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Student No. __________________

Accounting 6110. UNC Charlotte.

Final Exam. December 12, 2006
[Standard instructions for taking the test are omitted in this 2-page version.]
Question 1. (20 Points) Please circle the letter for the correct answer for each of the three parts.
Then explain your answer for each part, including citations to supporting law.
		CPA Examination Questions on Organizing a Corporation


		Questions 1 through 3 are based on this information. 


		Lind and Post organized Ace Corp., which issued voting common stock with a FMV of $120,000. 


		They each transferred property in exchange for stock as follows:


			 

	 

	Adjusted

	 

	Percentage of

	
			Individuals
	Property

	Basis

	Fair Market Value

	Ace Stock Acquired

	
			Lind

	Building

	$40,000 

	$82,000 

	60%

	
			Post

	Land

	$5,000 

	$48,000 

	40%

	
		The building was subject to a $10,000 mortgage that was assumed by Ace. 


	1
	What amount of gain did Lind recognize on the exchange?


		a. $0    b. $10,000    c. $42,000    d. $52,000


	2

	What was Ace's basis in the building?


		a. $30,000    b. $40,000    c. $72,000    d. $82,000


	3

	What was Lind's basis in Ace stock?


		a. $82,000    b. $40,000    c. $30,000    d. $0



	


Question 2 – Stock Options.  Revenue Procedure 2006-31 (30 Points)
Please refer to the copy of Revenue Procedure 2006-31 which is provided with this test. This test question deals with Example 1 on the second page of that document. 
Please assume that the actual dollar amounts are $50,000 for the purchase price on July 10, 2006 and the value of the stock is $100,000 on that date. Employee is given the right to purchase (and does purchase) this stock for $50,000 on July 10, 2006. [There is a bargain element, so this cannot possibly be an incentive option.]
[Taxpayer expects that the value of the stock will be $300,000 on July 10, 2010. 
Taxpayer expects to hold the stock until July 10, 2015, when its value is expected to be $500,000. The stock will be sold on July 10, 2015.

Note: this information is assumed for purposes of this test question and is not part of the official document.]
Do not address any issues related to revoking an election
No Sec. 83(b) election

1. If no Sec. 83(b) election is made, what are the tax consequences for the employee on July 10, 2006?

2. If no Sec. 83(b) election is made, what are the tax consequences for the employee on July 10, 2010?
3. If no Sec. 83(b) election is made, what are the tax consequences for the employee on July 10, 2015?

Section 83(n) election is made.

4. If a Sec. 83(b) election is made, what are the tax consequences for the employee on July 10, 2006?

5. If a Sec. 83(b) election is made, what are the tax consequences for the employee on July 10, 2010?
Question 3. Penalties (25 Points)

Research Question. Penalties (A case involving Wing Kwan is provided for your reference)
Facts

You have just acquired a new tax client. You will be preparing the client’s tax returns for 2006. However, the client has just been notified that the IRS will audit tax returns filed for 2004 by the client.
Issues
The client is concerned about penalties that may be imposed by the IRS. You have learned that the client failed to keep records supporting the many of the amounts reported on the 2004 tax return. Please prepare a short explanation of penalties under sec. 6662.
1. Under what circumstances is the sec. 6662 accuracy related penalty applied where supporting records are inadequate.

2. How is the penalty computed?
3. How can the penalty be avoided

Question 4. (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#14)  Which one of the following types of itemized deductions is included in the category of unreimbursed expenses that is deductible only if the aggregate amount of such expenses exceeds 2% of the taxpayer's adjusted gross income? 

	a.
	Employee moving expenses
	b.
	Tax return preparation fees.

	c.
	Medical expenses
	d.
	Interest expense.


autonumout   (CPAN90#30) Joan Reed exchanged commercial real estate that she owned for other commercial real estate plus cash of $50,000. The following additional information pertains to this transaction: 

	Property given up by Reed 
	

	Fair market value 
	$500,000

	Adjusted basis 
	300,000

	Property received by Reed 
	

	Fair market value 
	450,000


What amount of gain should be recognized in Reed's income tax return? 

	a.
	$200,000
	b
	$100,000
	c.
	$ 50,000
	d.
	$0   


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


autonumout  Susie Quick filed her 2006 income tax return on February 15, 2007. She later discovered that she failed to take an exemption for her son on the 2006 tax return.  Otherwise, the tax return was correct. What is the latest date by which she may file a claim for refund for 2006?

	a.
	March 15, 2007
	b.
	April 15, 2007
	c. 
	February 15, 2010

	d.
	April 15, 2010
	e.
	April 15, 2013
	
	


autonumout  Taxpayer filed 2005 tax return on June 5, 2006, without requesting an extension. His total tax was $10,000 He had no withholding tax and he made no estimated tax payments. He paid $10,000 with return filed on June 5, 2006? What is the total amount of his failure to file and failure to pay penalties? 

	a.
	$500
	b.
	$550
	c.
	$1,000
	d.
	$1,100
	e.
	None of these


