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SUMMARY NOTES

PASS KEY
EVENT INCOME BASIS
Taxable = FMV FMV
Non-taxable = N-0O-NE A.B (NBV)

Nothing changed
Nothing happened

N— 7

FORMATION
A. CORPORATION TAX CONSEQUENCES
1. No Gain or Loss Recognized (Nontaxable Event)

There is no gain or loss recognized when the corporation issues stock in exchange for property in

the following transactions: 1) formation, 2) purchase of treasury stock, and 3) resale of treasury
stock.

EAA | Ao RTT (ACKROEGI 2 ETe) (2B L THEEZE®T 5 2 L1320,
2. Basis of Property (Corporation Receives)
Q: HEEEDEABITO basis [TV BICHZDM?

KBBTIZvo> HEN (BAERE) BEOHEHELTZIOEAOKRROAEZIELTYL
B LV REORE (BB S HERITE) T, BRSO DI OZ]RT 7 = v

TRREZ D!
The basis of the property received from the transferor/shareholder is the greater of:
UTFDOWFRNRENIED,
a. Adjusted basis (NBV) of the property : shareholders @
EEM D E FE D adjusted basis (NBV)
b. Liability assumed by the corporation.
BRG] & 2T A DOeHE

FRELISN O MR E ORI (RFlzSimulation) Tix, LAF® THHE 2H0WT, HEEEDE
AMilcDbasisz %45, [Simulation #10 Released 2006] TZ D 8% — o ORERE %217 9,

Adjusted basis (NBV) of property transferred: S/H
+ Gain recognized by S/H
Corporation’s basis of property received
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B. SHAREHOLDER TAX CONSEQUENCES

1. No
Q:

Gain or Loss Recognized (Nontaxable Event)

HEMNEHBTRE gain/loss DELEIXNL SITHEZOM?

|#ER - FAUL—IL GEADERS : HHE = [RAIFEERY)| : Sec.351 DEHE TR THEL TS

E =l

B (property) % & T 5 O & AU A TS L2k, JRAL. 20884 — U585

L7y (B ORI RICH Y IEX S 5), ¥ Service H& I TP,

( mgsE !Shareholders will not recognize gain or loss if the following conditions have been met:

a. 80% Control (must existimmediately after the transaction).

Q% (“property”) Z & L% (%) MHEEHICZOEAZOLRE (control =
voting AND nonvoting stock ?®80%LL L& FTA) LTW5Z &,
K TWIEET—ERLUADET, 80%DFHRICHSDIHER bE FiLD,

No Boot is Received by the shareholder.
BWaHET 20 ERMIIOEDENDOKRDOLEZTE L TWDH &,

The following items will trigger gain recognition:

Q:

@)

)

XE (control) DEHZHELTLEIDIZ, BYMEHE LI gain 2BHTH0E?

Property subject to (excess) liability
Al & EpEE I LT, liability assumed by corporation (f&#5ak%%H) >A.B. (NBV) of

contributed property (X HEEBENERH DIGFEICEIZDEE) Ler%E. T OB
T OWT, gain Z ik L2 1Lide 7wy,

Boot received (cash / non-money boot )

ZDIENDKRELISL D D (cash / non-money boot 3% €.0.D. % [x<) %358 b?”:*ﬁkili

Z O Tgain 25k L2 by, i3 Sgain O (capital vs. ordinary) |

HE LB ORIEIC L > TR D, 728, loss 22OV T L, [AIFEE DR & [FEEIC
TIRERk S L7y (JERTE RV OTHE,

2. Basis of Stock (To Shareholder)

Q:

a.

b.

& LK Dbasis (T HICHDDM?
Cash—Amount contributed

Services—Fair market value (and taxable to shareholder) S¢HEHOHEY HE L [F L !

Property—Adjusted basis (NBV)
JEAI, HE L7 & EDadjusted basis (NBV) %3] & k<,

< Liabilities>
Q: AEFZEELHEL-BAOHKDbasisELr< Bl:t;éomw
A& EEAHE L TEACEDABEFIE 2T TH b BAITE, BUG Lakko

basis DFIHE L, FAICBIEZITTE L ABRODEES (%ﬁﬁ.lﬁﬁ. C.0.D.) 7=,
B4 %, % Excess liability KR T (ThIE gain HTACEFHRVDTERE!

Gain recognized : Excess liability — The amount of liabilities assumed by corporation that
exceeds the adjusted basis of contributed properties generates gain.

B & B PE A H¥ L T liability assumed by corporation (%5 %.k%%H : €.0.D.) > A.B.
(NBV) of contributed property (% HEEENEIDH 2 G EIITEOEEHE) L2556, £
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DOFBIEER T OV T, gain 2385k L2 i id7e 5720, gain 2386k LIRFL 2 = T 720 7207,
o basis (ZEM L, F0fER, D basis iZb x5 ¥ rickhsd, ZoHEIZ. KXo
basis X~ A T ADEICR LWL T ET2OOHETH D, FiDFARERXDOE 2 HiFEFE

BREDOZH L [F L !
BB LI=#%R D basis Z5tE S
Adjusted basis (NBV) of contributed property %3iB72 T Excess Liability 127 %
{ — Liability assumed by corporation AESIAHIBET S,
+ Gain recognized
Shareholder’s basis of stock HrH9L0!

F&&  MBL-#%KXD basis DHELORA U !

