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PREFACE 

New to this Edition 

INDIVIDUALS 

• Complere updaring of the chapter marerial for rhe provisions in the Tax Curs and Jobs Acr of 2017 affecting individual taxpayers, 
including an explanation of the new rules and the relared implications of rhe following irems: 
• Reduction in marginal tax rares 
• Elimi nation of personal and dependency exe,nprions 
• Changes in the deducrabi liry of state and local taxes and casualty losses 
• Elimi nation of miscellaneous itemized deductions 
• Changes ro the a lrernative min i,num tax 
• Increase in rhe ch ild rax credit 

• Complete updating of significant courr cases and IRS rul ings and procedures duri ng 2017 and early 2018 
• All tax rare schedules have been updated to reflect the rates and inflarion adjusrments for 2018 
• Whenever new updates become available, they wi ll be accessi ble via MyLab Accounting 
• Updaring of the end-of-chaprer rax rerurn problems to 2017 (2017 tax forms are included because the 2018 rax forms were nor avail­

able ,vhen th is edition wenr to prinr), bur also including a supplemental explanation for each rax return problem of how the solurion 
,viii change for the 2018 tax year given rhe provisions of rhe Tax Curs and Jobs Act. 

CORPORATIONS 

• Complete updating of the chapter material for the provisions in rhe Tax Curs and Jobs Acr of 2017 affe.cring corporarions and other 
enriries, including an explanarion of the new ru les and the relared i,nplications of the following items: 
• Reduced corporate tax rate 
• Qualified business income deduction 
• New li,nitarions on interest, business losses, and NOLs 
• New ru les for rhe raxation of international transactions 
• The comprehensive corporate tax return, Problem C:3-65, has all new numbers for rhe 2017 forms 

• The comprehensive parrnersh ip tax return, Problem C:9-58, has all new numbers for the 2017 forms 
• The comprehensive S corporarion rax return, Problem C:1 1-62, has all new numbers for rhe 2017 forms 
• All tax rare schedules have been updated to reflect the rates and inflarion adjusrments for 2018 
• Whenever new updates become available, rhey ,viii be accessible via MyLab Accounting 

SOLVING TEACHING AND LEARNING CHALLENGES 

The Ruperr/Anderson 2019 Series in Federa l Taxarion is appropriare for use in any firsr course in federal taxarion, and comes in a 
choice of three vol umes: 
• Federal Taxarion 2019: Individuals 
• Federal Taxarion 2019: Corporations, Parrnerships, Esrates & Trusrs (the companion book to Individuals) 
• Federal Taxarion 2019: Comprehensive (14 chapters from Individuals and 15 chapters from Corporarions) 

• • For a customized edirion of any of rhe chaprers for these texrs, contact your Pearson represenrarive and he or she can create a custom 
rexr for you. 

• The Individuals volume covers all entities, although the rrearment is often briefer rhan in the Corporations and Con,prehensive vol­
umes. The Individuals volume, therefore, is appropriate for colleges and universities that require on ly one semester of taxation as ,veil 
as those that require more than one semester of taxation. Further, this volmne adapts the suggestions of the Model Tax Curriculmn as 
promulgated by the A,nerican Insrirure of Certified Public Accounranrs. 

• The Corporations, Partnerships, Estates & Trusts and Con,prehensive volumes contain three comprehensive tax rerurn problems 
,vhose data change with each edition, rhereby keeping the problems fresh . Problem C:3-65 conrains the comprehensive corporare 
tax rerurn, Problem C:9-58 conrains the comprehensive partnership rax rerurn, and Problem C: 11-62 conta ins the comprehensive 
S corporarion rax rerurn, ,vhich is based on the same facts as Problem C:9-58 so that studenrs can compare the returns for these 
nvo entities. 

• The Corporations, Partnerships, Estates & Trusts and Co,nprehensive volumes conrain sections called Financial Sratemenr Implica­
tions, wh ich discuss the implications of Accounting Standards Codificarion (ASC) 740. The main discussion of accou nting for income 
taxes appears in Chaprer C:3. The financial sratemenr i,nplicarions of other tra nsactions appear in Chaprers C:7, C:8, and C:16 
(Corporations volume only). 
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Rupert/Anderson 2019 Series in Federal Taxation has an appropriate blend of technica l content of the tax law with a high level of 
readability for students. It is focused on enabling students to apply tax principles within the chapter to real-life situations using many 
strong pedagogical aids: 

Real-World Example 
These co,nments relate the text material to events, cases, and statistics occurring in the tax and business environment. The statistical 
data presented in some of these comments are taken from the IRS's Statistics of Income at W\V\V.irs.gov. 

Book-to-Tax Accounting Comparison 
These comments compare the tax discussion in the text to the accounting a nd/or financial state1nent treatment of this material. Also, 
the last section of Chapter C:3 discusses the financial statement implications of federal income taxes. 

What Would You Do in This Situation? 
Unique to the Rupert/Anderson series, these boxes place students in a decision-making role. The boxes include many controversies 
that are as yet unresolved or are currently being considered by the courts. These boxes make extensive use of Ethical Material as they 
represent choices that may put the practitioner at odds with the cl ient. 

Stop & Think 
These «speed bu1nps" encourage students to pause and apply what they have just learned. Solutions for each issue are provided in the box. 

Ethical Point 
These comments provide the ethical i1npl ications of material discussed in the adjoining text. Apply what they have just learned. 

Tax Strategy Tip 
These comments suggest tax planning ideas related to material in the adjoining text. 

Additional Comment 
These comments provide supplemental information pertaining to the adjacent text. 

M y Lab Accounting 

Reach Every Student with Mylab Accounting 
MyLab is the teaching and learning platform that empowers you to reach every student. By combining trusted author content with 
digita l tools and a flexible platform, MyLab personalizes the learning experience and i1nproves results for each student. Learn more 
a bout MyLab Accounting at https:/1,V\V\v.pearsonmylabandmastering.com/ 

Powerful Homework and Test Manager Create, import, and manage onli ne homework and media assignments, qu izzes, and tests. 
Create assignments from online questions directly correlated to this and other textbooks. Homework questions include "Help Me 
Solve This" guided solutions to help students understand and master concepts. You can choose from a wide range of assignment 
options, including time limits and maximum number of attempts a llowed. In addition, you can create your own questions-or copy 
and edit ours- to customize your students' learning path. 

Deliver Trusted Content 
You deserve teaching materials that meet your own high standards for your course. That's why we partner with highly respected au­
thors to develop interactive content and course-specific resources that you can trust - and that keep you r students engaged. 

