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Student No. __________________

Accounting 6110. UNC Charlotte.

Final Exam. December 14, 2005
Do not put your name on any page of this test. Instead, put you student ID number on each page. The instructor will complete the grading and compute the grade, prior to knowing the name associated with each paper.

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, where applicable.

Please do not restate the facts presented in the question, except as needed to present your answer.  

There are six questions on this test. 

Please present your answer to each question in the space immediately below the question.

You are not required to use all of the space provided.

If you need more space, please continue your answer on the back side of the page. (Then if you need even more space, you may attach extra sheets – be sure and identify the question, etc. and include your ID no. on each page.)
Please provide complete answers, but do not go into excessive detail.

Question 1.  (10 Points)

Please describe three methods that may be used to start a research project. Provide a brief explanation of how you would use each method. (Assume you need to determine if a particular type of expenses is deductible.)
Question 2. (10 Points)

Describe the function of a citator in the tax research process.
Question 3. (10 Points)

Carl reported total income of $30,000 on his 2004 income tax return. However, he purposely omitted $40,000 of gross receipts that he collected in his small business. How long is the period in which the IRS may assess additional taxes for Carl?

Question 4. (20 Points)

	Matthew Brown was employed by Paychex, Inc. (Paychex), as an outside sales representative. Paychex provided payroll services to businesses. Matthew sought to bring in new customers to utilize the payroll services provided by Paychex. Matthew 's sales territory consisted of southeastern New Hampshire and northeastern Massachusetts. Matthew was responsible for 27 separate towns in this geographic area. 

Matthew drove his automobile to visit existing and potential customers. Matthew estimated the use of his automobile as approximately 20 percent personal and the remainder business. Matthew calculated his mileage expense by reviewing the odometer of his automobile and designating 80% of the miles driven as business miles. On his Federal income tax return, Matthew reported wages of $59,358 and claimed itemized deductions of $19,807 for employee business expenses.
Section 162(a) permits a deduction for the ordinary and necessary expenses paid or incurred during the taxable year in carrying on a trade or business. A trade or business includes the trade or business of being an employee. Expenses that are personal in nature are generally not allowed as deductions. Sec. 262(a). A taxpayer is required to maintain records sufficient to establish the amount of his income and deductions. Sec. 6001; sec. 1.6001-1(a), (e), Income Tax Regs. A taxpayer must substantiate his deductions by maintaining sufficient books and records to be entitled to a deduction under section 162(a). 

The IRS disallowed these deductions because the supporting records do not meet the standards required by the tax law. The IRS determined that petitioner is liable for the accuracy-related penalties under section 6662(a).  Please explain how to determine if the accuracy-related penalty applies in this case.


	Question 5. (30 Points) – Circular 230. Many accounting firms are adding a disclaimer to all email messages and other correspondence to clients. The disclaimer states that the communication may not be used by the taxpayer to avoid penalties imposed by the IRS. Please explain why these disclaimers are being used. (Instructor Note) A guest speaker had covered this material in class.


	
Question 6. (30 Points) – Split-off. Martha started an internet business in 2001, which was organized and operated as a corporation. S status has not been elected. She invested $1,000 to start the business and has allowed the corporation to finance its growth through retention of after-tax earnings. The corporation never incurs debt. The corporation has been very profitable by providing an innovative service that includes a very effective web search engine. A software program maintains a complete record of a customer’s searches and combines the results into a very useful report. Customers are very happy to pay to use this service. Martha gave 50% of the stock in the corporation to her son (Bubba) at the end of 2004.  The corporation had total assets of $400,000 and no debt at the end of 2004.  On January 1, 2005, the corporation invested its excess cash of $200,000 in new equipment to be used to operate an internet gambling venture. Bubba is morally opposed to the internet gambling, but wants to continue to work as an executive in the web search business. Martha wishes to divide the corporate assets, so that Bubba can have ownership of the internet search business assets with Martha owning the internet gambling business assets. After separation, each business will have assets of $200,000.
1. What income (if any) will be recognized by the corporation and by Bubba if the corporation distributes the search engine business assets (FMV of $200,000 and book value of $150,000) to Bubba in redemption of all of his stock (he owns 50% of the outstanding stock)? (The distribution will not be reduced as a result of corporate tax if any from this transaction). Support your answers with appropriate citations.
2. Please explain how their objectives can be met with a split-off. How much income (if any) will be reported by all parties involved? What will be the basis amount of assets received by all parties? Support your answers with appropriate citations.
Instructor Note: the class had prepared a research memo on this topic.