-+ Cash contributed by shareholder

HE L7 Ble 0 &40

+ FMV of services rendered by shareholder in exchange for interest
= AR L TR L Ml (HE L —EuR) O

—+ Adjusted basis (NBV) of property contributed
H& L7=&PED adjusted basis — J5HIl Nontaxable event .. adjusted basis (NBV) % 5| & k<",

( — Liabilities contributed by shareholder and assumed by corporation
NEN] ICH&EZ T Th b ot AR (=EBRbRE)

.{ — Cash received / Non-money boot received
ZHE LT DEANOKRKLS D D

+ Gain recognized < (1) Excess liability or (2) Cash /[ Non-money boot received

<HKEDOHZE/ 2 —>>

or / and - BENESAEEHA LB

or S ARV, gain Z—UEEER L 72V
- Excess liab. DIKEDBEMESEEZHE LIIGE:

- cash / non-money boot #ZfE L 1-1B4&:
— %28 L 7= boot ® FMV O #ill T gain 238+ %,

— gain Z38#k D (—basis iFv A F ADIEITAR D 27201 D)

¥ loss 1T —HIREF L 72 vy,

(ffi) /= M Fr—oBlit (p4-5) < HREOHMHE (L) < AEEEOLRH (p.1-14) OJEIZ,
K VEHRENHEIND EWVWZ D,

5-5
© 2009 DeVry/Becker Educational Development Corp. All rights reserved.



Becker CPA Review — Regulation Review

Topic 5
MULTIPLE CHOICE QUESTIONS (1-3)

1.

FACTS: Gearty and Olinto organized The Pink Dress Corp., which issued voting common stock with a
fair market value of $240,000. They each transferred property in exchange for stock as follows:

Fair- Percentage of
Adjusted market The Pink Dress Corp.
Property basis value stock acquired
Gearty Building $80,000 $164,000 60%
Olinto Land $10,000 $ 96,000 40%

The building was subject to a $20,000 mortgage that was assumed by the Pink Dress Corp.

What was The Pink Dress Corp.'s basis in the building?

1. $60,000

2. $80,000

3. $144,000

4. $104,000

2.

SAME FACTS:

What was Gearty's basis in The Pink Dress Corp. stock?
1. $164,000

2. $80,000

3. $60,000

4. $0

3.

SAME FACTS:

What amount of gain did Gearty recognize on the exchange?
1. $0

2. $20,000

3. $84,000

4. $104,000
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1. Solution: Choice 2 is correct.

The Pink Dress Corp.'s basis in the building is the same as Gearty's basis immediately prior to its contrition
to the corporation.

Choice 1 is incorrect. The Pink Dress Corp.'s basis in the building is computed separately from any debt that
it assumes related to the building.

Choice 3 is incorrect. The Pink Dress Corp. uses Gearty's basis, not the building's fair market value, as its
basis. Furthermore, the debt assumed by The Pink Dress Corp. does not affect the basis of the building to
The Pink Dress Corp.

Choice 4 is incorrect. The Pink Dress Corp. uses Gearty's basis, not the building's fair market value, as its
basis.

2. Solution: Choice 3 is correct.

Gearty computes his basis as the basis of property and cash (none here) contributed, less the amount of any
debt he is relieved of. Here he contributes property with an adjusted basis of $80,000, but the $20,000 debt
he is relieved of must be subtracted, resulting in a net basis of $60,000. This can also be thought of as
giving Gearty a basis equivalent to the amount of equity he had in the contributed building.

Choice 1 is incorrect. The basis of Gearty's stock is based on his basis in the contributed property, not its
fair market value.

Choice 2 is incorrect. Gearty must subtract the $20,000 of debt he is relieved of from his $80,000 basis in
the property to arrive at his basis in the stock.

Choice 4 is incorrect. Because Gearty contributed property with a basis above zero, his basis in the stock is
greater than zero.

3. Solution: Choice 1is correct.

The formation of a corporation under these circumstances is a hontaxable event. Thus, Gearty would report
zero gain upon the formation of the corporation.

Choices 2, 3, and 4 are incorrect. Because the formation of this corporation is a nontaxable event, no gain
or loss would be reported by Gearty.
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SIMULATION #10 Released 2006

SIMULATION #10 I%. Becker COURSE DISC Simulation RIZ#8#sh T b4t D T,

N

welcome

Exar
Final Exams {CBT) Saftware.

Click en the Tutorial button to

for an axam.

T quit, click an the Exit button

2010 Edion 1 565078

Regulation Released Simulation - May 2006

B rutedal O Exit

Simulations | Regulation

Time Remaining
0 hours 3% minutes

| [ R

2]
Copy Paste | Calculstor]  Sheet Spit Horiz| St Vert Done

Situation Resuurcesl 0 Gain/Basis l [ Balance Sheet l m Cummumcatmn} M Research / Authoritative Literature

In the following simulation, you will be asked various questions regarding tax consequences of contributing assets to a newly formed corporation. You may use the
content in the Information Tabs to complete the tasks in the Work Tabs

Information Tabs:
Directiors |Resources

oo

Fic. 1

Go through each of the Information Tabs to familiarize yourself with the simulation content
The Resources tab will contain information. including formulas and definitions. that may help you to

complete the tasks

Your simulation may have more Information Tabs than those shown in Fig. 1

Work Tabs:

[Tl Gain/Basis I M Depraciation | i Communication

0o o000

FIG.Z

Work Tabs. to the right of the Information Tabs. contain the tasks for you to complete

Weork Tabs contain directions for completing each task - be sure to read these directions carefully
The tab names in Fig. 2 are for illustration only - yours may differ
Once you complete any part of a task. the pencil for that tab will be shaded (see Communichtion in Fig. 2)
The shaded pencil does NOT indicate that you have completed the entire task

You must complete all of the tasks in the Werk Tabs to receive full credit

Research/Authoritative Literature Tab:

) Ressaich / Authortative Literature |

Note:

