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Tax Research and Practice

UNC Charlotte- Final Exam – Fall, 2004
You may use the Code and Regs Book for this test, but not your textbook.  Please start the answer for each question on a new page.  Legal pads are being provided.  Do not put your name on this test or on any answer sheet. At the top of each page, write your social security number and the number of the question.  Names will be added to the solutions after they are graded.  Turn in both the test and your set of answers. Please write so that the instructor will have no difficulty reading and understanding your solutions.
Question No. 1. (10 Points)
When agreement cannot be reached at the conclusion of an audit, the taxpayer may receive a “30-day letter.” Please explain the nature of this letter. 
Question No. 2. (20 Points)
Your client is single and has just turned age 50. She sold a home this year for $1,000,000, which she had purchased for $700,000 in 1995. It has been her home since that time. (Support your answer with citations to the tax law.)
1. Please advise her on how this gain will be reported on her Form 1040.

2. How would your answer differ if she had only owned and lived in the house for one year, when her employer required her to move to New York?

Question No. 3. (30 Points)
A corporate taxpayer, subject to a marginal state and federal income tax rate of 40 percent, is considering two mutually exclusive alternatives. 
Alternative A is to hire a university accounting major for the summer at a cost of $2,000; his task would be to undertake research on a tax avoidance plan. If it is successful, the plan would save the corporation $3,000 in federal income taxes. The probability of success for the plan is estimated at 80 percent. 
Alternative M is to hire a university marketing major for the summer at a cost of $1,800; her task would be to undertake research on a marketing plan. If it is successful, this plan would generate new revenues of $4,000. 
The probability of such success is estimated to be 85 percent. 

Which, if either, alternative should the corporation pursue?  Should they consider pursuing both projects?
(Present a detailed analysis, including the impact of probabilities and tax rates, to support your conclusions.)
Question No. 4 (30 points)

Please use the attached case (for Robert D. and Ana M. Shirley) and your Code book as needed to answer the following question.
Your client owns a chain of high-end auto dealerships, and also rents motorhomes as a service to its most important customers. Your client was given a copy of the case of the Shirleys and has expressed some confusion. Your client would like for you to write a short report in which you explain the tax issues the Shirleys faced in court, and explain the Court’s decision. You may support your statements with citations to underlying law, but you should avoid extensive quoting of technical legal material.

Question No. 5 (10 points)
Your client has some additional questions regarding the nature of tax litigation, etc. Please prepare answers to the following questions (See case for preceding question for the first 3 parts of this question.):

1. What court heard this case?

2. What are the requirements, if any, regarding payment of a deficiency before having this court hear a case? How would your answer differ, if at all, for other federal courts?

3. What are the appeal options for the Shirleys or for the IRS?
4. Your client has a small dispute with the IRS about the deductibility of alimony payments to a former spouse. Please explain to your client the nature of a “small claims” proceeding in which the client could serve as his or her own attorney, etc. (Support your answer with citations to the tax law.)
