R7-Chp-00-04-1-Mid-Term-Exam-2007.  Page 1 of 1

Student No. __________________

Accounting 6110. UNC Charlotte.

Mid-Term Exam. October 15, 2007
[Standard instructions for taking this test are omitted from this two-page version.
This has 90 points - adjusted upward to 100 points.]

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)

SSTS no. 6: Knowledge of Error: Return Preparation.
Please summarize your responsibilities under SSTS No. 6, if you learn that your client made an error in filing a federal income tax return for the preceding year.

Question 3. (20 Points)

Your client (John) expects to have net income from his unincorporated business of about $90,000 this year. When meeting with your client, the client disclosed to you that he became an avid gambler in the last half of 2007, having visited the casino just about every weekend during that period. During this period he won about $60,000, but also lost about $80,000 for an overall net loss of $20,000. Client files a joint return with his wife who does not have a paying job. Their only income is from the unincorporated business, and from gambling. They claim a dependency exemption for their son who is 10 years old. John has asked you whether his understanding regarding two areas of the tax law is correct.
1. His golfing buddy has told John that he should consider himself a professional gambler so he can deduct his entire gambling loss. Is that correct?

2. John understands that he will be able to claim a child credit, as he has done in the past. Is that correct?
When answering this question, you may use the court case for Mr. Mohammadpour, which is provided separately. Please keep in mind that Tax Court Summary opinions may not cover all relevant details and may not cite all of the relevant tax law.
Question 4. (20 Points) –Research Question. Condemnation of Property.
Clayton Corporation owns business realty that the county condemns on July 15, year 1. 
The county pays Clayton $400,000 for the property that has an allocated basis of $235,000.

1.  What are Clayton’s realized and recognized gain, assuming it does not replace the property?

2.
(a)
What is its recognized gain, assuming it spends $350,000 on replacement property?


(b)
What is its basis in the replacement property which is purchased for $350,000?

3.
(a)
What is its recognized gain, assuming it spends $500,000 on replacement property?


(b)
What is its basis in the replacement property which is purchased for $500,000?
(The facts and tax issues for this “memo” are presented above – please do not repeat them.

Address the first issue, providing your answer and the support for your answer from the Code and Regulations. When you have completed your answer for the first issue, proceed to the second issue (or set of issues), etc. You may assume that the corporation wishes to minimize its current taxable income.)

Question 5. (10 Points)

Short Questions- Please circle the letter of the best answer to each question, or give your answer if alternative choices are not provided. Then support your answer with an explanation and/or computation, along with appropriate citations to the Code or Regulations.
autonumout   A client inherited a vacation home in Canada. He is surprised to learn that his real estate property taxes in Canada will be $2,000 per year, but he enjoys vacationing there. He wants to know if he can claim an income tax deduction on his U.S. income tax return for the Canadian real estate tax. 

	a.
	Yes
	b.
	No


autonumout  Mary’s pre-school daughter was chosen as a model for children’s clothes and the child earned compensation of $4,000 in 2007. Will Mary and her husband be required to include this income of $4,000 on their joint return for 2007?                  

	a.
	Yes
	b.
	No


autonumout  You have just accepted a position with a CPA firm. During 2007, the firm reimbursed you a total of $400 for your dues paid to the American Institute of Certified Public Accountants and the North Carolina Association of CPAs. Should you include this payment of $400 in your income?
	a.
	Yes
	b.
	No


autonumout    Ryan, age 67, is single and retired. Ryan sold his principal residence for the net amount of $800,000 after all selling expenses on December 31, 2007. Ryan bought the house on January 1, 2007 and occupied it from that day until it was sold. On the date of sale, the house had a basis of $500,000. Ryan sold the house because his elderly parent had a stroke and Ryan found it necessary to move in with his parent so he could care for the parent, who must have care each day. How much of the gain is recognized by Ryan for 2007?

Question 6. (20 Points)

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

Joe Executive is owner and CEO of a successful local corporation. Joe became your new client last year and you prepared Joe’s 2006 personal federal income tax return based on information Joe provided to you. Joe’s return for 2006 included his salary of $100,000 in gross income, which was correct. 

Joe had received a gift of a farm from his grandfather in 2005. His grandfather had owned the land for about 60 years. Joe sold the land in 2006 for $80,000. Joe did not provide any information to you regarding the sale of land, and you were not aware of the sale. Therefore you prepared a return that did not include this sales transaction. The IRS has determined that the 2006 return is incorrect. The IRS has proposed an assessment of the additional income tax due on this return, as well as an accuracy related penalty.

You have determined that Joe’s basis was about $2,000 for the land. 
Joe recognizes that he will have to pay income tax on the gain. However, Joe objects to the penalty, because he said he tried to comply with the tax law, and was too busy to review the return before filing it. He says he simply forgot to tell you about the gain.
Requirement

1. Please explain the nature of the penalty being proposed by the IRS.

2. Please explain how a taxpayers can demonstrate that he or she should not be liable for the penalty
3. Please explain whether you think Joe will be able to avoid this penalty.
 (Do not restate the facts presented in the question, except as needed to present your answer.)

