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Student No. __________________

Accounting 6110. UNC Charlotte.

Mid-Term Exam. October 18, 2004
Do not put your name on any page of this test or on a page containing your answers. Instead, put you social security number on each page. The instructor will complete the grading and compute the grade, prior to knowing the name associated with each paper.

You may use the Code and Regs book for this test, but not your textbook. Start the answer to each question on a new page.  At the top of each page, give the question number, page number and your social security number.   If you use only one page for a question, number the paper: “Page 1 of 1.”  If an answer to a question requires two pages, use: “Page 1 of 2” and “Page 2 of 2.”  Etc. Legal pads are being provided. 

You should write so that your answer is easy to read and understand.  In general, you should use complete sentences, although lists, etc. are not required to be in complete sentences. A solution cannot be given full credit, unless it includes complete citations to supporting law.

Some questions require you to write a memo, explaining the tax law. Please do not restate the facts presented in the question.  Describe the tax issue, explain the applicable tax law, and present your conclusion, recommendation, etc.

Turn in both the test and your set of answers.

A note about the Tax Cases. The instructor recognizes that a Tax Court Summary Opinions is not to be used as precedent. However, these decisions do come from the Tax Court and are based on the Internal Revenue Code, Regulations, other court decisions, etc. Tax Court Summary decisions often involve only one tax issue, or a limited number of issues. This feature makes these cases ideal for class discussion and analysis, in contrast with many memo or regular decisions that may cover many different tax issues and may cover 100 pages or more. For these reasons, we use Tax Court Summary Opinions in our learning and testing activities while recognizing the limits on their use found in Section 7463. You may cite these cases on a test in this course.
There are seven questions on this test. 

Question 1.  (10 Points)

What are temporary regulations? What weight do they carry?
Question 2. (10 Points)

When are committee reports useful to the researcher?
Question 3. (10 Points)

May a taxpayer take his or her case directly to the Supreme Court? Explain.
Question 4. (10 Points)

Carol received a gift of stock from her favorite uncle.  The stock had a fair market value of $30,000 and a basis to her uncle of $10,000 just prior to the gift.

A. How much income does Carol report upon receipt of this gift from her uncle.

B. Assume Carol holds the stock for 2 years and sells it for $45,000.  What is her gain upon the sale of the stock?

Question 5. (15 Points)

Taxpayer has been living in a luxury apartment.  After enjoying considerable success in the stock market, taxpayer has decided to purchase a luxury home at a cost of $1,500,000.  Taxpayer will make a down payment of $200,000 and finance the balance of $1,300,000 with a 6% mortgage.

Requirement

She has asked you to write a memo explaining how to compute her deduction for mortgage interest, assuming she decides to make the purchase. (Do not restate the facts of this question)


Question 6. (20 Points)

 (You may refer to the Code and Regs for this case, as well as the case involving Anisa M. Owens, which is being provided with this test.)

Joe Executive is CEO of a local company.  He places a high value on the family atmosphere among his employees. He provides a number of company events where employees and their families get together to celebrate the success of the company. 

Joe is thinking of holding a year-end party to thank his employees for their devotion during the year. 
He is considering either of two types of awards at the party:
(1) He is considering giving a check in the amount of $100 to each of his 20 employees as “appreciation awards.”
(2) He is also considering giving a $400 “safety achievement award” to the employee that has been most active in their program for avoiding accidents on the job.
He will only make one of these types of awards: either a safety achievement award or 20 appreciation awards.

Requirement

He has asked you to write a memo explaining the tax treatment of such payments to employees. (Please address the tax treatment of the appreciation awards, and then address the tax treatment of the safety award. Describe the tax issue, explain the applicable tax law, and present your conclusion.  Limit your discussion to the tax impact on the employee(s). Do not address tax considerations for the employer. Do not restate the facts presented in the question.)

Question 7. (25 Points)

(You may refer to the book of Code and Regulations for this case, as well as the case involving Randall and Kay Ollett, which is being provided with this test.)

Sue Executive is the owner and CEO of a local company.  Sue has built the business to the point that she is able to reduce her personal work schedule to about 30 hours per week. She takes a salary of $150,000 from the company.
She and her husband enjoy playing golf and going to golf tournaments in their own motor home. She is aware that many golfers and golf fans like to dress in the latest golf fashions. She is considering going into business, selling a limited line of golf apparel. She and her husband would travel to golf tournaments as they have always done. She would set up a display of clothing on the day before the tournament. The next day, she and her husband would attend the tournament. At the conclusion of the tournament, she and her husband would again set up the clothing display for a few hours at a convenient roadside location, as the spectators leave the tournament.

She understands that operating such a business would enable her to deduct travel costs to the tournaments, as well as insurance and depreciation on the motor home, etc. She expects to incur losses for a few years, until golf fans get to know more about her and her line of clothing. Ultimately, she expects to be making a modest profit from this activity.

Requirement

Sue has asked you to write a memo explaining the tax treatment that will apply to her new business. 

(1) describe the general rule regarding a loss deduction for a side-line business, 
(2) explain the steps she can take to increase the likelihood that the IRS will allow her loss deductions and 
(3) identify the types of factors in this case that may weaken her case for a loss deduction in the early years.