Fie 2

This tab contains both the Research task and the Autharitative Literature
Detailed instructions for completing the Research task, and for using the Authoritative Literature. appear on this tab
You may use the Authoritative Literature as a resource for completing other tasks

If you belisve you have encountered a software malfunction, report it to the test center staff immediately
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[ 12]2]
n
B

E Sheet

Regulation Released Simulation - May 2006 Time Remaining EE

0 hours 38 minutes

3

Paste

Split Hotiz

Split ert

B,

Done

Copy

Directions Resourcesl m Gam.-'Elasisl 1 Balance Sheet\ m Cummunicationl M Research / Autharitative Literaturel

Jones, Mitchell, Carey , and Gorman are knowledgeable about landscape design. They have decided to
pool their knowledge and resources to form Arrington Enterprises, Inc., a C corporation. They will provide
professional services to area businesses and homeowners. All participants expect to work full time for
Arrington Enterprises, and each expects to contribute sufficient assets to become a 25% shareholder with a
total stock equity of $50,000 each.

In addition to the skills that each brings to the new entity, the owners will contribute assets that will enhance
the company’s ability to provide quality technical design and planning services. These assets include a
building, land, lawn care equipment, office furniture and equipment, and cash for initial operating expenses.

The table below shows the assets contributed by each shareholder. In all cases, the liabilities are recourse
and are assumed by Arrington Enterprises, Inc. There are no tax avoidance purposes inherent in the

assumption of shareholder liabilities.

Shareholder Contributions to Arrington Enterprises, Inc.

Noncash
Property Liability Basis in
Contributed associated noncash Cash Cash
(Estimated with property property contributed distributed to
Shareholder EMV) contributed Shareholder
Jones 120,000 60,000 100,000 0 10,000
Mitchell 80,000 50,000 40,000 20,000 0
Carey 40,000 20,000 20,000 30,000 0
Gorman 70,000 0 50,000 0 20,000

¢

Directions l Situation

Regulation Released Simulation - May 2006

Time Remaining
0 hours 37 minutes

-
£

Copy

e

Paste Calculstor

[ 12]E]
n

B
Sheet

Split Horiz

Split Wert

R,

Done

m Gain-‘Easisl 1 Balance Sheetl m Cummunicaiiunl M Research / Authoritative Literaturel

Spreadsheet Operators and Functions

Spreadsheet Operators
Spreadsheet Functicns
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Directions Situatinn} Resources

@ Regulation Released Simulation - May 2006

m Balance Sheetl 1] Cnmmunicaiiunl M Research / Authoritative Literaturel

Time Remaining EE
0 hours 37 minutes

gl

Paste

Copy

Calculator

Sheet

&

Solution

Split Horiz

Split Wert

N,

Done

For the following two shareholders in Arrington Enterprises, Inc., determine the gain realized, gain

recognized, and tax basis of the shares. Record your answers in the shaded cells in the table below. If the
value of a cell is zero, you must enter a zero (0) to receive credit for your answer. Note: To use a formula in
the spreadsheet, it must be preceded by an equal sign; e.g., = Al + B1.

A B C
. . Gain Tax basis in
Gain realized .
recognized shares
Jones
2 | carey
Solution : Gain/Basis TAB
A B C
. . Gain Tax basis in
Gain realized .
recognized shares
Jones 20,000 10,000 40,000
2 | carey 20,000 0 30,000

PLF T, 4 AOKREIZOWTFE#E LTV,

Gain Realized

Rule: The realized gain is calculated as the fair market value of the property contributed for value in the
corporation less the shareholder's basis of that property.
% Mitchell K & Careyk : & L7=HA&ICITZE b2 b & ABRITHEAE L TRV D T,
& adjusted basis (NBV) OZ4E T, realized gain / loss %759 %,

HE L7=BimDOFMV

Jones Mitchell Carey Gorman
FMV of Property 120,000 80,000 40,000 70,000
Basis of Property (100,000) (40,000) (20,000) (50,000)
Realized Gain 20,000 40,000 20,000 20,000

(BIfE)

Jones Mitchell Carey Gorman
FMV of Stock 50,000 50,000 50,000 50,000
C.0.D. 60,000 50,000 20,000 0
Cash Received 10,000 0 0 20,000
Cash Contributed 0 (20,000) (30,000) 0
Basis of Property (100,000) (40,000) (20,000) (50,000)
Realized Gain 20,000 40,000 20,000 20,000
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[ Gain Recognized]

Rule (1) Excess Liability : When property contributed is subject to a liability and liabilities exceed adjusted
basis of contributed property, the excess amount is taxable gain to the shareholder.

AfEfF & G pE & & L T liability assumed by corporation ({& ay,ﬁ[ﬁ?ﬁﬁ) >A.B. (NBV) of contributed
property (% HEEENERHIBEICIEIZOEHE) L5546, TOBBEIIZONT, gain % i%q#
L2RTHITR B2,

Rule (2) Boot Received (cash / non-money boot) : The recognized gain is the gain that is reported
(recognized) on the tax return of the taxpayer. If there is realized gain and boot (cash / non-money boot)
received, gain may be recognized, but only to the extent of the boot. If there is no boot received, no gain is
recognized for tax purposes.

