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This exam will represent sixty percent (60%) of your final grade.  The test will be graded based on 100 points.  The test has eight multiple -choice questions, each worth 5 points.  The remainder of the exam consists of four questions, each worth 20 points.  You are required to answer the eight multiple-choice questions (questions 1-8) and answer three of the remaining four questions (questions 9-12), Please do not answer more than the required number of remainder questions.  In the event that you do, your answers to questions 9-11 will be graded.
You may use the Selected Federal Taxation Statutes and Regulations (any edition) text.  Your text may include your margin notes.  No temporary or “post-it” style notes in your text will be permitted.  You may bring and use a calculator.  A copy of  Revenue Procedure 2016-55 is attached to your exam.  No other resource is permitted.  
Kindly utilize either the School’s Electronic Blue Book system or the hardcopy Blue Books, or both, to work up your answers.  If you are submitting an Electronic Blue Book and use the hard copy Blue Book as well, please remember to include your exam ID# on the hardcopy Blue Book and submit it to the proctor when you complete the exam. 
The test is to be completed by students on an individual basis (no collaboration is permitted).  You have 3 hours in which to complete the test.  For the non-multiple choice questions, please be sure to cite the applicable provision of the Internal Revenue Code, Treasury Regulation or other authority to support the position you are taking for answers and reasoning for the exam.

Good Luck!



MULTIPLE CHOICE QUESTIONS -1-8 (answer all eight)
1. Delores runs a small country store as a sole proprietor in picturesque Bethlehem, Connecticut.  Now that she is entering into the golden years of her life, she decides to sell certain of her assets to Peter, newly arrived from New York City and wanting to live the simple life.  Assume Delores sells the following assets:

t.   An old-fashioned soda fountain used to prepare beverages in the store
u.  Twenty large cases of candy bars
v.  The historic building housing the store and the land it sits upon that is used in the business
w. Delores’ personal residence on another parcel of property in town.
x.  An original painting that Delores painted in 1999 that hangs in the store.
y.  Amounts due to the store due to credit extended by Delores to her customers
z. Goodwill from the sale of the business

Which of the above are capital assets?
a. none of them
b. t, w, x, z
c. w, z
d. w, x, y, z

2. Kim’s “cottage” in the mountains was damaged by uncontrolled wildfires in 2017.  Kim’s basis in the cottage was $1,100,000 and its fair market value before the fire was $2,000,000.  When the fires died out, the cottage was worth only $1,600,000.  Kim is reimbursed by $100,000 by her insurance company for the damage and she spends $250,000 to make repairs on the property.  Kim’s AGI for 2017 (an “off-year”) was only $1,000,000.  What is Kim’s casualty loss deduction, if any?

a. $199,900
b. $400,000
c. $50,000
d. None

3. Ned, who is single, purchases a home in Florida for $200,000.  Eighteen months after the purchase, he sells the residence for $600,000 because he obtained a job 277 miles away in Georgia.  Which of the following is true?

a. Ned recognizes $187,500 of gain on the sale of the home
b. Ned recognizes $212,500 of gain on the sale of the home
c. Ned recognizes $150,000 of gain on the sale of the home
d. Ned recognizes $400,000 of gain on the sale of the home
4. Kate owns and operates a successful daycare in New Boston, New Hampshire.  In 2014, she purchased a van to transport 5 and 6 year olds to kindergarten.  In 2017, when the van had an adjusted basis of $5,000 and a value of $10,000, it was stolen.  Assuming Kate had no other property transactions during 2017, what is the character and amount of loss recognized by Kate in 2017?

a. $10,000 long-term capital loss
b. $10,000 ordinary loss
c. $5,000 long-term capital loss
d. $5,000 ordinary loss

5. Bill, a local veterinarian, owns an 1818 farmhouse in the outskirts of Concord, New Hampshire with a fair market value of $300,000 and an adjusted basis in Bill’s hands of $275,000.  As his practice grows and he hires four journeymen veterinarians to work for him, he decides to upgrade and build the house of his dreams on 100 acres in nearby Hopkinton, New Hampshire.  Cletus, the current owner of the undeveloped 100 acres in Hopkinton, which is valued at $250,000, agrees to exchange the undeveloped land for the 1818 farmhouse.  To equalize the exchange, Cletus also agrees to give Bill $50,000 in cash.  What is Bill’s amount recognized on the exchange?

a. $0
b. $25,000 gain
c. $50,000 gain
d. $50,000 loss

6. Which of the following payments would be characterized as alimony for tax purposes?

a.  A $5,000 yearly payment required to be made by George to Barbara for five years or until Barbara’s death pursuant to a final divorce decree while George and Barbara still live in the same house.
b.  A $5,000 yearly payment required to be made by George to Barbara for five years or until Barbara’s death pursuant to a temporary separation order after George has moved out of their marital home.
c. A $5,000 yearly payment required to be made by George to Barbara for five years or until Barbara’s death pursuant to a final divorce decree order after George has moved out of their marital home under a divorce decree that states that the payments are not alimony.
d. A $5,000 yearly payment required to be made by George to Barbara for five years or until Barbara’s death pursuant to a temporary separation agreement after George has moved out of their marital home paid for by George with a beautiful amethyst brooch worth $5,000.
7. Sarah owns a large undeveloped tract of land in Coos County, New Hampshire which has a basis of $100,000  On January 1 of Year 1, Sarah sells the land to Caleb for $400,000.  Caleb paid Sarah $100,000 at closing and $100,000 per year in Years 2 through 4 (plus a market rate of interest on the unpaid balance).  
How much gain from the sale of the land does Sarah recognize in years one and two combined?

