Tax Research Assignment
The five steps in tax research are: 
         understand the facts
         identify issues
         locate relevant authorities
         analyze the tax authorities
         communicate research results.
The two types of tax services that tax professionals use in tax research are annotated tax services, arranged by code section, and topical services, arranged by topic.
Research questions often consist of questions of fact or questions of law.
         The answer to a question of fact hinges upon the facts and circumstances of the taxpayer's transaction.
         The answer to a question of law hinges upon the interpretation of the law, such as interpreting a particular phrase in a code section.
When the researcher identifies that different authorities have conflicting views, she should evaluate the “hierarchy,” jurisdiction, and age of the authorities.
Once the tax researcher has identified relevant authorities, she must make sure that the authorities are still valid and up to date.
The most common end product of a research question is a research memo, which has five basic parts: (1) facts, (2) issues, (3) authority list, (4) conclusion, and (5) analysis.
Sample Research Memo
Facts:   Discuss facts relevant to the question presented—that is, facts that provide necessary background of the transaction (generally, who, what, when, where, and how much) and those facts that may influence the research answer. Keeping the fact discussion relatively brief will focus the reader's attention on the relevant characteristics of the transaction.
Issues: State the specific issues that the memo addresses. This section confirms that you understand the research question, reminds the reader of the question being analyzed, and allows future researchers to determine whether the analysis in the memo is relevant. Issues should be written as specifically as possible and be limited to one or two sentences per issue.
Authorities: In this section, the researcher cites the relevant tax authorities that apply to the issue, such as the IRC, court cases, and revenue rulings. How many authorities should you cite? Enough to provide a clear understanding of the issue and interpretation of the law. Remember, in order to reach an accurate assessment of the strength of your conclusion, you should consider authorities that may support your desired conclusion, as well as those that may go against it.
Conclusion: There should be one conclusion per issue. Each conclusion should answer the question as briefly as possible, and preferably indicate why the answer is what it is.
Analysis: The goal of the analysis is for the researcher to provide the reader a clear understanding of the area of law and specific authorities that apply. Typically, an analysis will be organized to discuss the general area(s) of law first (the code section) and then the specific authorities (court cases, revenue rulings) that apply to the research question. How many authorities should you discuss? As many as necessary to provide the reader an understanding of the issue and relevant authorities. After you discuss the relevant authorities, apply the authorities to your client's transaction and explain how the authorities result in your conclusion.
____________________________________________________________________________
Client Letters  In addition to internal research memos, tax professionals often send their clients letters that summarize their research and recommendations. Basic components of the client letter include: (1) research question and limitations, (2) facts, (3) analysis, and (4) closing. 
Here is a sample letter:
[image: http://textflow.mheducation.com/figures/007763943X/exhibit2-10_lg.jpg]
 
For this course you will have three tax research assignments.  This research assignment will include a memo and a client letter.
[bookmark: _GoBack]
 
 
Tax Research Assignment 2.  
The facts for this assignment are as follow:
R.E.M., a calendar year corporation and Athens, Georgia, band recently sold tickets ($20,000,000) for concerts scheduled in the United States for next year and the following year.  For financial statement purposes, R.E.M. will recognize the income from the tickets when it performs the concerts.  For tax purposes, it uses the accrual method and would prefer to defer the income from the ticket sales until it performs the concerts.  This is the first time that it has sold tickets one or two years in advance. Michael Stipe has asked your advice.
Your research assignment will be graded using the following criteria:
1.         Recognition of the important facts and issues
2.         Correct conclusion
3.         Proper citation of relevant sources
4.         Format, Spelling & Grammar
5.         Clarity of writing 
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Below Is the client letter that Bill and Mercedes CFA sent to them.

Dear Bill and Mercedes,

| enjoyed seeing you last week at the Tampa Bay Boys and Girls Clubs charity auction. What a great
event for such a worthy cause! Thank you for requesting my advice concerning the tax treatment of the
points paid when refinancing your mortgage.

My research is based upon the federal income tax laws that apply as of the date of this letter and the
facts that you have provided as follows. Four years ago your credit union provided you a $250,000
interest-only note on your home that required a balloon payment at the end of four years. You chose
this type of loan to minimize your mortgage payment until your previous house sold. After 18 months,
you sold your previous house and refinanced the original short-term loan with a 15-year conventional
mortgage. The credit union charged you $3,000 in points upon the refinancing.

After a thorough review of the applicable tax authority, there i substantial authority that supports a
current deduction of the $3,000 points paid. IRC Sec. 461(g)(2) allows cash-method taxpayers to
deduct points in the year paid if the related debt was incurred “in connection with the purchase or
improvement of and secured by, the taxpayer's principal residence. There are two basic interpreta-
tions of “in connection with the purchase or improvement of” The IRS has ruled (Revenue Ruling
87-22) that points paid to simply refinance an existing mortgage without improving the residence
must be amortized over the life of the loan. In contrast, in J.R. Huntsman v. Comm., the 8th Circuit
Court held that points incurred to refinance a mortgage on the taxpayer's principal residence are
currently deductible if the refinancing represents an integrated step to secure permanent financing
for the taxpayer's residence.

The facts in J.R. Huntsman v. Comm. are very similar to your facts. Like you, the taxpayers in J.R.
Huntsman v. Comm. purchased their principal residence using a short-term loan with a “balloon”
payment. When the balloon payment came due, the taxpayers obtained a permanent mortgage on their
home. The 8th Circuit Court held that in this case the permanent mortgage was acquired to finalize the
purchase of the home and allowed the current deduction of the points.

J.R. Huntsman v. Comm. provides substantial authority to support a current deduction of the $3,000
points paid to refinance your initial short-term mortgage. In addition, other courts have applied the 8th
Circuit's interpretation of IRC Sec. 461(g)(2), which adds “strength” to the 8th Circuit decision. However,
the IRS has indicated that it will not follow the J.R. Huntsman v. Comm. decision outside the 8th Circuit
(in the 11th Circuit where you live). Accordingly, the IRS would likely disallow the $3,000 deduction
upon audit, and thus, while you have substantial authority to deduct the points currently, there is risk in
doing so.

| would be happy to discuss this issuie with you in more depth as these types of issues are always
difficult. Likewise, if you have any other questions or issues with which | may assist you, please do not
hesitate to contact me. Thank you again for requesting my advice.

Sincerely,

Sandra Miller, CPA






B ——
R TS L

LU

ey ——
e e e o bt ot oo,

he ot oot o e i3 e e, i s -
s o 215 oy o (oot T .

el Rk M

D
itk e e Ko
i bt s e e e i

B e
o e o