ZOENDOKERLIS O D (cash / non-money boot 3% €.0.D. %
gain Z#ak L2 T ud e 5700,

%) B UIRER, £ OFET

Jones Mitchell Carey Gorman
Realized Gain 20,000 40,000 20,000 20,000
Cash Received 10,000 0 0 20,000
—Deferred Gain 10,000 40,000 20,000 0
=Recognized Gain [A]10,000 [B]O [C]O [D]20,000
[A] Jones recognized $10,000 gain and defer $10,000 gain.
JonesKiE, $60,000DAEfT X EEA HE L%@ﬁ%’%?ﬁ)\ 2B EZITTHHoTWDA, BIEOFHE L

& TRH#LE4 (boot) DZFE] L ITbiLizvy, #E- T, Hr

Do ¥ EUGLToHRADFE R, wWihb [53#iE48 (boot) D5

ZfH L 7-314:$10,000 % LR E L Cgain %3
fH] L LT#HbhD,

< Realized Gain $20,000
FMV of Boot Received $10,000

[B] Mitchell recognized $0 gain and defer $40,000 gain.

[C] Carey recognized $0 gain and defer $20,000 gain.

Mitchell ik & CareyKid, ZDiEANDOKKROH % TG L T2 DT, Excess liability DIREEIZ 722 & 7o i 41U,
—4) gainZF8ik L 72\, 3% HhdDbasis % 715 3 5 2 CExcess liability & 72 22> & 5 2303435 |

[D] Gorman recognized $20,000 gain.

Gormanikid, 5fH L 7-814:$20,000% LR & L Coain 25877 5.

[Tax Basis in Shares|

Remember, the transfer of property is generally is a non-taxable event, which means that the basis is the
adjusted basis (net book value) to the shareholder. [Note: In neither of these cases did the debt exceed the
basis of the contributed property, so there was no taxable boot stemming from the debt relief.]

Jones Mitchell Carey Gorman

+ Cash contributed 0 20,000 30,000 50,000
+ A.B.(NBV) of property contributed 100,000 40,000 20,000 0
— Liabilities assumed by corp.(boot) (60,000) (50,000) (20,000) 0
—Cash received (boot) (10,000) \ 0 0 (20,000)
+ Gain recognized [A]10,000 \ [B]O [C]O [D]20,000

Tax basis in shares 40,000 | \ \10,000 30,000 50,000
[A] 568 L 7= B4 D 4:%5$10,000,

A v p : s )
[B1&[C] Excess liability OIRHE L 1372 57220, W& L =4 D basis Z51H T 000 0Gormant [
[D] 48 L 7= 8l4: 0 4:41$20,000, %38 T Excess Liability (275 % f:gﬁ%)%mgmglg o0

0 ESHAHRT B, __ |20 0 O property O
5-36 oooo
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[ J2]E]
o |

Sheet

B

Paste

Directiunsl Situation Resuurceesl ! Gain/Basis| M Balance Sheat 1] Cummunicatmlﬂ M Research / Autharitative Literaturel

Complete the Arrington Enterprises, Inc. balance sheet at formation by entering the correct values in each of
the shaded cells in the balance sheet column of the table below. Also, enter the tax basis of each item in the
shaded cells of the tax basis column below. If the value of a cell is zero, you must enter zero (0) to receive
credit for your answer. Note: To use a formula in the spreadsheet, it must be preceded by an equal sign; e.g.,
=A1l + B1.

Split Horiz

Split Wert

[

Solution

I,

Done

Requlation Released Simulation - May 2006 Time Remaining EE
0 hours 36 minutes

Copy

Calculator

A B C
1 Balance Sheet at Formation and Corporate Tax Basis in Property
2
3 Balance sheet Tax basis
4 | cash
5 | Property contributed by :
6 Jones
7 Mitchell 40,000
8 Carey
9 Gorman 70,000
10 Total assets 0 0
11 | Liabilities -
12 | stockholders’ Equity 200,000 -
13 Total liabilities and stockholder’s equity 0 -
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Solution : Balance Sheet TAB

A B C
1 Balance Sheet at Formation and Corporate Tax Basis in Property
2
3 Balance sheet Tax basis
4 | cash 20,000 20,000
5 Property contributed by :
6 Jones 120,000 110,000
7 Mitchell 80,000 40,000
8 Carey 40,000 20,000
9 Gorman 70,000 70,000
10 Total assets 330,000 260,000
11 | Liabilities 130,000 -
12 | stockholders’ Equity 200,000 -
13 Total liabilities and stockholder’s equity 330,000 -

Rule: As discussed in the Financial and Regulation textbooks and presented in the lectures, GAAP financial
statements generally record the assets and liabilities at their Fair Market Values (i.e., Einancials use Fair
Market Value).

WBE L BADIRE L) 13, ®E - Alf 2T OFMV TR LT 5,

[Cells B4 and C4: Cash|

Jones $  (10,000)
Mitchell 20,000
Carey 30,000
Gorman (20,000)

Total Cash  $ 20,000

For the cash contributed, the Balance Sheet amount and the Tax Basis are the SAME.
BTN TIL, IBE Eogt L& S BiE Eobasis #IZF U,

|Cel| B6-9: Balance Sheet of Property from Jones, Mitchell, Carey, Gorman|

The facts provide that Jones, Mitchell, Carey, Gorman transferred property with a fair market value of
$120,000, $80,000, $40,000, $70,000. 3 Situation TAB £ Y, &% OFMV % #5535 7217 |

[Cell B11: Liabilities on the Balance Sheet|

Jones $ 60,000
Mitchell 50,000
Carey 20,000
Gorman 0

Total Liabilities $ 130,000

The facts provide that the liabilities were "assumed by Arrington Enterprises, Inc.”
EADNGIE T AEOeEEZ a5,
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Cell B12: Stockholders' Equity on the Balance Sheet (GIVEN, but detail provided)

Jones $ 50,000
Mitchell 50,000
Carey 50,000
Gorman 50,000

Total S/E $ 200,000

The facts provide that each shareholder contributed "sufficient assets to become a 25% shareholder with

a total stock equity of $50,000 each."

