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Preamble
1. The Bene Gesserit litany against fear:
I must not fear. Fear is the mind killer. Fear is the little death that brings total obliteration. I
will face my fear. I will permit it to pass over me and through me. And when it is gone past I will
turn the inner eye to see its path. Where the fear is gone there will be nothing. Only I will remain.
2. 1 CHING hexagram 62: The preponderance of the small:
At certain times extraordinary caution is absolutely necessary. It is just in such life situations
that we find upright and strong personalities who, conscious of being in the right, disdain to hold
themselves on guard, because they consider it petty. Instead, they go their way proud and
unconcerned. But this self-confidence deludes them. There are dangers lurking for which they are
unprepared. Yet such danger is not unavoidable; one can escape it if he understands that the time
demands that he pay especial attention to small and insignificant things.
3. Tweedledum and Tweedledee on legal prose:
"I know what you're thinking about." said Tweedledum; "but it isn't so, nohow."
"Contrariwise," continued Tweedledee. "if it was so, it might be; and if it were so, it would
be; but as it isn't, it ain't.
That's Logic."
INSTRUCTIONS
1. Permitted Materials: any printed or written material may be consulted during the exam. You
may consult or refer to any resource you consider appropriate except, you may not consult or
discuss the exam with any other person. Use of an electronic calculator is permitted and
encouraged.
2. Computations: If a computation is required, it should be attempted. Note, however, that
computations alone will not be considered adequate. I intentionally keep the numbers simple to
minimize interference with thought. If your numbers get weird, drop the math and start

explaining. An error in math will not hurt you; YOUR EXPLANATION IS ALL IMPORTANT.
3. Citations: Keep your answers as concise as possible without sacrificing thoroughness. Cite
relevant authority where appropriate. Although certain of the questions are "dated" to facilitate
sequencing of evils or transactions, you should apply current law. Each time you cite the
"Helvering" case I will take off 2 points.
4. Ambiguities: If you find the facts given to be insufficient to answer a question, state any
additional factual assumptions you deem necessary and answer the question as though your
assumptions were a part of it.
DO NOT MAKE THE MISTAKE OF CHANGING THE QUESTION BY CHANGING
THE FACTS.
5. Time Allocation: You have 3 hours to complete the examination, which you may allocate in
any manner you wish. Questions may be answered in any order you choose. You have a total of
180 minutes to complete the exam and there are 180 possible points. That works out to 1 point
per minute. I recommend that you budget your time and answer all of the questions.
6. Identification: Write your exam number on the front of your blue book(s) and number your
blue books (eg: #1 of 2, #2 of 2). If you are a graduating senior, please indicate that fact on the
front of your first blue book. Neither your name nor any other identifying mark, other than your
exam number, should appear anywhere on your answer.
7. General Comments: Be sure to answer all of the questions. Make certain that your answers are
legible. Typing is not necessary, but please sharpen your crayons and don't crowd your answers
into the least possible space. No extra points are awarded for "compactness." Although not
required, my preference (gained through experience with eye strain) is for answers that are written
in BLACK INK and only on ONE SIDE of each page. You may retain this exam for your files,
the inevitable post mortem or other imaginative activities.
8. Final thoughts: Harken Ye well unto the words of wisdom of the Guru:
"Resorteth not to biological brevity."
The more you say, the more chance you have of saying something relevant and of convincing
me that you know what you're talking about. If you finish early, you missed something.
GOOD LUCK !

QUESTION 1: 30 POINTS
In 1985, Waldo purchased a residence in Box1ey for $500,000 paying $50,000 in cash and
borrowing $450,000 on a mortgage from Local Bank. In 1986, Waldo decided his Boxley
residence was too small and moved to a luxury condominium in Penthouse Square. Waldo listed
his Box1ey house for sale, but when it did not sell, he converted it to a rental property. On
January 1, 1987, the date Waldo was first able to lease his Box1ey house, it had a fair market
value of $450,000. Waldo personally conducted all of the activities relative to the rental of the
property.
For each of the years, 1987 and 1988, Waldo received rental income from his Boxley

property of $20,000. For each of those years Waldo incurred deductible expenses with respect to
the property of $25,000 and properly claimed $25,000 of straight line depreciation on the
property. On January 1, 1989, Waldo sold the Box1ey property for its then fair market value of
$600,000. For each of the years 1987, 1988 and 1989, Waldo had taxable income of $75,000
without regard to his income and expenses from the Boxley property.
Discuss the tax consequences to Waldo of the income and expenses from the Boxley
property for each of the years 1987, 1988 and 1989.
QUESTION 2: 30 POINTS
In 1985, Jungle Jim borrowed $100,000 from Hilo Harold to start a tropical flower farm on
the slopes of Mona Loa. Jim purchased some Jungle property for $70,000 and kept the other
$30,000 for operating funds. Jim opened "The Bud Barn," but business did not go very well. As
of the end of 1987 Jim had spent his entire $30,000 of operating money, he had paid off only
$10,000 of his debt to Hilo Harold and his only asset was his jungle property worth $70,000.
In 1988 Hilo Harold discharged $50,000 of Jungle Jim's loan without any payment. What are
the tax consequences to Jungle Jim of this discharge?
QUESTION 3: 30 POINTS
At the beginning of 1988, having never made any prior investments, Bruce borrowed
$50,000 from BancZero on his unsecured personal line of credit. Bruce used $10,000 of the loan
proceeds to construct a sun deck on his personal residence and another $20,000 of the loan
proceeds to purchase WesterTown municipal bonds the interest on which is exempt from both
state and federal income taxes. Bruce invested the remaining $20,000 of the loan proceeds in the
purchase of stock in Artificial Intelligence Systems, Inc.
During 1988, Bruce received $1,500 of interest on the WesterTown bonds and $500 of
dividends on his Artificial intelligence Systems stock. During 1988, Bruce had to pay $5,000 of
interest on his loan from BancZero.
During 1989, Bruce received $2,000 of interest on the WesterTown bonds and $1,000 of
dividends on his Artificial Intelligence Systems stock. During 1989, Bruce had to pay $5,000 of
interest on his undiminished loan from BancZero.
What amount of interest will Bruce be able to claim as an itemized deduction on his taxes for
1988 and 1989?

