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PREPARATION COF TAY FORS
AL EXAMINATTON JUNE 2, 1961

1. Please prepare Form 1CLO (with Schedule G based on the Tollowing facts:

During the taxable -ear 19¢0, Bill Lyon tras narried and had two children, ages
15and 20, He and his wifs were both 58 years old.

Bill was ouner of a three-flat apartment building which cost him, on July 1,
1950, $25,025 (not including land). The building has an estimated 1life of 35
rars from the date of purchase. He received rent of $125.00 per month from each
of his three tenants, payable the first day of each month., On March 1, 1960, one
of the tenants asked Tor a three-year lease. Till zave him the three-year lease
Wt as a condition thereto required that he pay the last year's rent ($1,500) in
gvance, which he did. In 1960 Bill made the following cash expenditures in con-
rection with the apartment building: real proverty taxes, $510; 3-year fire and
atended coverage insurance policy (effective from 9/1/60 to 8/31/63, $360; plumb-
ing and electrical renairs, $230; redecorating, $L00; light bill, $80; heat bill,
$500. The three-jear T
kugust 31, 1960, had eo
to get the portion aspliceble to 1960)

During 1960 Bill Ison was also engaged in his owm sole proprietorship business
of setting up and servicing accounting systems for various businesses. His fee
was a fixed percentagze oi each such business's gross profit as of the end of its
ammual accounting period. As of December 31, 1959 his books of account for the
tusiness showed fees receivable of 3$L,500. As of December 31, 1960 his books
showed that he had received cash payments of ",20.,-'3257‘.’ and that fees receivable as
of that date were :7,L25. all for 1960 services. DIxpenses incurred in the opera-
tion of the business during 12¢0 were %1l:,150; 712,150 of these expenses were paid
in 1960, The remainder was paid by January 31, 10{1l. (Accrual basis receipts -
§20025 - L4500 plus 7L27; _

Bills other income items during 1960 consisted of $500 in dividends and $100
interest from municipal bonds. 3

During 1960, Billls wife lost a diamond ring, which had cost H)LLOO and had a
value of 34,50 on the date of lossj; also, a fur coat which had cost $800 and was
wrth $600 was stolen. No insurance was received on either item. i

During the summer of 1950, Billts oldest son, who was a college student, work-
ed for a department store and earned $900. Then Bill's son returned tc_: college
in Septem‘oei- he turnmed the $90C over to Bill who used it to open a savings ac-
count in his son's name. At the end of 1940, 510 interest was credited to this
account savings and loan association.

Dur?igtifye‘éo gli Iyon contributed 31,000 to his church attld.ffsl,SOOAto the
tax-exempt college from which he had graduated. His wife contributed 3500 to the
family doctor!s tax-exempt hospital. Bill also pald doctox" and hospltal'%xpenses
of $800 for his wife, plus $1L5 for drugs and medicine. His real pro_:*_igrt:} taxes
on his residence smouried to $L00. His personal nroperty taxes were $00; consum-

ch - . e
er's tax, license znd zasoline tax on pleasure car totalled $130; and he paid $520

‘)Q
interest on the mortzage on his residence.
)

i Tl y i i 50 that
In November of 1 , a windstorm damaged uf.?.e‘ roof of his re51detll?e s .
it took 5500 to renair it. The house had cost 321,000 two years ear 1e§, aE o
before the storm its value was $25,000. After the storm the value was $2hL,500.
He recovered %300 from insurance because of the casualiy. . o s —
Bill uses the cash basis and calendar year in accguntlng for his apa ﬁ.e
building and personal income. He uses the accrgal basis and calerﬁiir {earp_gsti
& - . — e . - f -
accounting for his systems business. During 1960 Bill paid installments o

mated tax totalling 323L.