[Cell C6: Tax Basis of Property from Jones|

The facts provide that Jones transferred property with a tax basis of $100,000 and that the corporation had
to pay Jones $10,000 to complete the transfer. The tax basis to the corporation would, therefore, be equal to
the $100,000 adjusted basis (NBV) value of the property (No Tax on Transfer means use Net Book Value)
plus the $10,000 gain recognized by Jones or a tax basis for the corporation of $110,000.

A.B. (NBV) of property transferred : S/H 100,000
+ Gain recognized by S/H 10,000
Corporation’s basis of property received 110,000

— JRHIB[EHk< !
<~ Gain/Basis TAB L 1

Cell C7: Tax Basis of Property from Mitchell (GIVEN, but detail provided)

The facts provide that Mitchell transferred property with a tax basis of $40,000 and that Mitchell also paid the

corporation $20,000 in cash.

A.B. (NBV) of property transferred : S/H 40,000
+ Gain recognized by S/H 0
Corporation’s basis of property received 40,000

[Cell C8: Tax Basis of Property from Careyl

— JFHIG =k < !
< Gain/Basis TAB L

The facts provide that Carey transferred property with a tax basis of $20,000 and that Carey also paid the

corporation $30,000 in cash.

A.B. (NBV) of property transferred : S/H 20,000
+ Gain recognized by S/H 0
Corporation’s basis of property received 20,000

— JFRHIS K<
< Gain/Basis TAB &L ¥

Cell C9: Tax Basis of Property from Gorman (GIVEN, but detail provided)

The facts provide that Gorman transferred property with a net book value (tax basis) of $50,000 and that the

corporation had to pay Gorman $20,000 to complete the transfer.

A.B. (NBV) of property transferred : S/H 50,000
+ Gain recognized by S/H 20,000
Corporation’s basis of property received 70,000

— JRHIS| EAHE <!
< Gain/Basis TAB L Y

X KBERTI-vs> BIA (AERE) SEOHEHELTEDEADKRDAERMELTNS] &
WS BRE ORI (— R IERIT B Tl BHERNOTE DICSRT 7 = v 7 TR 5 |
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Paste

Split Horiz

&

Solution

Split ert

R,

Dione

@ Regulation Released Simulation - May 2006 Time Remaining

0 hours 35 minutes
Copy

H
Sheet

D\rectlonﬂ Sltuatm|1] Resources I ! Gain/Basis I ! Balance Sheet M Research / Authoritative L\teraturel

Your client received the following notice from the Internal Revenue Service and sent it to you, asking for your
assistance. As your client’'s CPA, write a letter to your client explaining the significance of the notice and
telling them what information you need to respond to the IRS.

Department of the Treasury Date of Notice: June. 13, 2004
Internal Revenue Service Form: 1040 Tax Period: Dec. 31, 2003

Fred Gorman
24 Evergreen Place
Anytown, USA

WE CHANGED THE INCOME REPORTED ON YOUR TAX RETURN
YOU HAVE AN AMOUNT DUE

We changed your 2003 return. As a result of these changes, you owe $38 of additional tax,
penalties, and interest. You reported a 2002 state income tax refund of $670. Our records
indicate that this refund should be reported as $760. If you think we made a mistake, please
reply to this letter no later than July 13, 2004.

Type your communication in the response area below the horizontal line using the word processor provided.

REMINDER: Your response will be graded for both technical content and writing skills. Technical content will
be evaluated for information that is helpful to the intended reader and clearly relevant to the issue. Writing
skills will be evaluated for development, organization, and the appropriate expression of ideas in

professional correspondence. Use a standard business memo or letter format with a clear beginning, middle,
and end. Do not convey information in the form of a table, bullet point list, or other abbreviated presentation.

Memorandum

Tao: Arrington Enterprises, Inc.
Subject: Motice of "Amount Due” from IRS

XU—Y AEZ2DOT, FHRE2HZTCEDOEFFICLTWET, #EHMBIL, 2004/6/13T7 !
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Solution : Communication TAB

Memorandum

To: Arrington Enterprises, Inc.
Subject: Notice of "Amount Due" from IRS

Thank you very much for forwarding me notice you received from the IRS dated June 13, 2004, and
relating to the tax year 2003. Any notice received from the Internal Revenue Service should be given
high priority by the taxpayer and should be addressed immediately. | will need some help from you,
as | did not prepare your 2002 or 2003 income tax returns.

According to the notice, the IRS believes your filed 2003 income tax return reported an incorrect
amount of income from your 2002 state tax refund, and the notice indicates you owe an additional
amount of $38 in tax, penalties, and interest for the 2003 tax year. It appears that there may have
been a transposition error on the filed return, as the amount reported is $670 and the amount the IRS
expected to see was $760. However, | have no way of knowing if the IRS is correct until | have some
supporting documents from you.

Please deliver to me the 1099 received in 2003 for the 2002 state tax refund, a copy of both your 2002
federal and state income tax returns, and a copy of your 2003 federal income tax return. If | find that the
actual refund should have been reported as $760 (as the IRS has indicated), | will advise you to
send the IRS its $38 by the due date of July 13, 2004. If, however, | find that the actual refund was
reported correctly as $670, you will send no money, and | will write the IRS a detailed letter (with
supporting documentation) explaining that they appear to have made a mistake and requesting
that they remove the charges for taxes, interest, and penalties from your year 2003 account.

Of course, time is of the essence, as a response is required by July 13. Therefore, | would sincerely
appreciate your attending to this matter as soon as possible, but no later than July 3, 2004, to allow me
time to draft a letter, if necessary, and to allow time for the letter (or payment, should that be necessary) to
arrive at the IRS.

If you have any additional questions, please do not hesitate to contact me.

