Exam 3 Answers
Problem 1
Since depreciation is calculated on the book value of the asset, Jim will have to use the book value of the truck to calculate the depreciation and not the market price. Jim’s book value of the truck is $40,000. Th book value is always the value of an asset according to its balance sheet account balance. For assets, the value is usually based on the original cost of the asset and hence used when calculating depreciation. The market price cannot be used when calculating depreciation since it does not depict the original cost of the asset. 
Problem 2
Book value of machine = Original cost - Allowable depreciation
= 15000-8500 = 6500
Gain to be recognized = Selling cost – book value of the machine  
= 12800-6500 = 6300
Total allowable depreciations used when calculating the book value of the machine and not the actual tax return since the allowable depreciation is what is recorded in the business general ledger accounts and also reported on the business financial statements. Tax depreciation cannot be used when calculating the book value since it is reported by the business income tax returns and is regulated hence not depicting what is within the business accounts. 
Problem 3
Under Sec 179,if the purchase is of $2,500,000 then the taxpayer can get maximum deduction $1,000,000 (One Million Dollars). Further, if the Bonus Depreciation are not applied then Chrissy can avail the deduction of $185,000 ($1,185,000 - $1,000,000) over the period of 5 Years.
Thus, Total Deductions for 2019 (Including Sec. 179 and depreciation) are : $1,037,000 ($1,000,000 + $185,000/5)
Problem 4
Part I
a. Sec. 179 ceiling 						$1,020,000
Minus: Equipment cost exceeding $2,550,000		($12,000)
Allowable 179 deduction 					$1,008,000
Taxable income for the year					$1,500,000
Sec. 179 expense (lesser of two preceding amounts)		$1,008,000
b. There is no carryover because there was no taxable income limitation. 
c. Cost								$2,562,000
Sec. 179 deduction						($1,008,000)
Minus: Basic to depreciate					$1,554,000
Depreciation ($1,554,000*0.1429)				$222,067
Sec. 179 expense allowed					$1,008,000
Total deductions 						$1,230,067
Part II
a. Sec. 179 ceiling 						$1,020,000
Minus: Equipment cost exceeding $2,550,000		($12,000)
Equals amount over threshold					$1,008,000
Taxable income for the year 					$800,000
Sec. 179 expense (lesser of preceding amounts)		$800,000
b. Sec. 179 carryover to the next tax year = Allowable – Current deductions
= $1,008,000 - $800,000 = $208,000
c. Cost 									$2,562,000
Sec. 179 potential deductions (including amount carried over)	($1,008,000)
Minus: Basic to depreciate 						$1,554,000
Depreciation ($1,554,000 * 0.1429)					$222,067
Sec. 179 expense allowed						$800,000
Total deductions							$1,022,067
Problem 5
Since Enrico does not apply section 179 or bonus depreciation, 
Depreciation = $12,000*20%*80% = $1,920
Problem 6
	More than 40% of the assets are placed in service in the last quarter of the year so the mid-quarter convention must be used.
	
	
	

	Acquisition Cost
	Depreciation Rate
	Depreciation
	Table Used

	$                                                                      50,000.00
	35%
	$   17,500.00
	MACRS Rates--Mid-Quarter Convention--First Quarter

	$                                                                    100,000.00
	25%
	$   25,000.00
	MACRS Rates--Mid-Quarter Convention--Second Quarter

	$                                                                    200,000.00
	5%
	$   10,000.00
	MACRS Rates--Mid-Quarter Convention--Fourth  Quarter

	Total Depreciation 2019
	
	$   52,500.00
	



Problem 7
Building is less  preferred for purpose of allocating value from the purchased point of view since the sell may want to liquidate any assets not purchased, pay any liabilities that have not been assumed as well as take care of any leases that need to be terminated. Also, building cannot be preferred for purpose of allocating value since assets may need to be retitled hence making it increasingly difficult. Other assets would be preferred for purpose of allocating value from purchase point of view. Goodwill assets are preferred since they define accurately the difference between the fair market value of a company’s assets (less its liabilities) and the market price for the overall company. Goodwill assets are amortized. Also, inventory assets are essential since they help in accounting for the sales. They help in making a comparison between the value of the property sold and the account balances. Equipment is also preferred since they can be Amortized and also Varies in the purchaser point of view. 
Problem 8
Realized gain = $80,000 + $10,000 - $60,000 = $30,000
Recognized gain =  lesser of $30,000 (realized gain) or $10,000 (FMV of motorcycle)
Problem 9
To avoid gain recognition, Juan must spend an amount equal to the amoint that the insurance company paid du to the accident. That is Juan must spend $32,000
Problem 10
The amount of gain that the dean recognizes on the exchange should be equal cash plus parking cost less storage cost. That is $140,000 + $40,000 - $120,000 = $60,000.
[bookmark: _GoBack]Problem 11
Cost of purchase = $15,000
Year depreciation is available = 1/2 years
Rate of depreciation applicable = 20%
2019 depreciation of the computer = 20%*$15,000*1/2 = $1,500
Problem 12
The goodwill is the amount that is paid in excess of the fair value for the acquired company and is always kept in the balance sheet side of the acquiring company as Goodwill. It can be written off by the company year after year. Goodwill = P – (A + L) where P is the purchase price of the target company, A is the fair market value of the assets, and L is the fair market value of liabilities. The value of Goodwill arises in an acquisition. Goodwill can be positive or negative. A negative goodwill is achieved if the acquiring company pays less than the target’s book value. Positive goodwill is exhibited at the position of a company that has assets for which the acquisition cost exceeds the values of the identifiable assets and liabilities. 
Bonus
a. There is realized loss = $5,000 + $12,000 - $20,000 = -$3,000
b. There is no loss recognized as it is a like-kind exchange. The loss is not recognized as the receipt of boot does not cause loss to be recognized.
c. The adjusting basis of the new land is $20,000 basis of property exchanged less $5000 boot received or $15,000. ($20,000 - $5,000 = $15,000).
Also adjusting basis = FMV of new property + deferred loss = $12,000 + $3,000 = $15,000
Question 1
Section 1231 prperty is a type of property that is defined under section 1232 of the U.S Internal revenue Code. Section 1231 property includes buidings, land, machinery, timber and other natural resources, cattle, leaseholds, unharvested crops, and livestock that are at least a year old but not include poultry and certain other animals, patents and inventions or inventory. The cogress established favorable treatment for 1231 assets to encourage the mobility of capital, allow a larger deduction for losses, and to help business owners replace assets which had declined in value. 
Question 2
Danika must report the section 1231 gain less section 1231 loss that is $30,000 - $22,000 = $8,000 ordinary income. The section 1231 gain from the sale of a property is taxed at a lower capital gains tax rate versus the rate for ordinary income. However if the sold property was held for less than 1 year, the section 1231 gain would not apply. 
Question 3
The lookback rule cannot be applied here as the loss was 6 years back. Hence, Kayla will owe of tax $4,320 that is ($40,000- $22,000)*24% = $4,320
