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Final Examination

FEDERAL TAXATION

Mr. M. E. Johnson May 22, 1964

I
John Doe, a widower in his 50's, maintains a household for himself and his

unmarried 17-year-old daughter. His daughter was employed and received asalaryn-t
= during 1963, but Mr. Doe furnished more than half of her support. He was
employed at a salary of $4,500 during 1963. He also-r-ceiveR 50 dvidend from
stock in A Corporation. He paid out for allowable non-business deductions for 1963
the sum of $450.

(a) What is the amount of Mr. Doe's taxable income, assuming he
itemizes his deductions? (Show computations).

Is Mr. Doe a head of household for income tax purposes for 1963?

) Must his daughter file a return?

II

During the taxable year an accrual-basis builder constructed a large apart-
ment house for which he received $200,000 as payment in full. However, he guaran-
teed his work for 5 years after completion and is bound to make good for any
defects in the construction which may appear during that time.

Because of this
$200,000 in his income
over the next 5 years?

liability, may he fail to report a certain percentage of the
for the taxable year and prorate such amount not reported
Explain.

III

4r
I-

Vc) Depreciation on personal residence?

(d) Christmas gifts to employees in gambling establishment?

(e) Taxi fare to and from his business?

(f) Taxi fare to the doctor's office?

(g) Interest on mortgage on home?

(h) Country club dues?

I,

W1hich person(s) or organizations must report and pay any tax which may be
due in the following situations:

(a) An irrevocable 20-year trust receives $6,000 net income from
property held by it and, as required by the trust agreement,
distributes $900 each to A and B, the two individual bene-
ficiaries.

(b) A partnership composed of A and B, who share profits and
losses equally, realizes a net profit of $6,000.

Give answer and reasons.

IV

H separated from W under a written separation agreement by which he agreed
to make periodic payments. During 1963 he operated a gambling establishment along
with other activities. Which of the following items may H deduct for U. S. income
tax purposes:

(a) Periodic payments made to Wunder separation agreement?

(b) Rent paid on the gambling establishment?
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(i) Loss on sale of stock to his brother?

(j) Damage to home by lightning?

Give reasons for your answers,

Assume that a taxpayer has net income or loss as follows and that his taxable
yeri6 3:

1957 1958 1959 1960 1961 1962 1963

$8,000 $3,000 $12,000 loss $4,QOO $8,000 loss $2,000 $3,000

Assume that the taxpayer had no income or losses for years prior to 1957. Assume
further that no modifications are required to compute the carry-backs and carry-
overs of the 1959 and 1961 losses.

State the number of years over which losses may be prorated and compute the
amount of the carry-back and carry-over for each year and the net operating loss
deduction for each year.

VI

In 1941, A gave $50,000 to his son, B. He transferred $100,000 to T upon an
irrevocable trust for his wife for life, with remainder to his daughter, C; he
transferred $60,000 to a revocable trust for his grandchildren. In 1963, he made
exactly similar gifts.

Assume personal exemptions were $4,000 for 1941 and assume the tax bracket
for gifts in 1941 is now 50% and the bracket for 1963 is 57%. Compute A's gift tax
for 1963.

VII

The gross estate of D, a bachelor who died January 6, 1963, totals $1,000,000,
including $500,000 in insurance to S as beneficiary. All insurance was subject to
D's right to change beneficiaries and to surrender policies for cash. His debts
total $600,000. Administration expenses total $50,000; and property taxes which
accrued April 1, 1963, have been paid in the amount of $10,000.

Compute the amount of the taxable estate.

VIII

Mary and John Jones, residents of a community property State in which
have always lived, gave a parcel of realty to their son and daughter-in-la 'jjointl
as donees. The realty was purchased by them ten years ago for $10,000, accumuTated
out of the husband's earnings; its value on date of gift is $90,000. The Joneses
have made no prior gifts.

(a) Compute their taxable gift for 1963.

(b) What would be the result if the Joneses lived in a non-community

property state?

IX

A and B are brothers who open a bank account as joint tenants with iaght of
survivorship. Only A supolied money to the accountz A dies with-B surviving him,

Tris 0000in the joint bank account. Under state law B has title to althe
money through a vested right of survivorship, not through A.

How much, if any, of this $10,000 is includible in As estate for .federal tax
purposes?
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