Sincerely yours,

TOPIC : TH&EEDEIEIZET 2 « HERIUC E 2R E ] 12k DXz 20T

- BEFEMNGT 4R

QEMICFEHEN TV BEERNENEENE D> 1EHRTS (L LIZ CPATHD AINHERT D)

OBEERNFICFAET A, K IRSIGRET 2 MEIT 2L . REBEE, EHFEL T LT 4 %
XthH, RIBETERWGES, TNEVAETOIEREZORLZREH LV X —% IRSIZHEMNT 5, @
FNZFEHE SR E TITIRE Liswn & | BB IRSMOFEREZRDI- LD LB XN D,

- <fARIERE LT> FRAIEICOWTORMA

AEBEE CRWIBIEE) 2% L C Failure to Pay (Late Payment) Penalty : fE##F 2 B4 5 SHI 428
MEOND, 612, YFEHEZOREHENSEMNT 2 E TOHMIZOWTIERFLENHRE SN D,
IRS T OIE b3, REPFE L& bh o> HA L, BIMNMOIERFLE - ~2F T 458
FHELTLEI LD, HONRXSEEID D,
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l ! Gam.-'Elasisl ! Balance Sheet} ! Cummunicalionl (I Research / Authoritative Literature ‘I

TION

Step 1 - Research Question

Arrington Enterprises. Inc. incurred $15.000 of start up expenses. What code section and subsection provides guidance for making an election
to deduct a portion of the $15.000 incurred. and amortize the balance equally over 180 months?

[+ pacii ) Home ]

Table of Contents

7 Authoritative Literature

Step 2 - Search
History | Search Result | Advanced Search | Help

Search: SEARCH ALL ' B SEARCHVITHIN I

Uniform CPA Examination Authoritative
Literature

To access Authoritative Literature:

Click on Table of Contents folders at left to locate and open
appropriate documents

CR

Perform a search for a particular topic by entering text in the text
box above.Z Use the buttons to the right and the links above the
text box to perform more detailed or advanced searches.

Step 3 - Answer

There are currently no
choices avallable because
no document has been
selected. Use the pane to
the left to navigate to a
document that has choices

Solution : Research TAB

Keywords: Start-up expenditures
Section 195, Subsection (b)
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Topic 1 Individual Tax 10 Summary NoteO O OO0 00000000 O0O0OO0ODOOCOO0OOOOOODOO

®)

4

Q: MBLEHLLWMEBEED basis XLV BIZHDZDM?
RIRE PE O BAHIAAD & . fFRICFEFRIE D IEX 57z gain (deferred gain) %%
Bo(wAFRA) THZLTEHEESND,

Divorced Property Settlements — Lump sum payments/property settlements are non-
taxable events. The recipient spouse's basis is the carryover basis, and there is no
allowable alimony adjustment.

Q: BIBDOMROMESEICKYZEL-BEODbasis FW BIZHEZDH?

BERE DR DO NBMPED B TITb IR S, ZEEIFRHPERR ChH 5, -~ MESEIC
F O ZE LU EEDDasis %, FHIE LT, ZHFDbasis D FE 5 &Mk,

Exchange of Like-Kind (realty for realty, personality for personality) — Nonrecognition of
gain or loss exists when there is no boot involved.

[RIFEE PEDAHUTI W TEBL L= gain KWV loss i, JRAIE LT, —8IR%E ks hZeny O
KITHEE ARV IERD Z LN TED),

MREIMDEE  BANAER LI FRMAEE (BL, &K - B2, MEEE. —FF
—Dy TR B EERL) Tho,

[FIFE - RENE © REPEDE, BIE © BIPEOLZHTHIUL, REEEOZH LD,
XOAKENOARIE & KENORBPED ML, [RIFEE PED M & TR0 by,

X EPE © BIFEORMDGA L, WHIEA OO DEFESTICIBWT WLy 7 A7 TR
TR 5720,

(@) Gain recognized when boot received — The recognized gain is the lower of the
realized gain or FMV of boot (e.g., cash, nonlike-kind property, cancellation of debt )
received.

Q : Receipt of boot

ZWES (boot) ZRMELIBZEDHKK?

boot %= fH L 72355 121X, realized gain & %45 L 7zboot ODFMV DWW 40y Z 0 iZ
5 ¥ T gain ZF@H L 2T TR 6720, BleFLZEHTERELAZ D501 D,)
R L. loss i —BIFE#k L 72\,

¢ boot & 1%, Bid: (cash) SRR FED DK G & 78> TN D K FELS O i
% PE (nonlike-kind property : non-money boot) ® = & &\ 9,

Q : Giving of boot

ZmES (boot) ZELIBEDEE?

boot & L THi4&: (cash) Z#{E L7=HA. REESNE LW —R LFEEEIZ, gaind
loss & —HERGE L 72 vy,

<BE> HEETIL, BFEGE (nonlike-kind property : non-money boot) % % L 7=
BEILHE S 720,

X AEORIELIZDOLTIK . - -

CEAT>| mgicniegdctbokBf 2 =HOOSELEERS
BB % 2 (- B — HAOZINEERD
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 Topic 1 Individual Tax 1のSummary Noteのうち、同種資産の交換部分のみ一部抜粋しております。
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Q: EWMAE%3IERITI=7r—RXTIlE?

If each party assumes a liability of the other party, only the
assumed is treated as “boot”.

FMEE|CHBNT ENCBEEEE2H-r—RTlk. ELVOBEEEZELT
(£%T). boot DZE LBEHET 5, [EVOEE] IXE5 (net) TEXS !