Dynamic Study Modules Dynamic Study Modules help students study effectively on thei r own by continuously assessing their activ­
ity and performance in real time. Here's how it works: students complete a set of questions with a unique answer format that also 
asks them to indicate thei r confidence level. Questions repeat until the student can answer them all correctly and confidently. O nce 
completed, Dynamic Study Modules explain the concept using materials from the text. These are available as graded assignments 
prior to class, and accessible on smartphones, tablets, and computers. Instructors can now remove questions from Dynamic Study 
Modules to better fi t thei r course. Available for select titles. 

Empower Each Learner 
Each student learns at a different pace. Personalized learning pinpoints the precise areas where each student needs practice, giving all 
students the support they need - when and where they need it - to be successful. 

Study Plan The Study Plan acts as a tutor, providing personalized reco,nmendations for each of your students based on his or her 
ability to master the lea rning objectives in your course. This allows students to focus their study time by pinpointing the precise 
areas they need to review, a nd allowing the1n to use customized practice and lea rning aids- such as videos, eText, tutorials, a nd 
more-to get them back on track. Using the report available in the Gradebook, you can then tailor course le.ctures to prioritize the 
content where students need the most support-offering you better insight into classroom and individual performance. 
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Teach Your Course Your Way 
Your course is unique. So whether you would like to bui ld your own assignments, reach multiple sections, or set prerequisites, MyLab 
g ives you the flexibi lity to easily create your course to fir your needs. 

Improve Student Results 
When you reach ,virh MyLab, student performance improves. T hat's ,vhy instructors have chosen MyLab for over 15 years, touching 
the lives of over 50 million students. 

Instructor Teaching Resources 

T his program comes ,virh the fo llowing reaching resources. 

Supplements available to instructors a t Feat u res of the Supplement 
www.i;igarsonhighered.com/gearsontax 

Instructor's Resource Manual • Sample syllabi 
authored by Mitchell Franklin from LeMoyne College and • Instructor outlines 
Joshua Coyne from University o f Memphis • Information regarding problem areas for students 

• Solutions to the tax form/tax return preparation problems 

Instructor's Solutions Manual • Solutions to discussion questions 
authored by Kenneth Anderson from University of • Solutions to problems 
Tennessee and Timothy Rupert from Northeastern • Solutions to comprehensive and tax strategy problems 
University 

Test Bank Over 1,500 multiple-choice, true/false, short-answer, essays, and worked problems. 
authored by Anthony Masino from East Tennessee State • Type (Multiple-choice, true/false, short-answer, essay) 
University and Ann Burstein Cohen from SUNY at Buffalo • Page references to where content is found in the text 

Computerized TestGen TestGen allows instructors to: 
• Customize, save, and generate classroom tests 
• Ed it. add, or delete questions from the Test Item Files 
• Analyze test results 
• Organize a database of tests and student results. 

PowerPoint Presentations Slides include key graphs, tables, and equations in the textbook. 
authored by Allison Mcl eod from University of North PowerPoints meet accessibility standards for students with d isabilities. Features 
Texas include, but not limited to: 

• Keyboard and Screen Reader access 
• Alternative text for images 
• High color contrast between background and foreground colors 

Mult istate Tax Chapter An entire chapter, complete with problems (and solutions) dedicated to multi-
authored by Michael Schadewald from University of state tax practices. 
Florida 

TaxAct 2017 Professional Software Available online with Individuals, Corporations, and Comprehensive Texts-please 
contact your Pearson representative for assistance with the registration process. 
This user-friendly tax preparation program includes more than 80 tax forms, 
schedules, and worksheets. TaxAct calculates returns and a lerts the user to possi-
ble errors o r entries. Consists of Fo rms 990, 1040, 1041, 1065, 11 20 and 11205. 
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TAX RESEARCH 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to 

1 Distinguish between closed fact and open fact tax situations 

2 Describe the steps in the tax research process 

3 Explain how the facts influence tax consequences 

4 Identify the sources of tax law and assess the authoritative value of each 

s Consult tax services to research an issue 

6 Apply the basics of Internet-based tax research 

7 Use a citator to assess tax authorities 

s Describe the professional guidelines that CPAs in tax practice should 
follow 

9 Prepare work papers and communicate to clients 
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C H APTER OUTLINE 
Overview of Tax Research ... 1-2 

Steps in the Tax Research 
Process ... 1-3 
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Tax Services ... 1-25 
The Internet as a Research 
Tool ... 1-26 

Citators ... 1-28 
Professional Guidelines for Tax 
Services ... 1-30 

Sample Work Papers and Client 
Letter ... 1-34 

' OBJECTIVE 1 

Distinguish between 
closed fact and open fact 
tax situations 

ADDITIONAL COMMENT 
Closed-fact situations afford the 
tax advisor the least amount 
of f lexibil ity. Because the facts 
are already establ ished, the tax 
advisor must develop the best 
solution possible w ithin certain 
predetermined constraints. 

This chapter introduces the reader co the tax research process. Its major focus is the sources 
of the tax law (i.e., the Internal Revenue Code and other tax authorities) and the relative 
\Veight given to each source. The chapter describes the steps in the tax research process 
and places particular emphasis on the importance of the facts to the tax consequences. It 
also describes the features of frequently used tax services and computer-based tax research 
resources. Finally, it explains ho,v co use a citator. 

The end product of the tax research process-the communication of results to the 
client-also is discussed. This text uses a hypothetical set of facts to provide a compre­
hensive illustration of the process. Sample ,vork papers demonstrating how to document 
the results of research are included in Appendix A. The text also discusses t\VO types 
of professional guidelines for CPAs in tax practice: the American Institute of Certified 
Public Accountants' (AICPA's) Statements on Standards for Tax Services (reproduced in 
Appendix E) and Treasury Department Circular 230. 

OVERVIEW OF TAX RESEARCH 

Tax research is the process of solving tax-related problems by applying tax law to specific 
sets of facts . Sometimes it involves researching several issues and often is conducted to 
formulate tax policy. For example, policy-oriented research would determine ho,v far 
the level of charitable contributions might decline if such contributions \Vere no longer 
deductible. Economists usually conduct this type of tax research to assess the effects of 
government policy. 

Tax research also is conducted to determine the tax consequences of transactions 
co specific taxpayers. For example, client-oriented research ,vould determine \Vhether 
Smith Corporation could deduct a particular expenditure as a trade or business expense. 
Accounting and la\v firms generally engage in this type of research on behalf of their 
clients. 

This chapter deals only ,vith cl ient-oriented tax research, which occurs in two contexts: 

1. Closed fact or tax compliance situations: The client contacts the tax advisor after 
completing a transaction or \Vhi le preparing a tax return. In such situations, the tax 
consequences are fa irly straighcfonvard because the facts cannot be modified co obtain 
different results. Consequently, tax saving opportunities may be lose. 

