Memo Assignment for November 10, 2014. Accounting 6110- UNC Charlotte

Karen and Ken received their MACC Degrees from UNC Charlotte in 2006. Later that year they were married. After working in public accounting for a few years, they each accepted positions with companies that had been their clients.
Karen accepted a position with HugeCo as Chief Financial Officer. HugeCo granted to Karen an 
Incentive Stock Option (ISO) that meets the requirements of Sec. 421 and Sec. 422.
	1-2-08
	Karen received the ISO which gives her the right to buy 1,000 shares at $10 per share. 
The stock can be exercised in the 5-year period following the grant.

	1-2-08
	HugeCo stock was selling for $10 per share.

	1-2-09
	Karen exercises the ISO for 1,000 shares, when the stock price is $20 per share.

	2014
	Karen will sell the stock in 2014, when she expects it will be worth $100 per share. 


Ken accepted the position of CFO at Big-Co. Ken has a non-qualified stock option
	1-2-08
	Ken received a non-qualified option from his employer that entitles him to purchase 1,000 shares of stock in the company for $10 per share during the 5-year period starting on 1-2-09.

	1-2-08
	The stock is worth $10 per share, and the options are not traded in the market.

	1-2-09
	Ken purchased 1,000 shares, when shares had a FMV of $14 per share.

	1-2-10
	Ken is not allowed to sell the stock (other than back to the company at his cost of $10 per share) before 1-2-10. Assume the stock will be worth $19 per share on 1-2-10.
If Ken leaves the company before 1-2-10, he must sell the stock to the company at his cost.

	1-2-14
	Ken hopes to be able to sell the stock for $25 per share on 1-2-14.


Karen and Ken have met with you and asked various questions about the tax treatment of these transactions involving stock options. They are interested in learning about the tax law applicable at both the individual and the corporate level.

Please write a tax research memo to file. Later you will use the file memo as a basis for writing a less technical letter to Karen and Ken. (They did not specialize in tax in the MACC program.)
You may assume that the current federal tax law applicable to these transactions has not been changed (and will not be changed) during the period covered by this memo.
This memo assignment involves answering a number of questions, so its organization will be a little different from the organization of your past memos. Please organize your memo as indicated below.
	Part 1.
	Begin with a statement of facts (You may copy the material above if you wish.)
You may also add an introductory paragraph, if you wish.

	Part 2.
	Please answer the following questions for Karen.
For each question, provide an answer and then provide the support for that answer including citation and any further explanation that may be needed.

	2a.
	Karen receives the option in 2008. What is the tax impact (for Karen and her employer)?

	2b.
	Karen exercised the option in 2009. What is the tax impact (for Karen and her employer)?

	2c.
	Karen sells the stock in 2014. What is the tax impact (for Karen and her employer)?

	2d.
	Is Karen allowed to make an election under Sec. 83(b)? Please explain.

	2e.
	Does the Alternative Minimum Tax apply to any of these transactions? If so, explain.

	Part 3a. 
	Ken receives the option in 2008. What is the tax impact (for Ken and his employer)?

	3b.
	Ken exercised the option in 2009. What is the tax impact (for Ken and his employer)?

	3c.
	Restrictions lapse of in 2010.  What is the tax impact (for Ken and his employer)?

	3d.
	Ken sells the stock in 2014. What is the tax impact (for Ken and his employer)?

	3e.
	Is Ken allowed to make an election under Sec. 83(b)? Please explain.

	3f.
	Does the Alternative Minimum Tax apply to any of these transactions? If so, explain.


Note to Students. Please have a friend or co-worker read your memo and provide feedback on its quality (before submission). No memo should have: (1) misspelled words, (2) poor grammar, (3) sentences that are difficult to read and understand, (4) missing, incomplete or incorrect answers to the questions presented above, (5) missing or incorrect citations to legal sources, etc. Of course, none should have incorrect statements or faulty tax advice.
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