QUESTION 4: 30 POINTS
On August 28, 1977, Tarzan and Jane set sail upon the seas of marital bliss. Ten years later,
the good ship Lollipop ran aground upon the shoals of dynamic individuality and Tarzan and Jane
agreed to divorce. To settle the rights and obligations between them, Tarzan and Jane entered into
the following agreement, which the court incorporated into the divorce decree:
(1) To satisfy Jane's property rights, Tarzan is to transfer to Jane his interest in Jungle Gardens.
The property, which Tarzan and Jane own as joint tenants, has a fair market value of $100,000, an
adjusted basis of $50,000 and is subject to a $40,000 mortgage.
(2) As support for Jane and their son, Cheetah, Tarzan is to pay Jane the sum of $2,000 per
month for two years and then $500 per month until Cheetah attains the age of 18.
Tarzan's obligation to make the above payments terminates upon the sooner to occur of
Jane's death or remarriage.
When their divorce became final on December 1, 1987, Tarzan quitclaimed his interest in
Jungle Gardens to Jane and paid her $2,000 as support for the month of December, 1987. For
each month in 1988 Tarzan made the required support payment of $2,000. In January of 1989
Tarzan was short on cash and in satisfaction of his support obligation to Jane for the entire year
he agreed to sell her some stock. The stock had a fair market value of $30,000, but Tarzan sold it
to Jane for $6,000. Tarzan had purchased the stock several years earlier for $10,000. Jane sold
the stock in August of 1989 for $35,000.
Discuss all of the tax consequences to Tarzan and Jane of the above transactions.
QUESTION 5: 30 POINTS
Mr. Hort owned Crumbling Gardens, a five story student housing complex located in
German Village together with the underlying real estate. In 1980 Mr. Hort and Lindey's Luncheon
executed a 15-year lease whereby Lindey agreed to lease the main floor of the building at an
annual rental of $25,000. Mr. Hort died in 1981 and he bequeathed to his daughter Lynn "all of
my interest in, and rights to, that certain lease with Lindey's Luncheon for the main floor of
Crumbling Gardens executed in 1980." Mr. Hort bequeathed to his grandson Aaron "all my right.
title and interest in Crumbling Gardens, subject to the lease with Lindey's Luncheon previously
bequeathed to Lynn."
In 1986, Lynn, who had been collecting her $25,000 each year from Lindey's Luncheon is
divorced from her husband. The divorce decree requires Lynn's former husband to pay her a large
sum of alimony over the next 5 years all of which will be taxable to Lynn. Lynn feels that she is
"earning" too much and wants to reduce her taxes. Mr. Crunch, Lynn's accountant, has proposed
that for the next five years, Lynn irrevocably assign to Aaron all of her interest in the lease with
Lindey's Luncheon.
Advise Lynn whether such an assignment will be effective to reduce her taxes.

QUESTION 6: 30 POINTS
Silverado owns and operates a horseshoe business in lower Manhattan. During the current
year, Silverado's horseshoe business has net income (revenues in excess of expenses) of $40,000
before consideration of any gains or losses described below. In addition to this $40,000 of net
business income, Silverado engaged in (or encountered) the following transactions (or events) in
the current year:
1.Silverado sells some land, which he had used in his business for several years for $20,000. The
land had cost him $10,000.
2.Silverado's personal residence in Queens was torched in the current year by an aggressive
competitor. The fire was not wide spread and destroyed only Silverado's living room furniture and
a picture of President Reagan, which Silverado had acquired as an investment. Silverado's fire
insurance policy had a replacement cost clause and he received $15,000 of insurance proceeds for
his furniture even though he had only paid $10,000 for it two years earlier. Silverado had insured
his investment picture separately from his furniture and although he had paid $25,000 for it two
years earlier, the insurance company would reimburse him only $15,000 for the destruction of the
picture.
Other than a $5,000 net Section 1231 loss, which Silverado realized three years ago,
Silverado has not realized any Section 1231 gains or losses during the past 5 years. In addition,
Silverado has a $15,000 short-term capital loss carryover from the prior year.
Discuss how the above transactions will be characterized for tax purposes and the effect they
will have on Silverado's taxable income for the current year.
-- THAT'S ALL FOLKS --

