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QUESTION 1

Farr made a gift of stock to her child, Pat. At the date of gift, Farr\\'s stock basis was $10,000 and the stock\\'s fair
market value was $15,000. No gift taxes were paid. What is Pat\\'s basis in the stock for computing gain? 

A. $0 

B. $5,000 

C. $10,000 

D. $15,000 

Correct Answer: C 

Choice "c" is correct. Property acquired as a gift generally retains the rollover cost basis as it had in the hands of the
donor at the time of the gift. Basis is increased by any gift tax paid that is attributable to the net appreciation in the value
of the gift. Since there were no gift taxes paid, Pat\\'s basis for computing a gain is the rollover cost (basis), $10,000.
Choices "a", "b", and "d" are incorrect, per the explanation above. 

 

QUESTION 2

Greller owns 100 shares of Arden Corp., a publicly-traded company, which Greller purchased on January 1, 2001, for
$10,000. On January 1, 2003, Arden declared a 2-for-1 stock split when the fair market value (FMV) of the stock was
$120 per share. Immediately following the split, the FMV of Arden stock was $62 per share. On February 1, 2003,
Greller had his broker specifically sell the 100 shares of Arden stock received in the split when the FMV of the stock was
$65 per share. What is the basis of the 100 shares of Arden sold? 

A. $5,000 

B. $6,000 

C. $6,200 

D. $6,500 

Correct Answer: A 

Choice "a" is correct. The receipt of a nontaxable stock dividend will require the shareholder to spread the 

basis of his original share over both the original shares and the new shares received resulting in the same 

total basis, but a lower basis per share of stock held. Therefore, Greller total basis remains the same, 

$10,000, but is now split between 200 shares (a 2-for-1 split and he originally owned 100 shares). 

Therefore, his basis per share goes from $100/share ($10,000/100) to $50/share ($10,000/200). 

Consequently, his basis in 100 share is 100 x $50 = $5,000. 

Choices "b", "c", and "d" are incorrect per the above explanation. 
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QUESTION 3

Darr, an employee of Sorce C corporation, is not a shareholder. Which of the following would be included in a
taxpayer\\'s gross income? 

A. Employer-provided medical insurance coverage under a health plan. 

B. A $10,000 gift from the taxpayer\\'s grandparents. 

C. The fair market value of land that the taxpayer inherited from an uncle. 

D. The dividend income on shares of stock that the taxpayer received for services rendered. 

Correct Answer: D 

 

Choice "d" is correct. An individual receiving common stock for services rendered must recognize the fair 

market value as ordinary income. Any dividends received on that stock would also result in income 

recognition. 

Choice "a" is incorrect. Employer-provided medical insurance is a tax-free fringe benefit. 

Choices "b" and "c" are incorrect. Gifts and inheritances are both tax-free to the recipient. (Remember tax 

is often paid by the person giving the gift or the estate at death.) 

 

QUESTION 4

Which of the following statements is the best definition of real property? 

A. Real property is only land. 

B. Real property is all tangible property including land. 

C. Real property is land and intangible property in realized form. 

D. Real property is land and everything permanently attached to it. 

Correct Answer: D 

Choice "d" is correct. Real property includes land and all items permanently affixed to the land (e.g., 

buildings, paving, etc.) Choice "a" is incorrect. Real property includes more than just the land (as per the 

explanation above); it includes all items permanently affixed to land. 

Choice "b" is incorrect. "All" tangible property could include moveable personal property and is therefore, 

incorrect. 

Choice "c" is incorrect. "Intangible property in realized form" is a distracter and a contradiction in terms. 
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QUESTION 5

Capital assets include: 

A. A corporation\\'s accounts receivable from the sale of its inventory. 

B. Seven-year MACRS property used in a corporation\\'s trade or business. 

C. A manufacturing company\\'s investment in U.S. Treasury bonds. 

D. A corporate real estate developer\\'s unimproved land that is to be subdivided to build homes, which will be sold to
customers. 

Correct Answer: C 

Choice "c" is correct. Investment assets of a taxpayer that are not inventory are capital assets. The manufacturing
company would have capital assets including an investment in U.S. Treasury bonds. Choice "a" is incorrect. Accounts
receivable generated from the sale of inventory are excluded from the statutory definition of capital assets. Choice "b" is
incorrect. Depreciable property used in a trade or business is excluded from the statutory definition of capital assets.
Choice "d" is incorrect. Land is usually a capital asset, but when it is effectively inventory, as when it is used by a
developer to be subdivided, it is excluded from the statutory definition of capital assets. 
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