EXAMPLE C:1 - 1 .... Tom informs Carol, his tax advisor, that on November 4 of the current year, he sold land held 

ADDITIONAL COMMENT 
Open-fact or tax-planning situa­
t ions give a tax advisor flexibility 
to structure transactions to accom­
plish the client's objectives. In this 
type of situation, a creative tax 
advisor can save taxpayers dollars 
through effective tax planning. 

as an investment for $500,000 cash. His basis in the land was $50,000. On November 9, Tom 
reinvested the sales proceeds in another plot of investment property costing $500,000. This is a 
closed fact situation. Tom wants to know the amount and t he character of the gain (if any} he 
must recognize. Because Tom solicits the tax advisor's advice after the sale and reinvestment, 
the opportunity for tax planning is limited. For example, the possibility of deferring taxes by 
using a like-kind exchange or an installment sa le is lost. .... 

2. Open fact or tax planning situations: Before structuring or concluding a transaction, 
the client contacts the tax advisor co discuss tax planning opportunities. Tax-planning 
situations generally are more difficult and challenging because the tax advisor must 
consider the client's tax and nontax objectives. Most cl ients will not engage in a trans­
action if it is inconsistent ,vith their nontax objectives, even though it produces tax 
savings. 

EXAMPLE C:1 -2 .... Diane is a widow with three children and f ive grandchildren and at present owns property 
va lued at $30 million. She seeks advice from Carol, her tax advisor, about how to minimize 
her estate taxes and convey t he greatest value of property to her descendants. This is an 
open-fact situation. Carol could advise Diane to leave all but $11.18 million of her property 
to a charitable organization so that her estate would owe no estate taxes. Although this 
recommendation would eliminate Diane's estate taxes, Diane is likely to reject it because she 
wants her children or grandchi ldren to be her primary beneficiaries. Thus, reducing estate 



TAX STRATEGY TIP 

Taxpayers should make invest­
ment decisions based on after-tax 
rates of return or after-tax cash 
f lows. 

ADDITIONAL COMMENT 
It is important to consider nontax 
as well as tax objectives. In many 
situat ions, the nontax consider­
ations outweigh the tax consider­
ations. Thus, the plan eventually 
adopted by a taxpayer may not 
always be the best when viewed 
strictly from a tax perspective. 

OBJECTIVE 2 

Describe the steps in the 
tax research process 
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taxes to zero is inconsistent with her objective of allow ing her descendants to receive as 
much after-tax wealt h as possible. .... 

When conducting research in a tax planning context, the tax professional should keep 
a number of points in mind. First, the objective is not to minimize taxes per se but rather 
to maximize a taxpayer's after-tax return. For example, if the federa l income tax rate is a 
constant 30o/o, an investor should not buy a tax-exempt bond yielding 5% when he or she 
could buy a corporate bond of equal risk that yields 9% before tax and 6.3",{, after tax. 
This is the case even though his or her explicit taxes (actual tax liabi lity) would be mini· 
mized by investing in the tax-exempt bond.1 Second, taxpayers typically do not engage 
in unilatera l or self-dealing transactions; thus, the tax ramifications for all parties to the 
transaction should be considered. For example, in the executive compensation context, 
employees may prefer to receive incentive stock options (because they will not recognize 
income until they sell the stock), but the employer may prefer to gran t a differen t type of 
option (because the employer cannot deduct the value of incentive stock options upon is­
suance). Thus, the employer might grant a different number of options if it uses one type 
of stock option versus another type as compensation. Third, taxes are but one cost of 
doing business. In deciding where to locate a manufacturing plant, for example, factors 
more importan t to some businesses than the amount of state and local taxes paid might 
be the proximity to ra\V materials, good transportation systems, the cost of labor, the 
quantity of available skilled labor, and the qual ity of life in the area. Fourth, the time for 
tax planning is not restricted to the beginning da te of an investment, contract, or other ar· 
rangement. Instead, the time extends throughout the duration of the activity. As tax rules 
change or as business and economic environments change, the tax advisor must reevaluate 
\Vhether the taxpayer should hold onto an investment and must consider the transaction 
costs of any alternatives. 

One final note: the tax advisor should ahvays bear in mind the financial accounting 
implications of proposed transactions. An ans\ver that may be desirable from a tax per· 
spective may not ahvays be desirable from a financial accounting perspective. Though in· 
terrelated, the two fields of accounting have different orientations and different objectives. 
Tax accounting is oriented primarily to the Internal Revenue Service (IRS). Its objectives 
include calculating, reporting, and predicting one's tax liability according to legal prin· 
ciples. Financial accounting is oriented primarily to shareholders, creditors, managers, and 
employees. Its objectives include determining, reporting, and predicting a business's finan· 
cial position and operating results according to Generally Accepted Accounting Principles. 
Because tax and financial accounting objectives may differ, planning conflicts could arise. 
For example, management might be reluctan t to engage in tax reduction strategies that also 
reduce book income and reported earnings per share. Success in any tax practice, especially 
at the managerial level, requires consideration of both sets of objectives and orientations. 

STEPS IN THE TAX 
RESEARCH PROCESS 

In both open· and closed-fact situations, the tax research process involves six basic steps: 

1. Determine the facts. 
2. Identify the issues (questions). 
3. Locate the applicable authorities. 
4. Evaluate the authorities and choose those to follow \Vhere the authorities conflict. 
5. Analyze the facts in terms of the applicable authorities. 
6. Communicate conclusions and recommendations to the client. 

1 For an excellent discussion of explicit and implicit taxes and rax planning 
see /vi. S. Scholes, /vi. A. \Volfson, M. Erickson, /vi. Hanlon, L. Maydew, and 
T. Shevlin, Taxes and Business Strategy: A Planning Approach, fifth edition 
(Upper Saddle River, NJ: Pearson Prentice Hall, 2015). Also see Chapter I: 18 

of rhe Individuals volume. An example of an implicit tax is the excess of the 
before-tax eam.ings on a taxable bond over the risk-adjusted before-tax earn· 
ings on a tax-favored investment (e.g., a munfripal bond). 
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Determine the facts. I 

I 

Identify the issues 
(questions). 

locate the applicable 
authorities. 

Evaluate the authorities; 
choose those to follow where 

the authorities conflict 

Analyze the facts in 
terms of the applicable 

authorities. 

Communicate conclusions and 
recommendations to the client. 

You may need to 
gather additional 
facts. 

You may need to 
restate the 
questions. 

FIGURE C: 1- 1 ..... STEPS IN THE TAX RESEARCH PROCESS 

ADDITIONAL COMMENT 
The steps of tax research provide 
an excellent format for a written 
tax communication. For example, 
a good format for a client memo 
includes (1) statement of facts, 
(2) l ist of issues, (3) discussion of 
relevant authority, (4) analysis, 
and (5) recommendations to the 
client of appropriate actions 
based on the research results. 

