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Student No. __________________

Accounting 6110. UNC Charlotte.

Mid-Term Exam. October 12, 2005
Question 1.  (10 Points)

As a tax bill proceeds through Congress, various committee reports are generated. 

A. List three Committee Reports that are typically prepared.
B. When are these reports useful?

Question 2. (10 Points)

The IRS issues numerous pronouncements. Name four that are most important in conducting Federal tax research.
Question 3. (10 Points)

1. Where are regular Tax Court decisions published? 

2. Illustrate the elements of both a temporary and a permanent regular Tax Court citation. 
For both the temporary and the permanent citation, explain what each part of the citation means. 
(You may use the name of John Doe in the hypothetical citations used in your answer.)
Question 4. (10 Points) Research Question. Casualty Losses (Similar to Research Memo assigned earlier)

Taxpayers purchased a large building lot at the beach in 1992 and built some rental apartments on the land. Unfortunately, the recent hurricane completely destroyed the apartments.
	Cost of land in 1992
	$200,000

	Construction cost of building in 1992
	$800,000

	Total cost of land and building in 1992
	$1,000,000

	Depreciation claimed (40-year life) since 1992
	$240,000

	Adjusted basis in building at time of flood
	$560,000

	FMV of building immediately before flood
	$500,000

	FMV of building immediately after flood
	$0

	FMV of land (current value)
	$200,000


The value of the apartments had declined in recent years because they did not meet the tougher building codes that went into effect in 2000. Investors now avoid buying buildings that are not built to withstand higher wind speeds, as required under the new building codes. Also, property insurance rates have increased dramatically for older buildings. Taxpayers decided to take their chances, so they discontinued insurance coverage a couple of years ago. This means the loss is not covered by any insurance.  Taxpayers plan to rebuild the apartments at a construction cost of $1,100,000. 

Requirement

Please explain how this loss will be reported on their tax return for the current year, and explain how the basis of the new apartments will be determined. Do not restate the facts, except as needed to present your solution. (Ignore the possible option related to a presidentially declared disaster area.)

Question 5. (30 Points)
Multiple Choice Questions- Please circle the letter of the best answer to each question. Then support your answer with an explanation and/or computation, along with appropriate citations to the Code or Regulations.
autonumout   (CPAN88#10)  Which one of the following types of allowable deductions can be claimed as a deduction in arriving at adjusted gross income of an employee? 

	a.
	Unreimbursed business expenses.
	b.
	Personal casualty losses.

	c.
	Charitable contributions.
	d.
	Alimony payments.


autonumout  (CPA May, 1995) Which items are subject to the phase out of the amount of certain itemized deductions that may be claimed by high-income individuals?                   

	a.
	Charitable contributions.
	b.
	Medical costs.

	c.
	Nonbusiness casualty losses.
	d.
	Investment interest deductions.


autonumout  (CPAN93#30) Which itemized deduction is included in the category of unreimbursed expenses that are deductible only to the extent that the aggregate amount of such expenses exceeds 2% of the tax​payer's adjusted gross income? 

	a.
	Tax return preparation fee.  
	b.
	Medical expense.

	c.
	Employee moving expense. 
	d.
	Interest expense.


autonumout  Sue owns farm land that was given to her by her father, when it had a FMV of $400,000. Sue’s father had paid $100,000 for the land. It is now worth $500,000. Sue trades the land for IBM stock worth $450,000 and cash of $50,000. What is Sue’s realized and recognized gain or loss?
	
	Realized Gain
	Recognized Gain 

	a.
	$100,000
	$50,000

	b.
	$400,000
	$50,000

	c.
	$400,000
	$400,000

	d.
	$500,000
	$500,000


autonumout   (IRS-2004) Which of the following property exchanges does not qualify as a like-kind exchange? 

	a.
	Exchange of city property for farm property

	b.
	Exchange of partnership interests

	c.
	Exchange of improved property for unimproved property

	d.
	Exchange of an ownership in real estate for a thirty year lease in real estate


autonumout    [CPA-Nov.92-Mod] Ryan, age 57, is single with no dependents. This year Ryan's principal residence was sold for the net amount of $500,000 after all selling expenses. Ryan bought the house in 1993 and occupied it until sold. On the date of sale, the house had a basis of $180,000. Ryan does not intend to buy another residence. What is Ryan’s recognized gain on sale of the residence?

	a.
	$320,000
	b
	$255,000  
	c.
	$ 70,000
	d.
	$0


Note: due to concerns about the amount of time that students may need to complete this test, questions 7,  8, 9 and 10 are being omitted and all students will get full credit for No. 7, No. 8, No. 9  and No. 10.

Question 6. (20 Points)  (You may refer to the Code and Regs for this case, as well as the case involving Jimmie L. Clemmons, which is being provided with this test.)

Joe Executive is owner and CEO of a very successful local corporation. Joe receives a salary of $200,000 per year and this is quite adequate for the lifestyle of his family. Joe and his wife file a joint return. They do not have other income, and their only deductions (other than any that you may advise) consist of home mortgage interest, residential real estate taxes, North Carolina income taxes and charitable contributions.

Their children are grown and gone, so Joe and his wife now have more time for recreation.  Earlier this year, Joe and his wife traveled to a mountain gambling resort.  Joe began this adventure with luck. On their first trip, Joe won $10,000. This led Joe to conclude that this could be fun and profitable. Unfortunately, they have come away with net losses each weekend since that lucky weekend. They have actually lost a total of $25,000. Joes barber assures him that gambling losses are fully deductible. Joe gave you a call because he wants to make sure he has good tax advice.
Requirement

Joe has asked you to write a memo explaining the tax treatment of his gambling winnings and losses. Joe practiced as a patent attorney before starting this company. As an attorney, he expects you to support your conclusions and recommendations with appropriate citations.

(Do not restate the facts presented in the question, except as needed to present your answer.)

