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Student No. __________________

Accounting 6110. UNC Charlotte.

Mid-Term Exam. October 20, 2008
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.

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

A note about the Tax Cases. The instructor recognizes that a Tax Court Summary Opinion 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 memorandum 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 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, you can continue your answer on the back of the page– be sure and identify the question, etc.

You could write for days on these questions, providing very detailed answers. 

Please provide complete answers, but do not go into excessive detail.


Question 1.  (10 Points)

In the field of tax planning, what is the difference between a closed transaction and an open transaction?
Question 2. (10 Points). You client is preparing an income tax return for his son. Your client’s son enlisted in the military and served for all of 2008 in Iraq. Your client wishes to know if there are special tax rules for reporting income earned from the military by his son in 2008.
Question 3. (20 Points). Your client (John) has provided information for you to prepare his income tax return for 2008. In 2008, your client made several trips to a casino where he won about $5,000 and lost about $10,000, for a net loss of $5,000. He has read that you can deduct gambling losses to the extent of gambling winnings,  so he asked you to simply ignore his gambling activities and omit the transactions from his tax return. Please write an explanation for your files, containing the advice you will give to John. Include supporting citations. Do not address any penalty issues.
Question 4. (20 Points) 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.
Assume Clayton Corporation immediately spends $350,000 on replacement property.

(a)
What is its recognized gain?

(b)
What is its basis in the replacement property?

3.
Assume Clayton Corporation immediately spends $500,000 on replacement property.


(a)
What is its recognized gain?


(b)
What is its basis in the replacement property?
(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. Then address the second issue in the same manner, etc.
Question 5. (10 Points). Short Questions- Support your answer with an explanation and/or computation, along with appropriate citations to the Code or Regulations.
autonumout   Your client paid the following taxes in 2008: 
(1) North Carolina Income Taxes of $5,000, 
(2) property taxes on home of $2,000, 
(3) state sales taxes of $1,000 and 

(4) gasoline taxes for family auto of $500.
What is the total amount of taxes you should deduct on the 2008 return?

autonumout  An employer provides medical and hospitalization insurance coverage for your client and her family at a cost of $4,800 for coverage for the client. How much income does your client report as a result of this coverage?                  

	
autonumout  Your client’s aunt bought some land for $30,000 in 2001. In 2008, the aunt died leaving the land to your client. The land was worth $50,000 on the date of the aunt’s death. Your client also received $35,000 from a life insurance company as a result of the aunt’s death. How much income does your client report from the transactions. What is your client’s basis in the land?


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, 2008. Ryan bought the house on December 31, 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 2008?

Question 6. (20 Points). (You may refer to the Code and Regs for this case, as well as the case involving Daniel and Ruth Gomez, which is being provided with this test.)  Joe Executive is owner and CEO of a successful local corporation. Joe became your new client in 2008 and you are gathering information in order to prepare Joe’s 2008 personal federal income tax return.  Joe’s records are not very complete. He estimates that he gave about $500 per month to his church and to other charities. He has suggested that you deduct $6,000 for charity based on his best estimate
Requirement

1. Please explain the requirements of the Internal Revenue Code on the use of estimates when preparing this income tax return with this issue.

2. Please explain the “general” requirements of Statements on Standards for Tax Services no. 4 on the use of estimates when preparing income tax returns.

3. Please explain the requirements of Statements on Standards for Tax Services no. 4 on the use of estimates when preparing income tax returns.
