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Examination No.

534 Federal Income Taxation
Semester I, 2003-04

UNM School of Law Professor Mathewson

Final Examination 9:00 a.m.-12:00 p.m.

December 18, 2003 Three-hour exam
INSTRUCTIONS

You may not collaborate with each other. The written product you tumn in should be
solely your work. Your answers may be handwritten or typed.

Answer each question. If you use bluebgoks, please use a separate bluebook for each
guestion. If vou tvpe, start each guestion at the top of a page.

Be sure that your Examination Number (NOT your name) is on each bluebook or
typewritten page, as well as the course name and number and the professor’s name. Number your
bluebooks or typed pages.

You may use your casebook, statutory supplement, handouts from the professor, course
notes, and any course outline that you have prepared for this course. You may not use any other

matertals.

Once you open the examination, you may not use any materials other than those
permitted above. If information is ambiguous, note it on your answer and resolve It.

All taxpayers use the cash disbursements and receipts method unless the problem
indicates otherwise.

[END OF INSTRUCTIONS]



QUESTION ONE

2003 was a rough year for Anstine Blecha. He is single and a former lawyer. He e e
transactions during the year. oy

On January 2, Blecha opened his own firm after working at Lieberman, Sharpton & Trany s,
seven years. Blecha paid $5000 for malpractice insurance for an indefinite term. ‘

On February 1, a client paid him a $200,000 retainer. Blecha deposited the funds 10 b gy
bank account. He used the funds to purchase a new computer system for his office f SMAtf
used the remaining funds to pay off outstanding debts. -

On March 1, he settled a wrongful expulsion lawsuit with his former law firm. He wnrked;}m
seven years and was expelled after the law firm was served with a subpoena by the Ineny

Revenue Service seeking the names of clients Blecha had advised on failed tax shelter Uiy
terms of the settlement, Lieberman, Sharpton & Trainor expressly disclaimed any liabiliyhy ‘
agreed to (1) lend Blecha $100,000 for 5 years at 10 percent interest per year, {ii) pay hijS}ugm-l

and (11i) pay his lawyer $50,000. Blecha agreed to waive all rights and claims he had AgEng:
firm 1n exchange. )

On March 5, he purchased an R.C. Gorman original for $10,000. He hung the paintng it i,

On May 1, Blecha and his girlfriend, Truth, separated. They had been living together ey,
His girlfriend gave up her career as a journalist during that time to support his career, Upy '
separation, they entered into a Relationship Settlement Agreement pursuant to which Blena g
to transfer the Gorman painting to Truth. They valued the painting at $20,000. Inaddin, Eum
agreed to pay Truth $50,000 by May 1, 2004 and $20,000 per year for the next five yea Tre
agreement specified that Truth was receiving the painting as a settlement of all propery Cilrsfy
she had against Blecha and the remaining payments were maintenance payments paidin
consideration of her foregoing her career to support his.

On May 18, Blecha's accountant discovered his fancy maneuvers with client funds. Afrih
confrontation, Blecha deposited $200,000 in his trust account for the client. The aceomta
however, reported him to the district attorney. On June 1, Blecha was convicted for embezin
client funds and sentenced to ten years in prison. A friend represented him for free. Blh';
consulted with him in the past on real estate transactions at no charge.

Blecha had no other tax events for the year. What was Blecha's taxable income for the yea? Py
cxplain your answer.

QUESTION TWO

The tale of a ball. Barry Bonds set the record for the most home runs hit ina seau,
hit a total of 73 home runs in 2001, Unfortunately there was a fight in the stands overthetal i,
the 73", Maybelle, who attended games two or threc times a year, touched it firstbu: i
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Actually, Rosa, another fan, took it away from her. Under the rules of Major League Baseba |,
the ball belongs to the league until it leaves the field of play. At that point, it abandons the ball
and the lucky fan who first acquires possession becomes the owner. Maybelle maintains that she
was the first to acquire possession and sued Rosa for ownership of the ball. Expert appraisers
opined to the media that the bail was worth $1,000,000. After incurring legal fees of $200,000,
Maybelle and Rosa agreed that the ball would be sold and they would share the proceeds. The
ball was put up for auction in 2002. It sold for $400,000. Maybelle's share was $200,000. She
paid her lawyer $150,000 in cash and gave her a promissory note for the remaining $50,000.
Maybelle did not report the ball on her 2001 return. On her tax retun for 2002, Maybelle
deducted $200,000 in attorneys' fees and an ordinary loss of $300,000. Maybelle®s only other
income was her six figure salary as an executive at a technology company.

The Commissioner served Maybelle with a Notice of Deficiency asserting that Taxpayer
had income of $1,000,000 in 2001 and disallowing the loss and all of the attorneys' fees in 2002,
Maybelle and the Commissioner stipulated to the foregoing facts and submitted the case to you
as the Tax Court judge for a ruling. Please write an opinion determining the correct treatment of
these items in both tax years. {Note there was a dispute over the ownership of the real ball. The
tax issues raised here are fictional and are not based on the actual dispute].

QUESTION THREE
(Selected Problems from your Text perhaps with variations. Pick One)

a, On Januvary 2, 2003 for $300,000 Taxpayer, a concert violinist, purchases a Tourte violin bow
for use in her concerts. The purchase is made from an unrelated person. The equipment has a 6-
year class life and is 5-vear property under § 168(c). Taxpayer plans to use the bow for seven
years, and expects it to have a salvage value of $400,000 at the end of that time. Taxpayer is a
single, calendar vear taxpayer, and she uses the equipment only in her concerts. She uses the
accelerated ACRS method provided by § 168(a), does not elect out of § 168(k) and elects to usz
§ 179. What are the depreciation deductions to which she is entitled in each year of its use.

b. Julia owns and runs a catering business which is profitable in Town X. She opens a new
catering business in Town Y which is essentially run by her staff in Town Y, although Julia
makes management decisions for the business. Julia also has a limited partnership interest in a
real estate limited partnership that currently generates losses and expects to do so for the next
several years. Julia asks you to advise her how to treat her Town Y catering business under the
passive activity rules,

QUESTION FOUR

You represent Ethel Chapman, a successful personal injury lawyer in Albuquerque. She has
been so successful that she has developed a national reputation. To enhance her name recognition,
she plans to hold a holiday party at the Hyatt Tamaya Resort pattemed after the Wiilie Gary Holiday
Party. She 1s concerned about the tax consequences of holding the party, but having avoided tax
classes in law school because she was terrified of numbers, she seeks your advice. Her instincts tell
her that all of her expenditures--she plans to spend $100,000--and those of her guests are deductible.
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The brochure for the Willie Gary party is attached. Please review it and advise her about the tax
consequences. She will host the party by herself. She will not have a foundation or affiliated entity
as a co-host. Otherwise, she wants to hold events similar to those held by Gary.

Please review the attached brochure and advise her of whether the party will result in any
income or deductions for her. In addition, advise about the tax consequences to her guests witk.
respect to their attendance. The guest list will includes lawyers from Albuquerque, Santa Fe, the
rest of New Mexico and the United States. As a part of her deal with the Hyatt Tamaya Resort, a
small number of employees selected by the hotel may attend all party functions, including meals at
no charge. The hotel sought this because it believed that it could improve service to guests if hotel
emplovees experienced the event in the same way as guests.

Remember, "Aint no party like an Ethel Chapman party cause an Ethel Chapman party don't stop."
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