TYPICAL MISCONCEPTION 
Many taxpayers think the tax law 
is all black and white. However, 
most tax research deals w ith gray 
areas. Ultimately, when con­
fronted w ith tough issues, the abil­
ity to develop strategies that favor 
the taxpayer and then to find rel­
evant authority to support those 
strategies will make a successful 
tax advisor. Thus, recognizing 
planning opportunities and avoid­
ing potential t raps is often the real 
value added by a tax advisor. 

Although the above outl ine suggests a linear approach, the tax research process often is 
circular. That is, it does not always proceed step-by-step. Figure C:1-1 illustrates a more 
accurate process, and Appendix A provides a comprehensive example of this process. 

In a closed-fact situation, the faces have already occurred, and the tax advisor's task 
is co analyze chem co determine the appropriate tax treatment. In an open-fact situation, 
by contrast, the facts have not yet occurred, and the tax advisor's task is co plan for them 
or shape them so as to produce a favorable tax result. T he tax advisor performs the latter 
cask by revie\ving the relevant legal authorities, particularly court cases and IRS rulings, 
all the \Vhile bearing in mind the facts of those cases or ru lings that produced favorable 
results compared with those that produced unfavorable results. For example, if a client 
\Vanes co rea lize an ordinary loss (as opposed to a capital loss) on the sale of several plots 
of land, the tax advisor might consult cases involving simi lar land sales. The advisor 
might attempt to distinguish the faces of those cases in \Vhich the taxpayer rea lized an or­
dinary loss from the facts of chose cases in \Vhich the taxpayer realized a capital loss. The 
advisor then might recommend that the client structure the transaction based on the fact 
pattern in the ordinary loss cases. 

Often, tax research involves a question co \Vhich no clearcut, unequivocally correct an­
swer exists. In such situations, probing a related issue might lead to a solution pertinent to 
the central question. For example, in researching whether the taxpayer may deduct a loss 
as ordinary instead of capital, the tax advisor might research the related issue of \Vhether 
the presence of an investment motive precludes classifying a loss as ordinary. The solution 
co chat issue might be relevant co the central question of \Vhether the taxpayer may deduct 
the loss as ordinary. 

Identifying the issue(s) to be researched often is the most difficult seep in the tax re­
search process. In some instances, the client defines the issue(s) for the tax advisor, such as 
\Vhere the client asks, "May I deduct the coses of a winter trip co Florida recommended by 
my physician?" In other instances, the tax advisor, after reviewing the documents submit­
ted to him or her by the client, identifies and defines the issue(s) himself or herself. Doing 
so presupposes a firm grounding in tax la\v.2 

2 Often, in an employment context, super ... isors define the questions to be 
researched and the authorities that might be relevant to the rax consequences. 
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Once the tax advisor locates the applicable legal authorities, he or she might have to 
obtain additional information from the client. Example C:1-3 illustrates the point. T he 
example assumes that all relevant tax authorities are in agreement. 

EXAMPLE C:1-3 .... Mark calls his tax advisor, A l, and states t hat he (1) incurred a loss on renting his beach cottage 
during the current year and (2) wonders whether he may deduct the loss. He also states that 
he, his w ife, and their minor child occupied the cottage only eight days during the current year. 

OBJECTIVE 3 

Explain how the 
facts influence tax 
consequences 

This is the first time Al has dealt with the Sec. 280A vacation home rules. On read ing Sec. 
280A(d), Al learns that a loss is not deductible if the taxpayer used the residence for personal 
purposes for longer than the greater of (1) 14 days or (2) 10% of the number of days the unit 
was rented at a fair renta l value. He also learns that the property is deemed to be used by the 
taxpayer for personal purposes on any days on which it is used by any member of his or her 
family (as defined in Sec. 267(c)(4}}. The Sec. 267(c)(4} definition of family members includes 
brothers, sisters, spouse, ancestors (e.g., parents and grandparents), or lineal descendants (e.g., 
children and grandchildren}. 

Mark 's eight-day use is not long enough to make the renta l loss nondeductible. However, 
Al must inquire about the number of days, if any, Mark's brothers, sisters, or parents used the 
property. (He already knows about use by Mark, his spouse, and his lineal descendants.} In ad· 
dition, Al must find out how many days the cottage was rented to other persons at a fair rental 
value. Upon obtaining the additional information, A l proceeds to determine how to calculate 
the deductible expenses. Al then derives his conclusion concern ing the deductible loss, if any, 
and communicates it to Mark. (This example assumes the passive activity and at-risk rules re­
stricting a taxpayer's ability to deduct losses from real estate activities will not pose a problem 
for Mark. See Chapter 1:8 for a comprehensive discussion of these topics.} .... 

Many firms require that a researcher's conclusions be communicated to the client in 
\Vriting. Members or employees of such firms may answer questions orally, but their oral 
conclusions should be follo\ved by a written communication. According to the AICPA's 
Statements on Standards for Tax Services (reproduced in Appendix E), 

Although oral advice may serve a taxpayer's needs appropriately in routine matters or in 
,veil-defined areas, written communications are recommended in i1nportant, unusual, sub­
stantial dollar value, or complicated transactions. The member may use professional judg­
ment about whether, subsequently, to document ora l advice.3 

In addition, Treasury Department Circular 230 covers all ,vritten advice communi· 
cated to clients. These requirements are more fu lly discussed at the end of th is chapter and 
in Chapter C:15. 

IMPORTANC E OF THE FAC TS 
TO THE TAX C ONS EQU ENC ES 

Many terms and phrases used in the Internal Revenue Code (IRC) and other tax authori· 
ties are vague or ambiguous. Some provisions conflict vvith others or are difficult to rec­
oncile, creating for the researcher the dilemma of deciding v1hich rules are applicable and 
\Vhich tax results are proper. For example, as a condition to claiming another person as a 
dependent, the taxpayer must provide a certain level of support for such person.4 Neither 
the IRC nor the Treasury Regulations define "support." This lack of definition could be 
problematic. For example, if the taxpayer purchased a used automobile costing $8,000 
for an elderly parent \Vhose only source of income is $7,800 in Social Security benefits, 
the question of \Vhether the expenditure constitutes support ,vould arise. The tax advisor 
\VOuld have to consult court opinions, revenue rulings, and other IRS pronouncements to 
ascerta in the legal meaning of the term "support." Only after thorough research \VOuld 
the meaning of the term become clear. 

