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Student No. __________________

Accounting 6110. UNC Charlotte.

Mid-Term Exam. October 26, 2009
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.
This test covers Federal Income Tax Law. You are not required to explain provisions of state or local income tax laws.

Please do not restate the facts presented in the question or the facts presented in a tax case, 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 five 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.



	
	Points
	Score

	Question 1.  SSTS
	10
	

	Question 2.  Income and exclusions
	20
	

	Question 3.  Exchange of property
	30
	

	Question 4.  Auto Expense
	20
	

	Question 5.  Gambling
	20
	

	Total
	100
	


Grading notes.


Question 1.  (10 Points)

According to SSTS No. 2, a tax return should be signed by a member only after reasonable effort has been made to answer all of the questions on the return that apply to the taxpayer. What are some of the reasonable grounds under which a member may sign a return as the preparer even though some of the pertinent questions remain unanswered?
Reasonable grounds for omitting an answer on a return include cases in which

1. the data are not readily available and are not significant to the determination of taxable income or loss or the resulting tax liability;

2. the taxpayer and the member are genuinely uncertain as to the meaning of the question on the return; or, 

3. an answer is voluminous; however, assurance should be given on the return that the data can be supplied upon request.

See page 20 of the text.

Notes:

+8 if person omitted the first item.

+5 only able to say that taxpayer may have lost the data (otherwise items above not provided.

+4 Did not address the question. Only explained procedures for preparing the return.

+8 if mentioned voluminous, but did not mention "not available."
Question 2.  (20 Points)

Your client’s aunt bought some land for $30,000 in 2005. On January 10, 2009, 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 held the land as an investment, and then sold the land for $55,000 on December 31, 2009. Your client also received $100,000 from a life insurance company as a result of the aunt’s death. 

Part 1. How much income does your client report as a result of receiving the life insurance proceeds? 
Zero.
Section 101(a) provides that gross income does not include amounts received under a life insurance contract if amount is received by reason of death.

Part 2. How much income does your client report as a result of receiving the land as an inheritance? 
Zero.

Section 102 Provides that gross income does not include amounts received as an inheritance.

Part 3A. How much income does your client report as a result of selling the land?  
Section 1014 provides that that the basis of inherited property is the FMV at date of death, which is $50,000.
Sec. 1001 provides that the gain from sale or other disposition of property is the excess of the amount realized over the basis.

Amount realized is 
$55,000

Basis is 
$50,000

Gain
$5,000

Part 3B. If income is reported for sale of the land, is it subject to the tax rate for ordinary income or the tax rate for long-term capital gain?

Section 1221 provides a list of the types of assets that are not capital assets. All other assets are capital assets. This land held as an investment is not excluded from the definition of capital assets, so it is a capital asset.

Section 1222(3) states that long-term capital gain is the gain from sale or exchange of a capital asset held over one year.

Section 1223(9) states that if property (1) is acquired from a decedent, (2) the basis of the property to the heir is determined under section 1014, and (3) the property is sold within one year after decedent's death, then the heir is treated as having held the asset over one year. 

Section 1(h) provides that the maximum tax rate on capital gains is 15% for this property.

This is a capital asset that is treated as being held over one year and the 15% rate is applicable, or a lower rate for a low income taxpayer.


Question 3.  (30 Points)
Lee, an individual who is not a dealer in real estate, owns a rental apartment house which has an adjusted basis in his hands of $500,000.  Lee's apartment house is subject to a mortgage of $150,000. 

Lee transfers the rental apartment house to Chan in exchange for another rental apartment house.
In the exchange, Lee receives $50,000 in cash and another apartment house with a fair market value on that date of $700,000,  and Chan assumes the $150,000 mortgage on Lee's property. 

Part 1.  Gain does Lee realizes on this exchange? (7 Points)
Section 1001 (a) provides that the gain realized is the excess of the amount realized over the basis.
Section 1001(b) provides that the amount realized includes money and FMV of other property received.

