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Number 3 (Estimated time—25 to 40 minutes) May-1995
Question Number 3 consists of 28 items. Select the best answer for each item. Reliant Corp., an accrual basis calendar-year C corporation, filed its 2004 federal income tax return on March 15, 2005. 
(Dates increased by 10 years. Contains a few instructor notes regarding changes in tax law, etc.)
Required:

The following two responses are required for each of the Items 85 through 90.

a. Determine the amount of Reliant's 2004 Schedule M-1 adjustment. 
b. Indicate if the adjustment: A increases, B decreases, or C has no effect, on Reliant's 2004 taxable income. 
	85.
	Reliant's disbursements included reimbursed employees' expenses in 2004 for travel of $100,000, and business meals of $30,000. The reimbursed expenses met the conditions of deductibility and were properly substanti​ated under an accountable plan. The reim​bursement was not treated as employee compensation.

	86.
	Reliant's books expensed $7,000 in 2004 for the term life insurance premiums on the corporate officers. Reliant was the policy owner and beneficiary.

	87.
	Reliant's books indicated an $18,000 state franchise tax expense for 2004. Estimated state tax payments for 2004 were $15,000.

	88.
	Book depreciation on computers for 2004 was $10,000. These computers, which cost $50,000, were placed in service on January 2, 2003. Tax depreciation used MACRS with the half-year convention. No election was made to expense part of the computer cost or to use a straight-line method or the alternative depreciation system. [Omit this question]

	89.
	For 2004, Reliant's books showed a $4,000 short-term capital gain distribution from a mutual fund corporation and a $5,000 loss on the sale of Retro stock that was purchased in 2002. The stock was an investment in an unrelated corporation. There were no other 2004 gains or losses and no loss carryovers from prior years.

	90.
	Reliant's 2004 taxable income before the charitable contribution and the dividends received deductions was $500,000. Reliant's books expensed $15,000 in board-of-director authorized charitable contributions that were paid on January 5, 2005. Charitable contributions paid and expensed during 2004 were $35,000. All charitable contributions were properly substantiated. There were no net operating losses or charitable contribu​tions that were carried forward.


Required:

c. For Items 91 through 95: indicate if the expenses are (F) fully deductible, (P) partially deductible, or (N) nondeductible for regular tax purposes on Reliant's 2004 federal income tax return. 
	91.
	Reliant purchased theater tickets for its out of town clients. The performances took place after Reliant's substantial and bona fide business negotiations with its clients. 

	92.
	Reliant accrued advertising expenses to promote a new product line. Ten percent of the new product line remained in ending inventory. 

	93.
	Reliant incurred interest expense on a loan to purchase municipal bonds. 

	94.
	Reliant paid a penalty for the underpayment of 2003 estimated taxes. 

	95.
	On December 9, 2004, Reliant's board of directors voted to pay a $500 bonus to each non-stockholder employee for 2004. The bonuses were paid on February 3, 2005.



Required:

d. For Items 96 through 100, indicate if the following items are (F) fully taxable, (P)partially taxable, or (N) nontaxable for regular tax purposes on Reliant's 2004 federal income tax return. All transactions occurred during 2004. 
Items 96 and 97 are based on the following:

Reliant filed an amended federal income tax return for 2002 and received a refund that included both the overpayment of the federal taxes and interest.

	96.
	The portion of Reliant's refund that repre​sented the overpayment of the 2002 federal taxes.

	97.
	The portion of Reliant's refund that is attrib​utable to the interest on the overpayment of federal taxes.

	98.
	Reliant received dividend income from a mutual fund that solely invests in municipal bonds.

	99.
	Reliant, the lessor, benefitted from the capi​tal improvements made to its property by the lessee in 2004. The lease agreement is for one year ending December 31, 2004, and provides for a reduction in rental payments by the lessee in exchange for the improve​ments.

	100.
	Reliant collected the proceeds on the term life insurance policy on the life of a debtor who was not a shareholder. The policy was assigned to Reliant as collateral security for the debt. The proceeds exceeded the amount of the debt.


Required:

e. For Items 101 through 105, indicate if the following (I) increase, (D) decrease, or (N) have no effect on Reliant's 2004 alternative mini​mum taxable income (AMTI) prior to the adjusted current earnings adjustment (ACE). 

	101.
	Reliant used the 70% dividends-received deduction for regular tax purposes.

	102.
	Reliant received interest from a state's general obligation bonds.

	103.
	Reliant used MACRS depreciation on seven ​year personal property placed into service January 3, 2004, for regular tax purposes. No expense or depreciation election was made.

	104.
	Depreciation on nonresidential real property placed into service on January 3, 2004, was under the general MACRS depreciation sys​tem for regular tax purposes.
(Instructor note: The tax law has changed since this questions was asked in 1995.)

	105.
	Reliant had only cash charitable contribu​tions for 2004.


Required:

f. For Items 106 through 112, indicate if the statement is true (T) or false (F) regarding Reliant's compliance with tax procedures, tax credits and the alternative minimum tax..

	116.
	Reliant's exemption for alternative mini​mum tax is reduced by 20% of the excess of the alternative minimum taxable income over $150,000.

	107.
	The statute of limitations on Reliant's fraud​ulent 2000 federal income tax return expires six years after the filing date of the return.

	108.
	The statute of limitations on Reliant's 2001 federal income tax return, which omitted 30% of gross receipts, expires 2 years after the filing date of the return.

	109.
	The targeted job tax credit may be combined with other business credits to form part of Reliant's general business credit. [Edit Change: make this welfare-to-work credit]

	110.
	Reliant incurred qualifying expenditures to remove existing access barriers at the place of employment in 2004. As a small business, Reliant qualifies for the disabled access credit.

	111.
	Reliant's tax preparer, a CPA firm, may use the 2004 corporate tax return information to prepare corporate officers' tax returns with​out the consent of the corporation.

	112.
	Reliant must file an amended return for 2004 within 1 year of the filing date.