3 AICPA, Statement on Standards for Tax Services# No. 7, '" Form and Con.tent 
of Advice ro Taxpayers; 2010, Para. 6. 

4 Sec. 152(e)( l ){A) and Sec. 152(d)( l ){C). 



1- 6 Corporations .,.. Chapter 1 

TYPI CAL MISCONCEPTION 
Many taxpayers believe tax prac­
t itioners spend most of their time 
preparing tax returns. In reality, 
providing tax advice that accom­
plishes the taxpayer's objectives 
is one of the most important re­
sponsibilities of a tax advisor. This 
latter activity is tax consulting as 
compared to tax compliance. 

5 Rev. Rul. 93-86, 1993-2 C.B. 71. 

In other instances, the legal language is quite clear, but a question arises as to ,vhether 
the taxpayer's transaction conforms to a specific pattern of facts that gives rise to a par­
ticular tax result. Ultimately, the peculiar facts of a transaction or event determine its tax 
consequences. A change in the facts can significantly change the consequences. Consider 
the follo,ving illustrations: 

Illustration One 
Facts: A holds stock, a capita l asset, that he purchased two years ago at a cost of $1,000. He 
sells the stock to B for $920. What are the tax consequences to A? 
Result: Under Sec. 1001, A realizes an $80 capital loss. He recognizes this loss in the current 
year. A must offset the loss against any capital gains recognized during the year. Any excess 
loss is deductible from ordinary income up to a $3,000 annual limit. 
Change of Facts: A is B's son. 
New Result: Under Sec. 267, A and B are related parties. Therefore, A may not recognize 
the realized loss. However, B may use the loss if she subsequently sells the stock at a gain. 

Illustration T,vo 
Facts: C donates to State University ten acres of land that she purchased two years ago for 
$10,000. The fair market value (FMV) of the land on the date of the donation is $25,000. 
C's adjusted gross income is $100,000. What is C's charitable contribution deduction? 
Result: Under Se.c. 170, C is entitled to a $25,000 charitable contribution deduction (i.e., the 
FMV of the property unreduced by the unrea lized long-term gain). 
Change of Facts: C purchased the land 11 months ago. 
New Result: Under the same IRC section, C is entitled to on ly a $10,000 charitable contri­
bution deduction (i.e., the FMV of the property reduced by the unrealized short-term gain). 

Illustration Three 
Facts: Acquiring Corporation pays Target Corporation's shareholders one million shares of 
Acquiring voting stock. In return, Target's shareholders tender 98% of their Target voting 
stock. The acquisition is for a bona fide business purpose. Acquiring continues Target's busi­
ness. What are the tax consequences of the exchange to Target's shareholders? 
Result: Because the transaction qualifies as a reorganization under Sec. 368(a)(1 )(B), Target's 
shareholders are not taxed on the exchange, ,vhich is solely for Acquiring voting stock. 
Change of Facts: In the transaction, Acquiring purchases the remaining 2 % of Target's 
shares with cash. 
New Result: Under the same IRC provision, Target's shareholders are no,v taxed on the 
exchange, which is not solely for Acquiring voting stock. 

CREATING A FACTUAL SITUATION 
FAVORABLE TO THE TAXPAYER 
Based on his or her research, a tax advisor might recommend to a taxpayer ho,v to struc­
ture a transaction or plan an event so as to increase the likelihood that related expenses 
,viii be deductible. For example, suppose a taxpayer is assigned a temporary task in a 
location (City Y) different from the location (City X) of his or her permanent employ­
ment. Suppose also that the taxpayer ,vanes to deduct the meal and lodging expenses 
incurred in City Y as well as the cost of transportation thereto. To do so, the taxpayer 
must establish that City X is his or her tax home and that he or she temporarily ,vorks 
in City Y. (Section 162 provides that a taxpayer may deduct travel expenses ,vhile "a,vay 
from home" on business. A taxpayer is deemed to be "a,vay from home" if his or her em­
ployment at the ne,v location does not exceed one year, i.e., it is "temporary.") Suppose 
the taxpayer wants to kno,v the tax consequences of his or her ,vorking in City Y for ten 
months and then, within that ten-month period, finding permanent employment in City Y. 
What is tax research likely to reveal? 

Tax research ,viii lead to an IRS ruling stating that, in such circumstances, the employ­
ment will be deemed to be temporary until the date on ,vhich the realistic expectation 
about the temporary nature of the assignment changes.5 After this date, the employment 



OBJECTIVE 4 

Identify the sources of 
tax law and assess the 
authoritative value of each 

A DDITIONA L COMM ENT 
Committee reports can be helpful 
in interpreting new legislation 
because they indicate the intent 
of Congress. With the prolifera­
tion of tax legislation, committee 
reports have become especially 
important because the Treasury 
Department often is unable to 
draft the needed regulations in a 
timely manner. 
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\Viii be deemed to be permanent, and travel expenses relating to it will be nondeductible. 
Based on this finding, the tax advisor might advise the taxpayer to postpone his or her 
permanent job search in City Y unti l the end of the ten-month period and simply treat his 
or her assignment as temporary. So doing ,vould lengthen the time he or she is deemed 
to be "a\vay from home" on business and thus increase the amount of meal, lodging, and 
transportation costs deductible as travel expenses. The taxpayer should compare the tax 
savings to any additional personal costs of maintaining t\VO residences. 

THE SOURC ES OF TAX LAW 

The language of the !RC is general; that is, it prescribes the tax treatment of broad catego­
ries of transactions and events. The reason for the generality is that Congress can neither 
foresee nor provide for every conceivable transaction or event. Even if it could, doing so 
\VOuld render the statute narrov>' in scope and inflexible in application. Accordingly, in­
terpretations of the !RC-both administrative and judicia l-are necessary. Administrative 
interpretations are provided in Treasury Regulations, revenue ru lings, revenue proce­
dures, and several other pronouncements discussed later in this chapter. Judicial interpre­
tations are presented in court opinions. The term tax law as used by most tax advisors 
encompasses administrative and judicial interpretations in addition to the !RC. It also 
includes the meaning conveyed in reports issued by Congressional committees involved in 
the legislative process. 

THE LEGISLATIVE PROCESS 
Tax legislation begins in the House of Representatives. Initially, a tax proposal is incor­
porated in a bill. The bill is referred to the House Ways and Means Committee, \Vhich is 
charged ,vith reviewing all tax legislation. The Ways and Means Committee holds hearings 
in ,vhich interested parties, such as the Treasury Secretary and IRS Commissioner, testify. At 
the conclusion of the hea rings, the Ways and Means Committee votes to approve or reject 
the measure. If approved, the bill goes to the House floor \Vhere it is debated by the full mem­
bership. If the House approves the measure, the bill moves to the Senate ,vhere it is taken 
up by the Senate Finance Committee. Like Ways and Means, the Finance Committee holds 
hearings in v,hich Treasury officials, tax experts, and other interested parties testify. If the 
committee approves the measure, the bill goes to the Senate floor where it is debated by the 
full membership. Upon approval by the Senate, it is submitted to the President for his or her 
signature. If the President signs the measure, the bill becomes public la\V. If the President ve­
toes it, Congress can override the veto by at least a t\VO·thirds majority vote in each chamber. 