Section 1.1001-2 provides that amount realized from sale or exchange of property includes debt of the transferor that is discharged.

	FMV of Consideration Received
	 
	 

	  Like-Kind Property Received
	
	$700,000 
	 

	  Our Debt assumed by other party
	
	$150,000 
	 

	  Other Assets Received
	
	50,000 
	$900,000 

	Basis of Consideration Given
	
	 

	  Cost of Like-Kind property given
	?
	 

	  Accumulated Depreciation
	
	?
	 

	  Basis of Like-Kind property given
	500,000 
	 

	  Other Assets Given
	
	 
	 

	 
	
	
	
	500,000 

	 Gain Realized
	
	
	$400,000 


Part 2.  Gain does Lee recognizes on this exchange? (7 Points)
Section 1001 (c) provides that the gain realized is generally recognized.

Section 1031 (a) provides that no gain or loss is recognized on a exchange of property held for productive use or investment solely for like-kind property.

Section 1031 (b) provides that gain is recognized in a like-kind exchange to the extent of boot (cash and other property) received.
Section 1.1031(b)-1(c) provides that assumption of debt of a transferor is treated as other property being received by the transferor.

Lee received:

Cash
$50,000

Relief of debt
$150,000
Total boot received
$200,000

Part 3.  Basis in the rental apartment house received from Chan? (7 Points)
Section 1031(d). In a like-kind exchange, the basis of the property received shall be:
1. Basis of property given
$500,000

2. Less money received 
  (includes debt assumed by other party (1031(d)))
-200,000

3. Plus amount of gain recognized
+200,000
Basis of new Property
$500,000
Part 4.  How much gain does Lee recognize on this exchange, if the property given by Lee was subject to a mortgage of $100,000, which is assumed by Chan? All other facts of this question are unchanged. (7 Points)
This question has a serious typo, so it is omitted and everyone gets credit for it.


Question 4.  (20 Points)

Last week (March 2, 2009), you met with a new tax client who earns commissions of about $200,000 per year, but must travel extensively by auto to meet customers. You and the client discussed her needs in terms to tax return preparation and tax planning.  The client mentioned that she spends about $30,000 per year on business auto travel, and receives no reimbursement from her employer. She said that she probably ought to maintain records related to her auto expense. However, she is very busy and prefers to simply estimate those auto expenses at the end of the year. Please write a short memo to this client explaining the tax requirements related to documentation of auto expenses. You should explain the tax law applicable to business auto expense deductions, so that you client will know how to avoid problems associated with deductions for those expenses. You may use the case of Donald Deneselya as part of your research. An abbreviated version of the case is provided for you in a separate document.  You may cite the case in your answer and you may describe briefly the actions of the taxpayer and/or the findings of the court, but do not include an extensive amount of material from the Deneselya case. (Please support your answers with citations to supporting tax law.)
-4 for failure to mention regs, or listed property - answer was general. Did not list the types of information needed.

Not helpful

This is not about SSTS. Question asks about tax requirements.

-2 if student relies on the case for material, and does not cite code or regs related to auto expense.

-2 not correct to say the IRS needs to know.  Taxpayer needs to provide.

Question 5.  (20 Points)
One of your best clients recently informed you that he visited a new casino in the next county and found that he really likes to gamble.  He plans to spend his free time at the casino -- at the blackjack tables. He knows he is not very good at the game now, but he should be able to learn how to be successful after several trips to the casino. Accordingly, he expects to incur losses in the current year, but hopefully will find this to be a profitable activity in future years. Please explain the requirements he must meet to deduct gambling losses. An abbreviated version of the Janello S. Dunca case is provided for you in a separate document. You may cite the case in your answer and you may describe briefly the actions of the taxpayer and/or the findings of the court, but do not include an extensive amount of material from the Dunca case.
Do not restate the question above. Confine your answer to explaining the tax law applicable to deductions for gambling losses. Do not consider any provisions of the tax law applicable to hobbies. (Please support your answers with citations to supporting tax law.)