Bl Z 0%, ZWHTFENREH D100 OAEE 5 &%, BHIIKBEMETFO20 OAE
BRI XZ I EAICIE. 5%48 80 OHLL: (boot) M LT L EZ D,

(b) The basis of property received equals the basis of the property given up (carryover

@ basis), increased by any gain recognized (due to boot received), decreased by FMV of

boot received, decreased by any loss recognized and increased by basis of boot given.

Q: EEEENXMICKLYZELEHLWEED basis RV IZHHDH?

JRRI, 22U L7 WEPED basis &5 & flk <25, boot AL TV DIEEITIE,

U LTt WEFED basis 12k LT Pt OFHEZ1T o,

¥ ARRBHEE LT, loss 13 —WIERFE LRV T, @OREIZERT S, /2. @0

WZDOWTIE, REEEZE LR EIXHEI NV T, basis of boot given @ basis @

AR LT D 7R,

net liability relieved or

®FFR: @TALFRX: @~AFA: @ TSR
BBHE L7z gain 248 L 1= boot B3k L 7= loss &L 1= boot
D FMV ® basis
FIEEEDRZBROE ELH

<H@ENRE—2>
- BEMEEEEZRBICH LGS (EVOEFBSIZFONREI—2EHBY)
— net liability relieved (C.0.D.) = boot ®%{E — gain % &k d 5.
- HES L LT cash / nonlike-kind property %3248 L 1154 - boot received :
— 5ZfH L 7= boot ® FMV O#ilfl T gain 387 %,
- XffaEE L LT cash ZiE L1=HE - boot given :
— boot 234 C 7254 & [EERIZ, gain & —8IR8R% L 72\,
cEROaYER—IavRE—Y
3¢ AFRBR R E loss (3 —UIEERk L 72\,

<HEORL> >
Realized Gain / Loss = Amount Realized — A.B. of Old Property (=ZEiZ, H\W&EED S A HEE)
Amount Realized = FMV of New Property Received + FMV of Boot Received — FMV of Boot Given
Boot Received = Cash Rec’d + FMV of Non-Like Kind Property Rec’'d + Net Liability Relieved
Boot Given = Cash Paid + Net Liability Assumed « B\ O&1E | (324 Net) TE 25 | 1
X BAEGREZE LR EITHE S LR,

Recognized Gain = BOOT MZ4ENIBAEDH : @ of Realized Gain or FMV of Boot Received
* Realized Loss Never Recognized AFER*H £, Loss (Z—HIFB# L 720,

Basis of New Property

= A.B. of Old Property + @ Gain Recognized —@ FMV of Boot Rec'd + @ Boot (Cash) Given
= (Bf#) FMV of New Property —Gain Deferred % 7=1% + Loss Deferred
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NO BOOT

Ll
NO BOOT

GIVEN RECEIVED RECEIVED

BOTH BOOT

RECEIVED RECEIVED

GIVEN

BOTH BOOT
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AEZEORIBOHEN N2 —> A.B. of Old Prop. $17,0000#®& (REALIZED GAIN ORE)

=F:) - ERET Realized Gain/Loss | Recognized Gain | Basis of New Prop. RIBTIRE
Old Prop New Prop $20,000 FMV —ENEREL LUy, AB.$17,000% $20,000 FMV
« | FMV  $20,000 ! FMV  $20,000 | Minus:A.B.$17K | (BOOTA'&\ igE) | BlZ <. —$3,000 defer.
= .. $17,000 | .. $17,000
- $3,000 " $0
OldProp |  NewProp $17,500 FMV BOOTOS4H A.B.$17,000 | $17,500 FMV
FMV  $20,000 { FMV  $17,500 | +$2,500 rece'd =$2,500 +@ $2,500 | —$ 500 defer.
3 i Cash 2,500 Minus : A.B.$17K | < Realized gain —@ $2,500 . $17,000
(REORETLRAL) Deferred gain $500 +@
. $3,000; . $2,500 .$17,000
OldProp |  NewProp $16,500 FMV BOOTO 48 A.B.$17,000 | $16,500 FMV
FMV  $20,000 : FMV  $16,500 | +$3,500 rece'd =$3,500 +@ $3,000 | —$ 0 defer.
8 i Cash 3,500 Minus : A.B.$17K | > Realized gain —©@ $3,500 .. $16,500
(RBOZBETHRAL) +@
- $3,000 . $3,000 .$16,500
OldProp +  NewProp $22,000 FMV —EIER#L B, A.B.$17,000 | $22,000 FMV
FMV  $20,000 i FMV  $22,000 | —$2,000 paid (BOOT#% WL 7=38E) +@ —$3,000 defer
®| cash 2,000 Minus : A.B.$17K -® . $19,000
i +@ $2,000
(KREBEEEE L EREEHESAL L) .. $3,000 - $0 .$19,000
OdProp |  NewProp $17,500 FMV BOOTOZ4E A.B.$17,000 | $17,500 FMV
FMV  $20,000 | FMV  $17,500 | +$3,500 rece’d =$3,500 +@ $3,000 | —$ 0 defer.
3 Cash 1,000 E BB 3,500 —$1,000 paid > Realized gain —(© $3,500 s $17,500
o 5 Minus : A.B.$17K +@ $1,000
# BIEGIL IR, ~. $3,000 . $3,000 .$17,500
A.B. of Old Prop. $23,0000)#1& (REALIZED LOSS ORTE)
OdProp |  NewProp BEGIEAL. Lossid—1EB# L | AB.$23,000% | $20,000 FMV
«= | FMV  $20,000 i FMV  $20,000 | Minus : AB.$23K | %Y, BlE@<, +$3,000 defer.
= i .. $23,000 | .. $23,000
' ~. $(3,000) - $0
Old Prop i New Prop REG2ERL. Lossid — 1B L AB.$23,000 | $17,500 FMV
FMV  $20,000 | FMV  $17,500 | Minus: AB$23K | %un, +@ +$ 3,000 defer.
9 ! cash 2,500 —®@ $2,500 . $20,500
| (REOBETLAL) +@
i ~. $(3,000) s $0 ~.$20,500
OldProp New Prop BEGILRAL. Losskd — I8 L A.B.$23,000 | $16,500 FMV
FMV  $20,000 i FMV  $16,500 | Minus : AB.$23K | Ly, +@ +$3,000 defer.
9 ' Cash 3,500 —@ $3,500 . $19,500
i (REQOSHETHAL) +@
! ~. $(3,000) - $0 .$19,500
OdProp | NewProp | ZEG4EAL, Loss 5 — 1325 L A.B.$23,000 | $22,000 FMV
FMV  $20,000 i FMV  $22,000 | Minus : AB.$23K | %y, +@ +$3,000 defer.
S| cash 2000 ! -@ . $25,000
; +@ $2,000
(XEBEELEL-REFHES AL ~. $(3,000) . $0 ~.$25,000
OdProp | NewProp | ZZG5LML. Loss 4 — (2 8 L A.B.$23,000 | $17,500 FMV
FMV  $20,000 i FMV  $17,500 Minus @ A.B.$23K | #&Ly, +@ +$ 3,000 defer.
9| cash 1,000 | BB 3,500 —@ $3,500 - $20,500
! +@ $1,000
E - $(3,000) " $0 ..$20,500
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A.B. of Old Prop. $17,0000¥& (REALIZED GAIN ORE)
LIABILITY RELIEVED / ASSUMED