Generally, at each stage of the legislative process, the bill is subject to amendment. If 
amended, and if the House version differs from the Senate version, the bill is referred to a 
House-Senate conference committee.6 This committee attempts to resolve the differences 
between the House and Senate versions. Ultimately, it submits a compromise version of the 
measure to each chamber for its approva l. Such referra ls are common. For example, in 1998 
the House and Senate disagreed over ,vhat the taxpayer must do to shift the burden of proof 
to the IRS. The House proposed that the taxpayer assert a "reasonable dispute" regarding a 
taxable item. The Senate proposed that the taxpayer introduce "credible evidence" regard­
ing the item. A conference committee \Vas appointed to resolve the differences. This com­
mittee ultimately adopted the Senate proposal, ,vhich was later approved by both chambers. 

After approving major legislation, the Ways and Means Committee and Senate Finance 
Committee usually issue official reports. These reports, published by the U.S. Government 
Printing Office (GPO) as part of the Cumulative Bulletin and as separate documents, 
explain the committees' reasoning for approving (and/or amending) the legislation.7 
In addition, the GPO publishes both records of the committee hearings and transcripts 
of the floor debates. The records are published as separate House or Senate docu­
ments. The transcripts are incorporated in the Congressional Record for the day of the 

6 The size of a conference committee can vary. Ir is made up of an equal num ~ 
her of members from the House and the Senate. 

1 TI1.e Ommlarive Bulletin is described in the discussion of revenue rulings 
on page C:1 ·12. 
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debate. In tax research, these records, reports, and transcripts are useful in deciphering the 
meaning of the statutory language. Where this language is ambiguous or vague, and the 
courts have not interpreted it, the documents can shed light on Congressional intent, i.e., 
\Vhat Congress intended by a particular term, phrase, or provision. 

EXAMPLE C:1-4 .... In 1998, Congress passed leg islation concerning shifting t he burden of proof to t he IRS. This 
legislation was codified in Sec. 7491. The question arises as to what constitut es "credible evi­
dence" because the taxpayer must introduce such evidence to shift the burden of proof to 
the IRS. Section 7491 does not define the term. Because the provision was relatively new, few 
courts had an opportunity to interpret what "credible evidence" means. In the absence of rele­
vant statutory or judicial authority, the resea rcher might have looked to the committee reports 
to ascertain what Congress intended by the term. Senate Report No. 105-174 states t hat "cred­
ible evidence" means evidence of a quality, which, "after critical analysis, the court would find 
sufficient upon which to base a decision on the issue if no contrary evidence were submitted.''8 

This language suggests that Congress intended t he term to mean evidence of a kind sufficient 
to withstand judicial scrutiny. Such a meaning should be regarded as conclusive in the absence 
of other authority. .... 

ADDITIONAL COMM ENT 
The various tax services, discussed 
later in this chapter, provide IRC 
histories for researchers who need 
to work with prior years' tax law. 

THE INTERNAL REVENUE CODE 
The IRC, which comprises Title 26 of the United States Code, is the foundation of all tax 
la\V. First codified (i.e., organized into a single compilation of revenue statutes) in 1939, 
the tax la\V ,vas recodified in 1954. The IRC \Vas known as the Internal Revenue Code 
of 1954 until 1986, \Vhen its name \Vas changed to the Internal Revenue Code of 1986. 
Whenever changes to the IRC are approved, the old language is deleted and ne\v language 
added. Thus, the IRC is organized as an integrated document, and a researcher need not 
read through the relevant parts of all previous tax bills to find the current version of the 
la,v. Nevertheless, a researcher must be sure that he or she is working \Vith the la\V in effect 
\Vhen a particular transaction occurred. 

The IRC contains provisions dealing \vith income taxes, estate and gift taxes, employ­
ment taxes, alcohol and tobacco taxes, and other excise taxes. Organizationally, the IRC 
is divided into subti tles, chapters, subchapters, parts, subparts, sections, subsections, para­
graphs, subparagraphs, and clauses. Subtitle A contains rules relating to income taxes, 
and Subtitle B deals \vith estate and gift taxes. A set of provisions concerned \Vith one 
general area constitutes a subchapter. For example, the topics of corporate distributions 
and adjustments appear in Subchapter C, and topics relating to partners and partnerships 
appear in Subchapter K. Figure C: 1-2 presents the organizational scheme of the !RC. 

An IRC section contains the operative provisions to \vhich tax advisors most often refer. 
For example, they speak of "Sec. 351 transactions," "Sec. 306 stock," and "Sec. 1231 
gains and losses." Although a tax advisor need not kno\v all the IRC sections, paragraphs, 
and parts, he or she must be famil iar with the IRC's organizational scheme to read and 
interpret it correctly. The language of the IRC is replete \Vith cross-references to ti tles, 
paragraphs, subparagraphs, and so on. 

EXAMPLE C:1-5 .... Section 7701, a definitional section, begins, "When used in th is title ... " and then provides a 
series of definitions. Because of this broad reference, a Sec. 7701 defin ition applies for all of 
Title 26; that is, it applies for purposes of the income tax, estate and gift tax, excise tax, and 
other taxes governed by Title 26. .... 

EXAMPLE C:1-6 .... Section 302(b)(3} allows taxpayers whose stock holdings are completely terminated in a re­
demption (a corporation's purchase of its stock from one or more of its shareholders} to receive 
capital gain treatment on the excess of t he redemption proceeds over t he stock's basis instead 
of ordinary income treatment on the entire proceeds. Section 302(c}(2)(A) states, "In the case 
of a d istribution described in subsection (b}(3), section 318(a}(1) shall not apply if .... " Further, 
Sec. 302(c)(2}(C)(i} indicates "Subparagraph (A} shall not apply to a distribution to any entity 
un less .... " Thus, in determining whether a taxpayer will receive capital gain t reatment in a 
stock redemption, a tax advisor must be able to locate and interpret various cross-referenced 
IRC sections, subsections, paragraphs, subparagraphs, and clauses. .... 

8 S. Rept. No. 105-174, 105th Cong., 1st Sess. (unpaginared) (1998). 
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Overall Scbeme 

Trtfe 26. All matters concerned with taxation 

Subtitle A. Income laxes 

Chapter 1. Normal taxes and surtaxes 

Subchapter A Determination of tax liabilrty 

Part I. Tax on individuals 

Sec. 1. Tax imposed 

Scheme for Sections. Subsections. etc. 

