mortgage loan with
American Life Insurance Comp ("American'). l,'1973 American sub-
mitted a commnitment letter form as item nurber
14) offerlng a $750,000-30 with annual "additional
compensation’ payable to Am

e smount, if any, by which
OOC»—"hlcm.ver 1ls less,
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also contains a special co f closing, January 1,
1976--that leasess be exscut g ts: T1, T2 and T3,

and that the leases De approved and assigned to Americen as additional collateral.
The commitment also provides (in lier d the stundalc form) the
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following: ''Depesit as security £ a 5

refundable to you if and cnly if the loan shall close in ac

compitment, and shall be retained by us if for any reason the loan does not
close-~-$3,000.
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Lastly, Ameri
(no personal liehbi
desire to please &
respect. The commi
his signature that h=s
capacity as officer
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Al, on the strength
Loan Bank ("Bank') and
those above except that

o itmer

requirement. Copilcs of ie

American vhich approvad er ng on

the bottom of page 2 of A dard pre-
closed forr—-sce itemnm 15 1873 and the
construction 1oan cl te and
mortgage reflect the ter E“Ar and the
payment terms of the per: Iorms as
Items 8 and 5""“&XC°T’L- thast (l‘if't,'i.t to
accelerate)-—and contai "’_;t':’l} numbered
1 thru 8, eive f?qr -
aSSignmer goLgudgara
form of ALT:

an updated 1
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exist on the
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Subpart {(3):

PMW B.--Subpart (1):

date (Jﬁ;\gtv

1, 1976)~~will the ican be a legal invest-
ment? Piscuss the isswues fairly presented, :
¢ assuming the lozan is legal, is the cormitment binding
on American and enforceable by MIA and/or Bank? Exolain
briefly. If so, what revedies are available to HMIA and/
or Bank against American?

\ssuming that MIA
What remedies, 1f
and for what amoun

Subpart

Subpart (3):

Subpart (4):

PART Co S

loan
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Vhat are Ameri
ollowing
or security

MIA defav

Was Al Attorney's
originally that th
oT

is in default under the com nmitment,

any, doces American have, against whom,
t? Explain briefly.

advice sound: (&) in suggesting

ey either use a Subchapter S corporation

a partnership; (t) in suggesting they make XYZ
corporation the sole general partner? Explain briefly and
cite non-tax, as well as tax considerations.

Assuming that the limited partnership, MIA, is treated
~as such un'er the tax law, do any of the terms of the
note and/or mortgage suggest any tax problems for any cof
the partners. Explain briefly.

Do you anticipate any special tax problems for Irving
and Ivan on a later sale of the Center? Explain briefly.
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ship, ITA, is treatad as
l Irving's after-tax

ately)—--after the first
flyv-—and show c;:outation.

compensation" to American

and ag st vhom, in the event the
Februvary 1, 1976 (cite the relevant
section nunber--vhere relevent):

morigage.
(2) Part of ¢ defective work-
manship in not in accord with
3 3. P S l" b 5 :
the plans Arerican.
{(3) MIA obtains a from 2 different lender.
-~ RoENeS L
(4) T3 claims that INIA did a lousy job ceomstructing a ware-
houvg artached to the store (in violation of the lease).
A——to mollify T3-—azrces to a reduction in the rent.
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Default bv Leossor-~In
the praemises by emi
under the terms cof this
the lease by giving ap;

I taking of
by Lessor
n, terminate
ntenticn to
all damages
shall be
value of its loss
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do so. In the event of

shali Lelong to lessorg
entitlec to that port

On February 1, 2001, MMIa cides it needs additional working c al
and must dec1de whether to recinance the existing mortgage—-or, sell
the property to Owen who offers to lease it back for 23 years. The
amount of new mortgage payment and rental under the ground lease
would be approximately the same. Give a brief non-nathematical
explanation of which course of acticn will probably be most bemeficia
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