R10-Chp-00-Introductory review problem

Basic Tax Questions.  Jane (single) started UNCC company on January 1, 2010, receiving 1,000 shares of stock in exchange for her investment in the corporation. Except as noted, there has been no sale or exchange of stock during the year. The following information is for the first year of operations. Each question is independent.
	Draft Balance Sheet 12-31-2010 ($000)
	Draft Income Statement-2010 ($000)

	Cash
	$320
	
	Revenue
	
	$900

	Accounts Receivable
	200
	
	Expenses
	
	

	Prepaid Expense
	80
	
	  Salary expense
	$430
	

	Total Current Assets
	
	$600
	  Depreciation expense
	100
	

	Property & equipment
	500
	
	  Interest expense
	30
	

	Accumulated Depreciation
	(100)
	400
	  Other expense
	140
	(700)

	Total Assets
	
	$1,000
	Net Income Before Income Tax
	
	$200

	Notes Payable to Bank (10%)
	300
	$300
	Beginning Retained Earnings
	
	$0

	Common Stock (1,000 shares)
	540
	
	  Net Income
	
	200

	Retained Earnings
	160
	700
	  Dividend
	
	(40)

	Debt & Stockholder's Equity
	
	$1,000
	Ending Retained Earnings
	
	$160


1.  Jane started the company on January 1, 2010. How much money did she invest in the company? 
Does the corporation include proceeds from sale of common stock in corporate gross income? [Sec. 61, 118, 1032]
2.  Assume for this question only that "other expense" was actually $340, causing net income to be zero.  
Would Jane include the "dividend" in her income on-form 1040? [Sec. 61, Reg. 1.61-1, 1.61-9, Sec. 301(c), 317(a), 316]
3.  The accountant forgot to record the federal income tax liability for 2010.  The company does not qualify for tax credits.
Compute the federal income tax liability, assuming there is no state corporate income tax? [Sec. 11, 162(a)(1), 168, 163]
 What is the revised balance in retained earnings? Total Debt?
4.  Does the company appear to be using the allowance method of accounting for bad debts?  Accts Receivable balance of $200,000 is a net amount (of Accts Receivable of $210,000 and Allowance for Uncollectible Accts of $10,000). 
Other expense of $140,000  includes bad debts expense of $30,000.  What is taxable income? [Sec. 166, 1.166-1]
Jane personally loans $30,000 to a friend and the note becomes uncollectible - Jane's deduction? [Sec. 166(d), 1211(b)]
5.  Jane is an employee (and CEO) of the company. Her salary was $100,000 for the year.  
How much gross income does Jane recognize from the C corp. for 2010? [Sec. 61, Reg. 1.61-2, Sec. 301(c), 317, 316]
Would your answer be different if dividend is a "stock dividend" -- paid to her in common stock, not cash? [Sec. 305]
6.  How much is Jane's income from the corp. for 2010, if it is an S corp.? [Sec. 61, Reg. 1.61-2, Sec. 1363, 1366, 1368(b)]
7.  Assume Jane loaned UNCC Co. $300,000 (not a bank loan). How is she taxed on the div. & interest income? 1(a),  1(h)
Would you advise Jane to receive both debt and equity when organizing the corporation?
8.  The property and equipment account includes land with a book value of $10,000 and a FMV of $13,000.  
Jane is considering taking that land from the C corporation as a dividend.

a.  How much income or gain will the corporation report on the distribution of this asset to Jane? [Sec. 311(b)]
b.  How much is Jane's dividend income (Form 1040) as a result of receiving this land? [Sec. 301(b)(1), 317, 1.301-1(a)]
c.  What is Jane's basis in the land received from the corporation? [Sec. 301(d)]
9.  Jan owns land worth $70,000, which is located next to her business. 

The business needs Jane's land in order to expand its parking lot.  

Jane believes her stock in the company has a FMV equal to its book value ($700 per share) shown above. 

She plans to invest the land in the business and will receive 100 additional shares of common stock. 

Jane's father bought the land in 2001 for $40,000. 

Jane inherited the land when it was worth $60,000 upon the death of her father on December 31, 2009.

a.  How much income did Jane report on her Form 1040 as a result of receiving the land as an inheritance? [Sec. 102]
b.  What is Jane's basis (cost) for the land? [Sec. 1014]
c.  Will Jane report a gain as a result of investing the land in exchange for common stock? [Sec. 61, 1001, 351(a)]
d.  Will the corporation report a gain on exchange of its stock for the land?  [Sec. 118, 1032]
e.  What will be the corporation's basis in the land received from Jane? [Sec. 362(a)]
f.  What will be Jane's basis in the additional common stock she receives? [Sec. 358(a)(1)]
g.  Provide any revised answers (above), assuming Jane's father gave her the land on Dec. 2, 2009. [Sec. 1015(a)]
h. Would answer to (c) be the same if she traded the land to IBM in exchange for IBM stock worth $70,000?