Sec. 17s (h) (~) (1 ) (9 and rj) I 

Sectjon Paragraph Clauses 

Subsection Subparagraph 

FIGURE C:1-2 .... ORGANIZATIONAL SCHEME OF THE INTERNAL REVENUE CODE 

TREASURY REGULATIONS 
The Treasury Depar tment issues regulations that expound upon the IRC. Treasur y 
Regulations often provide examples ,vith computations that assist the reader in under­
standing how IRC provisions apply. Treasury Regulations are formulated on the basis of 
Treasury Decisions (T.D.s). The numbers of the Treasury Decisions that form the basis of 
a Treasury Regulation usually are found in the notes at the end of the regulation. 

Because of frequent IRC changes, the Treasury Department does not always update the 
regulations in a timely manner. Consequently, ,vhen consulting a regulation, a tax advisor 
should check its introductory or end note to determine ,vhen the regulation ,vas adopted. 
If the regulation ,vas adopted before the most recent revision of the applicable IRC sec­
tion, the regulation should be treated as authoritative to the extent consistent with the re­
vision. Thus, for example, if a regulation issued before the passage of an IRC amendment 
specifies a dollar amount, and the amendment changed the dollar amount, the regulation 
should be regarded as authori tative in all respects except for the dollar amount. 

Proposed, Temporary, and Final Regulations. A Treasury Regulation is first issued in proposed 
form to the public, ,vhich is given an opportunity to comment on it. Parties most likely 
to comment are individual tax practitioners and representatives of organizations such as 
the American Bar Association, the Tax Division of the AICPA, and the American Taxation 
Association. The comments may suggest that the proposed rules could affect taxpayers 
more adversely than Congress had anticipated. In drafting a fi nal regulation, the Treasur y 
Department generally considers the comments and may modify the rules accordingly. If 
the comments are favorable, the Treasury Department usually finalizes the regulation 
,vith minor revisions. If the comments are unfavorable, it usually final izes the regulation 
,vith major revisions or allo,vs the proposed regulation to expire. 

Proposed regulations are just that- proposed. Consequently, they carry no more au­
thoritative ,veight than do the arguments of the IRS in a court brief. Nevertheless, they 
represent the Treasury Department's official interpretation of the IRC. By contrast, tempo­
rary regulations are binding on the taxpayer. Effective as of the date of thei r publication, 
they often are issued immediately after passage of a major tax act to guide taxpayers and 
their advisors on procedural or computational matters. Regulations issued as temporary 
are concurrently issued as proposed. Because their issuance is not preceded by a public 
comment period, they are regarded as somewhat less authoritative than fina l regulations. 
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KEY POINT 
The older a Treasury Reg ulation 
becomes, the less likely a court is 
to invalidate the regulation. The 
legislative reenactment doctrine 
holds that if a regulation d id not 
reflect the intent of Congress. 
law makers w ould have changed 
the statute in subseq uent leg­
islation to obtain their desired 
objectives. 

e STOP & THINK 

9 Sec. 7805(b). 
10 Sec. 1501. 

Once fi nalized, regulations can be effective the earl iest of (1) the date they were filed 
\Vith the Federal Register, a daily publication that contains federal government pro­
nouncements; (2) the da te temporary regulations preceding them were first publ ished in 
the Federal Register; or (3) the date on \Vhich a notice describing the expected contents 
of the regulation was issued to the public.9 For changes to the IRC enacted after July 29, 
1996, the Treasury Department generally cannot issue regulations \Vi th retroactive effect. 

Interpretative and Legislative Regulations. In addition to being officially classified as proposed, 
temporary, or fina l, Treasury Regulations are unofficially classified as in terpretative or 
legislative. Interpretative regulations are issued under the general authority of Sec. 7805 
and, as the name implies, merely make the IRC's statutory language easier to understand 
and apply. In addition, they often illustra te various computations. Legislative regulations, 
by contrast, arise \Vhere Congress delegates its rule-making authority to the Treasury 
Department. When Congress believes it lacks the expertise necessar y to deal ,vith a highly 
technical matter, it instructs the Treasury Depar tment to set forth substantive tax rules 
relating to the matter. 

Whenever the IRC contains language such as "The Secretary shall prescribe such regu­
lations as he may deem necessary" or "under regulations prescribed by the Secretary," 
the regulations interpreting the IRC provision are legislative. The consolidated tax return 
regulations are an example of legislative regulations. In Sec. 1502, Congress delegated to 
the Treasury Department authority to issue regulations that determine the tax liability of 
a group of affiliated corporations fi ling a consolidated tax return. As a precondition to 
fil ing such a return, the corporations must consent to follow the consolidated return regu­
lations.10 Such consent generally precludes the corporations from later arguing in court 
that the regulatory provisions are invalid. 

Authoritative Weight. Final Treasury Regulations are presumed to be valid and have almost 
the same authori tative ,veight as the IRC. Despite this presumption, taxpayers occasionally 
argue that a regulation is invalid and, consequently, should not be follo,ved. 

Prior to 2011, courts held interpretive and legislative regulations to different standards, giv­
ing more authority to legislative regulations that Congress specifically delegated to the Treasury 
Department to draft. The difference in authoritative ,veight larftely disappeared, however, in 
2011 with the Supreme Court decision in Mayo Foundation. 1 Going forward, both types 
of regulations \Vill have the same authoritative weight and ,vill be overturned only in very 
limited cases such as when, in the Court's opinion, the regulations exceed the scope of po\ver 
delegated to the Treasury Department,12 are contrary to the IRC,13 or are unreasonable.14 

In assessing the val idity of long-standing Treasury Regulations, some courts apply the 
legislative reenactment doctrine. Under this doctrine, a regula tion is deemed to receive 
congressional approval \Vhenever the IRC provision under which the regulation \Vas is­
sued is reenacted \vithout amendment. 15 Underlying this doctrine is the rationale that, if 
Congress believed that the regulation offered an erroneous interpretation of the IRC, it 
\VOtild have amended the IRC to conform to its belief. Congress's failure to amend the 
IRC signifies approval of the regulation.16 This doctrine is predicated on Congress's con­
sti tutional authority to levy taxes. This authority implies that, if Congress is dissatisfied 
\Vith the manner in which either the executive or the judiciary has interpreted the IRC, it 
can inval idate these interpretations through ne\v legislation. 

Question: You are researching the manner in ,vhich a deduction is calculated. You con­
sult Treasury Regulations for guidance because the IRC states that the calculation is to 
be done " in a manner prescribed by the Secretary." After revie,ving these authorities, you 

11 Mayo Foundation for Medical Education & Research, et al. v. U.S., 107 
AFTR 2d 2011 -341, 131 S.Ct. 704 (2011). 
12 McDonald v. CIR, 56 AFTR 2d 85-5318, 85-2 USTC19494 (5th Cir., 1985). 
13 Jeanese, Inc. v. U.S., 15 AFTR 2d 429, 65-1 USTC 19259 (9th Cir., 1965). 
14 United Sta tes v. Vogel Fertilizer Co., 49 AFTR 2d 82-491, 82-1 USTC 
1 9134 (USSC, 1982). 