a. $150,000
b. $125,000
c. $200,000
d. None of the above


8. In 2011, Owen gifted Shadyacre to Bridget, a parcel of land valued at $80,000.  At the time of the transfer,  Owen’s basis in Shadyacre was $100,000.  In 2017, Bridget sold Shadyacre for $90,000.  
What are the tax consequences to Bridget?

a. Bridget recognizes a gain of $10,000 in 2017.
b. Bridget recognizes a loss of $10,000 in 2017.
c. Bridget must report $80,000 of income in 2011.
d. None of the above.

REMAINDER QUESTIONS 9-12 (Answer only three of four)

9.  Discuss the deductibility of the following attorney’s fees paid and indicate whether they would be above or below the line deductions:

a. $10,000 incurred by Hugh in connection with a suit against his employer for age discrimination
b. $1,500 incurred by Hugh to collect past due rent from his tenant, James
c. $8,000 incurred by Jeff in connection with a suit against Hugh for assault and battery; $15,000 incurred by Hugh to defend against the assault and battery charge
d. $6,000 incurred by Hugh to collect back child support.
e. $6,000 incurred by Hugh to collect unpaid alimony
f. $10,000 paid to a lawyer for (1) tax advice on the deductibility of his legal fees and (2) to draft formation documents for Hugh’s new limited liability company


10.   Christophe Von Watts, a fashion designer, decides to make to create a new fabric that will be more comfortable than a cotton-spandex blend, warmer than wool, softer than silk, and more breathable than the finest cotton.  Discuss the deductibility of the following expenses incurred by Christophe during 2017:

a. $150,00 to conduct consumer survey to determine the preferences of potential customers
b. $50,000 to acquire a new machine to be used in connection with research and experimentation activities
c. $100,000 to develop the revolutionary new fabric
d. $25,000 to determine whether the fabric causes an allergic reaction
e. $35,000 to develop alternative fabrics with different colors and properties
f. $50,000 of the development of graphic and package designs for the sale of the fabric

11. Amy is a doctor who shrewdly invests her hard-earned income.  She had the following transactions in 2017: 

a. Amy sold a parcel of land for $110,000.  She had bought the land ten years ago for $20,000.
b. Amy sold penny stock for $20,000 that she had purchased ten months earlier for $100,000.
c. Amy sold her collection of fine wines for $46,000.  Amy had purchased the wines during various time during the period of 2004-2010 for a total purchase price of $6,000.
d. Amy sold depreciable real property for $350,000 that she held for seven years.  Her original basis was $340,000 but she had taken $40,000 in depreciation deductions that were not recaptured under section 1250.
e. Amy sold Amazon, Inc. stock for $100,000 that she had purchased for $40,000 eleven months earlier.
f. Amy had $90,000 of long term capital loss carryover.

Please calculate the net long term and net short term capital loss resulting from the above transactions and, if a net gain results, determine the maximum tax rate applicable to the net gains.  Assume that Amy is single and earns well over $2,000,000 per year in wages that are subject to ordinary income tax rates.



12.   Mary is single and lives in a one-bedroom luxury condominium on the waterfront in Portsmouth, New Hampshire.  She is a cash method taxpayer. Mary is a singer-songwriter and performs at local high-end restaurants, bars, and smaller venues.  Mary was paid $100,000 in fees in 2017.  In addition to the $100,000, she earned $5,000 at the Crow’s Nest, a small establishment, but she directed the owner to send the money directly to the bank to help pay off the principal on the mortgage on her condo, which he did so on October 1, 2017.   Mary uses the living room in her condo exclusively as a home office where she practices her music for several hours daily.  The only furniture in the living room is a storage area for her instruments, a chair for her to sit on, a small table, a stereo system, and recording equipment.  The living room takes up 50% of her condo.   In 2017, she paid $3,000 in utility expenses, $6,000 in property taxes, $6,000 in mortgage interest payments, $2,000 in property and casualty insurance on the condo.  Mary also paid $5,000 for a new guitar which she began using immediately in her performances.  Finally, Mary sold some old recording equipment for $5,000.  She had originally paid $4,000 for the equipment but her current basis in the property is $0 due to depreciation deductions.
Applying only the facts above and assuming Mary uses the cash method of accounting, and also assume that Mary has chosen not to take a depreciation deduction for the home office even if eligible, what is Mary’s gross income and adjusted gross income for 2017?  What is the character of gain or loss, if any, on the sale of the recording equipment?

THE END
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