
ACCT 4110 - TAXATION II

Research Project & Review of Chapters 2 and 26



Instructions:    

Part 2 – research Shelly’s tax question by examining 4 relevant sources (code, regulation (if any), article and case), then draft a memo to Shelly advising her how to proceed
Part 3 – examine ethical dilemma, consult AICPA Code of Professional Conduct and draft a memo to file (keep as evidence that you addressed the issue)


Short Answer 
List the three sources of tax law. Provide a brief statement about each.
If a taxpayer has a disagreement with the IRS and has exhausted all administrative efforts, which courts of original jurisdiction will hear his case? (list all) 
In the question above, explain the differences between the courts with respect to: payment of deficiency before trial, jury trial and types of disputes.
Name two on-line tax research sites/software (other than CCH) and provide the web info to access each. Include a copy of the home page of each.
How do you access CCH via the WPU web page? Provide a copy of the home page.

RART 2 - Tax Research 
Provide a statement or advice letter addressed to client analyzing the question presented through relevant: 1) Code section, 2) IRC regulation, 3) a case on point (with similar facts as in your question, NJ or Federal), and 4) a recent article. 
Your response should be well organized and neatly presented. Make sure your answer includes the following:
Clearly identify your topic and what it is you would like to learn;
provide a copy of the code section(s) applicable to your question; 
indicate how you learned which section applies;
provide a copy of an explanatory regulation (which includes an example of your problem); 
provide a copy of a case which deals with your topic (NJ or Federal);
provide a copy of a recent article which deals with your topic (within the last 10 years); and
explain which on-line or other resources you used to locate each of the above (code section, regulation, case and article), and provide information on how you navigated through these resources.
Question Presented:
Shelly is the president and the sole shareholder of Kane Corporation, stock basis $400,000). Incorporated in 2005, Kane’s sole business has consisted of purchase and resale of used medical equipment. In December 2015, Kane transferred its entire inventory, basis of 1.2M to Shelly in a transaction described by the parties as a sale. According to Shelly and collaborated by the minutes of the board of directors, the inventory was sold to her for $2 million, its fair market value. The terms of the sale provided that Shelly would pay Kane $2 million at some future date. The debt obligation was not evidenced by a promissory note and to date, Shelly has made no payments, principle or interest, on the obligation.
The inventory transfer was not reported on Kane’s 2015 tax return, either as a sale or a distribution. After the transfer of the inventory to Shelly, Kane Corporation had no remaining assets and ceased to conduct any business. Kane did not formally liquidate under state law. IRS audited Kane’s 2015 tax return and assessed the following:
Transfer of inventory constituted taxable liquidation distribution in the amount of $800,000 (2M – 1.2M)
IRS asserted entire tax liability of $800,000 against Shelly based on transferee liability
IRS assessed tax due from Shelly for her gain recognized  in the purported liquidating distribution
Shelly contacted you regarding IRS’s determination.  Prepare a memo documenting your research.  What are the tax consequences to Kane? To Shelly?
PART 3
Improper Accounting for Sales

You are one of three partners in a firm of accountants. Five years ago the firm was 
appointed as external accountants to a young, successful and fast-growing company, 
engaged to prepare year end accounts and tax returns. The business had started trading 
with a handful of employees but now has a workforce of 200, while still remaining below 
the size of company requiring a statutory audit. 
Due to your close relationship with the directors of the company (who are its owners) and several of its staff, you become aware that staff purchases of goods manufactured by the 
company are authorised by production managers, and then processed outside the 
accounting system. The proceeds from these sales are used to fund the firm's Christmas 
party. 

Key fundamental principles 
Integrity: Would omitting income from staff sales result in the financial statements and 
returns to the tax authority being misleading? Is the practice dishonest, and what should be your involvement? 
Objectivity: In view of the trust that has built up between you and your client, and the 
threat brought about by the familiarity you have with the directors and staff of the 
company, how will you maintain your objectivity when deciding on a course of action? 
Professional competence and due care: You must ensure that the financial information that you produce on behalf of your client is in accordance with technical and professional 
standards. 
Professional behaviour: How should you act in order to protect your reputation and that of your firm and your profession? 

Considerations
Identify relevant facts: 
Consider relevant accounting standards and any applicable laws and regulations. Determine the system currently employed for controlling staff sales and funding the staff Christmas 
party. 
Identify affected parties: 
Key affected parties are you and your firm, your client company, its directors and staff, and users of the company's accounts, including the tax authority. 
Who should be involved in the resolution: 
The reputation of your firm may be vulnerable, and you should disclose this ethical dilemma to your partners. Throughout the resolution process, you should keep your partners 
informed and be alert to any possible requirement to notify your professional indemnity 
insurers. It is not appropriate to discuss the matter with any of the staff of the client 
company, although the directors should be informed of the issue as soon as possible, and be involved in the resolution.