S
i
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2. Please prepare Form 10CE based on the followingz Tacts:

A and B are equel sartners in a toy-manufacturing company which files its
artnership return on the accrual basis. The partinership books disclose the
following information for the calendar year 190:

B s 5 ik B R e D e .... $225,000
RETURNS AND ALLOZANCES +evveveeevevecscesococacsnaass 5,000
REERING TIVENTORY ccusosnsasssimssvsnnecossvsssssses v 50,000
B HANES cusmsnsssssascpissosprisnsnsnbssssncnsnsnne T OO0
COST OF IABOR ANMD SUPPLIES ccceeeccccccccscscssssssass 105,000
SHOS TG ENVIENTORY. o 00w st s w6 0n s 0w srmie s eie s s o s & iwre sis oo 61,000
ROYAITTES RECEIVED FOR USE OF A PATENT ccececosocsoce 1,100
SATARTES OTHER THAN TO PARTNERS evecccccocscns sty mmie s 25,000
SATARY PATRENTS TO PARTNERS ($8,L00 to each) .eev.... 15,800
RENT PATD o ceevevoecenoncsoconcnsesssansssansenananne 17,000
INTEREST EXPENSE (other than payments to partners)... 550
B o ol o A A S S e A S ceeese..  B,L0O
ADDITION TO BAD DEET RESERVE ccecsseccesssccscccccasnse 1,000
T R .ee. 3,000
e I
LIGHT, POSTAGE, STATIONERY, ETC. seecceseevecsnsoeses 1,680
NET IONC-TER CAPITAL GATN ceeveccacecroccccscace v e 600
DIVIDENDS TO WHICH THE DIVIDEND-RECEIVED CREDIT AKD

EXCLUSION APPLY seveeococensscsscocscssescsccssase 200

(Schedules I and i are not required in response bo this question)
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J Please prepare Form 1120 based on the following facts:

As tax man for the M Corporation you are provided with a profit and loss state-
xnt as shown below, You are also informed that 323,000 cash dividends were dis-

tributed during the tax year, and earned surplus and undivided profits at the
tlose of preceding tax year amounted to 380,500,

THE M CORPORATION
STATEMENT OF PROFIT AND I1OSS
FCOR THE YEAR ENDED DECEIMBER 31, 1960

Gross PrOfit fromsales Q.‘O......I‘ll..l‘."O.'."'OQ'.C.Q. $7h’635000
leduct General Expenses:

Office Salaries S S PP OO O OO PO OPOTEOPQOROCEOOPOCEOIRORONPOEOPNPCOTOIEOTPOCOEOTYTIRPTS $8’050.OO
Real estate taxes S0 P CPCOOPRPOOIPCOTOOIOEQORUETERORQOROOPNOSTLONOTPQOQOEEQCEQOITDOTER 920000
0ld age and unemployment tAXES ececececcssccccrvess 690.00
DepreCiation PP OO P P ERPOCOEOILITOEOEOPOEOPPRROPOPOOCEOROEOEPOPEOPOOEOER 1’811‘0.00

Total General E@enses P90 0sccrecccscecevevoscreseovovens 11,500-00

Net PrOfit on Opera'bio'fls evevePceceseececsceeteeRcReceR PR $63,135.OO
idd Other Income:

Interest on bonds of New York City cecececvccecses  $52,300.,00

Interest on U.3S. Telephone Corp. DoNdS ceeeecces 115.00
Long tem capi'bal gains eoeceecorvrooccesesoROcsOere 3,1-‘-50000
Dividends from taxable domestic corporations ... 5,750.00

Tota]- other income 'EEEEREEEEREREEENRE S B NN EEESEERJENENERE BN 11,615000

let Profit on Operations and Other INCOME seseveseeroroses  $TL, 750,00
Deduct Other Expenses:

Long term caﬁtal IOSSES ssecseccrescrrrccocacnacs $8,050.00

Cost of new factory roof completed 12/31/60
(charged to expense on the DOOKS) eeeccesccceccs 5,750.00

Charitable conbribUtionS eeeeecccecssesssecsveseesves L1,025,00

Addition to reserve for anticipated loss on

contract to purchase merchandiSe .ecseeeereeseseses 2,875,00

Total Other E.xpenses ...00'........".....‘....'.....Q 20,700.00

Vet income (before Federal income 18X) eeececcscoscrrcecss 3501, 050,00

(Schedule L is not required in answer to this question, bub
Schedule M is required)

i i snect to Schedule M: To figure tl.le surplus at the close of
the tz;ggZ:f-loEa;g“‘gfg Following steps: From the net income (before taxes) as
shovm onyt,he’ rofit and loss statement ($5L050) subtract the Federal Income tax
computed by yg:l and dividends distributed. Add the resulting figure to the

surplus at the close of the preceding tax year.
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