© 2009 DeVry/Becker Educational Development Corp. All rights reserved.

BEMEEEDES
B9 ﬁ RiRWEF Realized Gain/Loss Recognized Gain | Basis of New Prop. BIRTRE
OdProp |  NewProp BEG2LRAL. BOOTME4A AB.$17,000 | $17,500 FMV
FMV  $20,000 | FMV  $17,500 | Minus : AB.$17K | =$2,500 +@ $2,500 | —$ 500 defer.
8 Liability 2,500 < Realized gain AF-—Q $2,500 . $17,000
(C.0.D) +@
PEICF| &1 TE 5 o L EE=FSDFH ~. $3,000 " $2,500 ~.$17,000
Old Prop New Prop BEGILM[AL. BOOTO34E A.B.$17,000 | $16,500 FMV
FMV  $20,000 | FMV  $16,500 | Minus : AB.$17K | =%$3,500 +@ $3,000 | —$ 0 defer.
5 Liability 3,500 > Realized gain AF—Q $3,500 .. $16,500
(C.0.D) +@
WEICF| &1 TE S o L EE=FE DT ~. $3,000 ~. $3,000 ~.$16,500
OdProp |  NewProp BEGILAL, —gEEL LW, AB.$17,000 | $22,000 FMV
FMV  $20,000 i FMV  $22,000 | Minus : AB.$17K | (BOOT%L Z&E) +® —$3,000 defer
b1 ! Liabilty 2,000 - . $19,000
| (#c.0D) Ba0+@ $2,000
B9 5/ E 111 A= R DZHL .. $3,000 . $0 .$19,000
Old Prop i New Prop $17,500 FMV BOOT 348 A.B.$17,000 | $17,500 FMV
FMV  $20,000 | FMV  $17,500 | +$2500 netrece'd =$2,500 (%% !) +@ $2,500 | —$ 500 defer.
o | Liability 3,500 i Liability 1,000 Minus : A.B.$17K | < Realized gain #51 —©@ $2,500 .. $17,000
O| (cop) { (#C.0D) +@
X THODER ) 12ZE8 net) TEZ 3/
BEG5 S EHE. . $3,000 .~ $2,500 ..$17,000
Old Prop New Prop $17,500 FMV BOOTO3%E &%t A.B.$17,000 | $17,500 FMV
FMV  $20,000 | FMV  $17,500 | +$1,500 netrece'd =$1,500 (2% !) +@ $3,000 | —$ 0 defer.
o | Liability 3,000 Liability 1,500 +$3,500 rece'd +$3,500=$5,000 | =s—@ $5,000 - $17,500
0| (c.oD) | (#C.0.D) —$2,500 paid > Realized gain +@ $2,500
Cash 2500 | BfE 3,500 | Minus : A.B.$17K
HBEGSLGID N7 #27 .. $3,000 .. $3,000 .$17,500
Old Prop E New Prop $17,500 FMV BOOTH 4 At A.B.$17,000 | $17,500 FMV
- | FMv $20,000 i FMV  $17,500 | +$1,000 netrece’d| =$1,000 (%8 !) +@ $2,500 | —$ 500 defer.
B | Liabilty 3,000 i Liability 2,000 +$1,500 rece'd +$1,500=$2,500 | =s:—Q@ $2,500 .. $17,000
(C.0.D) ! (#C.0.D) Minus : A.B.$17K | < Realized gain +@
i Cash 1,500 . $3,000 " $2,500 ~.$17,000
Old Prop : New Prop $17,500 FMV BOOTO 4 A.B.$17,000 | $17,500 FMV
o | FMV $20,000 i FMV  $17,500 | —$1,000 net paid | =$3,500 +@ $3,000 | —$ 0 defer.
5 Liability 2,000 ' Liability 3,000 +$3,500 rece’d > Realized gain 2aast—Q $3,500 .. $17,500
(C.0.D) | (#C.0.D) Minus : A.B.$17K ~. $3,000 +@ $1,000
| Cash 3,500 .. $3,000 .$17,500
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