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Final Memo Assignment for Tax Research Class (to be submitted to instructor by email at least 36 hours before class.)  Submit memo by December 3, 2014.
Big Company (your client or employer located in Charlotte) purchased all of assets of the Fog Company in London, England. (They sometimes refer to it as the London Fog company.) 

Big will operate the Fog business in London as a branch. Big will send Sue Executive to London to manage the branch operation. Sue will arrive in London on November 15, 2014. 
She expects to stay there for 2 years, except for periodic visits with relatives in the United States.

Big Company outbid a rival company in order to acquire the Fog Company assets. 
The rival company is determined to acquire the Fog assets and has entered into negotiations to buy them from Big. If the rival submits an acceptable bid, Big Company would sell the Branch assets in June, 2015 and Sue would return to the U.S., leaving London on June 30, 2015.

Sue will continue to earn her current salary of $20,000 per month while in London.  Big will pay all costs for a house in London, which are expected to be $100,000 per year (12 months). These estimated costs of $100,000 per year include: rent for a house, furniture rental, utilities, cable for TV and internet, garbage pickup, etc. 

You may assume that Sue will pay income taxes in England amounting to 25% of her gross salary. There will be no British income tax on the housing allowance (at least in this case). You are not asked to address any issues related to the filing of British income tax returns (other than to note the amount of British income tax that she will pay, and take that into account when addressing issues related to the U.S. income tax return).

Big Company has asked you to research several questions. 

You may begin your memo with a statement of the facts, provided above.  Because of the number of questions posed by Big, you are asked to consider each question to be an issue that you will fully address before moving on to the next question. In other words, you are asked to list the first question, provide your answer and then provide support for your answer (including appropriate citations – of course). Then move on to the second question and repeat the process, etc.

[This memo involves looking at several sources other than the code and regs. Therefore, you will be given some citations for some relevant documents published by the IRS. You may want to complete your research before looking at the citations that the instructor will provide.]

1.   Big Company will reimburse Sue for $20,000 for the actual cost of moving some of her belongings to London and $2,000 for Sue’s purchase of an airline ticket for her trip to London. 
How will these reimbursements impact Sue’s income tax return for 2014?

2.    Assume that Sue will work in London for 24 months, starting on November 15, 2014. 
Will she qualify for any earned income exclusion, foreign tax deduction or foreign tax credit for 2014? 
Explain and include computations, if applicable. 

3.   What is the impact of the housing allowance for the remainder of 2014 
(November 15 to December 31) on her 2014 U.S. income tax return? She will live in London. 

4.   What are the filing options for Sue on April 15, 2015? [At that time, she has not met the 330 day requirement and does not know for certain whether she will meet the requirement.] 

5.   Assume that Sue’s employer transfers her back to the U.S. on June 30, 2015.
On her U.S. income tax return for 2015 does she qualify for: 
(a) a foreign earned income exclusion, 
(b) a foreign tax credit or 
(c) a foreign tax deduction? 
Explain.

6.   Assume Sue moved London on January 1, 2014 and lived (and worked) there throughout 2014.
(Actually she arrived on New Year’s Eve, December 31, 2013. That should add some simplicity.)
(The date of the move is changed here. All compensation and other information are unchanged.)
On her 2014 income tax return, how much may she claim as:
(a) an exclusion of foreign earned income?
(b) a deduction of foreign housing costs?
Instructor helps:

1. Big will reimburse Sue for $20,000 for the actual cost of moving some of her belongings to London and $2,000 for Sue’s purchase a first class airline ticket for her trip to London. 
How will these reimbursements impact Sue’s income tax return for 2014?
[Rev. Proc. 64-48, 1964-2 CB 993]
See Sec. 61, 82, 217, 62(a)15, 132(c)(6),   Reg. 1.62-1T(e),  Reg. 1.62-2

2. Assume that Sue will work in London for 24 months, starting on November 15, 2014. 
Will she qualify for any earned income exclusion or foreign tax credit for 2014? 
Explain and include computations, if applicable. 
Find inflation adjusted amount of earned income exclusion for 2014 - for Section 911.
R14-Chp-00-2-5A-Rev-Proc-2013-35-Inflation-Amounts-Sec-911-2014.pdf
R14-Chp-00-2-5A-Rev-Proc-2014-61-Inflation-Amounts-Sec-911-2015.pdf
(Posted on Instructor’s Web Page)

3. What impact will the housing allowance for the remainder of 2014 
(November 15 to December 31) have on her 2014 U.S. income tax return? 
She will live in London. 
Reg. 1.911-3(f)
R14-Chp-00-2-5A-IRS-Notice-2014-29-Foreign-Housing-Cost-Deduction
London is listed on page 9
(Posted on Instructor’s Web Page)

4. What are the filing options for her 2014 return that Sue will file on April 15, 2015? 
[At that time, she has not met the 330 day requirement and does not know for certain whether she will meet the requirement.] 
[Reg. 1.911-7( c)]

5. Assume that Sue’s employer transfers her back to the U.S. on June 30, 2015.
On her U.S. income tax return for 2015, does she qualify for: 
(a) a foreign earned income exclusion, 
(b) a foreign tax credit or 
(c) a foreign tax deduction? Explain.


6. Assume Sue moved London on January 1, 2014 and lived (and worked) there throughout 2014. (The date of the move is changed here. All compensation and other information are unchanged.) 
(Actually she arrived on New Year’s Eve, December 31, 2013. That should add some simplicity.)
On her 2014 income tax return, how much may she claim as:
(a) an exclusion of foreign earned income?
(b) a deduction of foreign housing costs?