15 United Sta tes v. Homer 0 . Correll, 20 AFTR 2d 5845, 68-1 USTC ~9101 
\USSC, 1967). 
6 One can rebut rhe presumption that Congress approved of the regulation 

by showing rhar Congress was unaware of che regulation when it reenacted 
rhe srarure. 
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conclude that another way of doing the calculation arguably is correct under an intuitive 
approach. This approach \VOuld result in a lo\ver tax liability for the cl ient. Should you 
follow the Treasury Regulations, or should you use the intuitive approach and argue that 
the regulations are invalid? 

Solution: Because of the language "in a manner prescribed by the Secretary," the Treasury 
Regulations deal ing \Vith the calculation are legislative. Whenever Congress calls for leg­
islative regulations, it explicitly authorizes (directs) the Treasury Department to write the 
"rules." Thus, a challenge based on the existence of a reasonable alternative method is 
unlikely to succeed in court. Under the Mayo Foundation decision, you should reach the 
same conclusion even if dealing with an interpretive Treasury Regulation. 

Citations. Citations to Treasury Regulations are relatively easy to understand. One or 
more numbers appear before a decimal place, and several numbers follo\v the decimal 
place. The numbers immediately follov,i ng the decimal place indicate the IRC section 
being interpreted. The numbers preceding the decimal place indicate the general subject 
of the regulation. Numbers that often appear before the decimal place and their general 
subjects are as follows: 

Number 

1 
20 
25 

301 
601 

Gen.era/ Subject Matter 

Income tax 
Estate tax 
Gift tax 
Administrative and procedural matters 
Procedural rules 

The number follov,ing the IRC section number indicates the numerical sequence of the 
regulation, such as the fifth regulation. No relationship exists bet,veen this number and 
the subsection of the IRC being interpreted. An example of a citation to a final regulation 
is as follows: 

Reg. Sec. 1.165 

/I 
5 

"" Income tax IRC section Fifth regulation 

Citations to proposed or temporary regulations follow the same format. They are refer­
enced as Prop. Reg. Sec. or Temp. Reg. Sec. For temporary regulations the numbering sys­
tem follo\ving the IRC section number ahvays begins with the number of the regulation 
and an upper case T (e.g., -1 T). 

Section 165 addresses the broad topic of losses and is interpreted by several regu­
lations. According to its caption, the topic of Reg. Sec. 1.165-5 is \VOrth less securities, 
\Vhich also is addressed in subsection (g) of IRC Sec. 165. Parenthetical information fol ­
lo\ving the text of the Treasury Regulation indicates that the regulation was last revised 
on March 11, 2008, by Treasury Decision (T.D.) 9386. Section 165(g) \Vas last amended 
in 2000. A researcher must ahvays check when the regulations \Vere last amended and be 
aware that an IRC change may have occurred after the most recent regulation amend­
ment, potentially making the regulation inapplicable. 

When referencing a regulation, the researcher should fine-tune the citation to indicate 
the precise passage that supports his or her conclusion. An example of such a detailed 
citation is Reg. Sec. l .165-5(j), Ex. 2(i), \Vhich refers to paragraph (i) of Example 2, found 
in paragraph (j) of the fifth regulation interpreting Sec. 165. 

ADM I NI STRAT I V E P R O N O UN CE M E N TS 
The IRS interprets the IRC through administrative pronouncements, the most important 
of which are discussed below. After consulting the IRC and Treasury Regulations, tax 
advisors are likely next to consult these pronouncements. 
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TYPICAL M ISCONCEPTION 
Even though revenue rulings 
do not have the same weight 
as Treasury Regulations or court 
cases, one should not underesti­
mate their importance. Because 
a revenue ruling is the official 
published position of the IRS, in 
audits the examining agent will 
place considerable weight on any 
applicable revenue rul ings. 

SELF-STUDY QUESTION 
Are letter ruling.s of precedential 
value for third parties? 

ANSW ER 
No. A letter rul ing is binding only 
on the taxpayer to whom the 
ruling was issued. Nevertheless, 
letter rulings can be very useful to 
third parties because they provide 
insight as to the IRS's opinion 
about the tax consequences of 
various transactions. 

Revenue Rulings. In revenue rulings, the IRS indicates the tax consequences of specific 
transactions encountered in practice. For example, in a revenue ruling, the IRS might 
indicate whether the exchange of stock for stock derivatives in a corporate acquisition is 
tax-free. 

The IRS issues more than 50 revenue rulings a year. These rulings do not rank as high 
in the hierarchy of authorities as do Treasury Regulations or federa l court cases. They 
simply represent the IRS's vie,v of the tax law. Taxpayers ,vho do not follo,v a revenue rul­
ing will not incur a substantial understatement penalty if they have substantial authority 
for different treatment. 17 Nonetheless, the IRS presumes that the tax treatment specified 
in a revenue ruling is correct. Consequently, if an examining agent discovers in an audit 
that a taxpayer did not adopt the position prescribed in a revenue ruling, the agent will 
contend that the taxpayer's tax liability should be adjusted to reflect that position. 

A revenue ruling appears in the ,veekly Internal Revenue Bulletin (ci ted as I.R.B.), 
published by the U.S. Government Printing Office (GPO). Prior to 2009, revenue rulings 
appeared in the Cumulative Bulletin (cited as C.B.), a bound volume issued semiannually 
by the GPO. An example of a citation to a revenue ruling appearing in the Cumulative 
Bulletin is as follows: 

Rev. Rul. 97-4, 1997-1 C.B. 5. 

This is the fourth ruling issued in 1997, and it appears on page 5 of Volume 1 of the 
1997 Curnulative Bulletin. For rulings after 2008, researchers should use citations to the 
Internal Revenue Bulletin. An example of such a citation follo,vs : 

Rev. Rul. 2013-8, 2013-15 1.R.B. 763. 

For revenue rulings (and other IRS pronouncements) issued after 1999, the fu ll four dig­
its of the year of issuance are set forth in the title. For revenue rulings (and other IRS 
pronouncements) issued before 2000, only the last t\VO digits of the year of issuance are 
set forth in the title. The above citation represents the eighth ruling for 2013. This ruling 
is located on page 763 of the Internal Revenue Bulletin for the fifteenth ,veek of 2013. 
Once a revenue ruling is published in the Cumulative Bulletin, only the citation to the 
Cumulative Bulletin should be used. Thus, a citation to the I.R.B. is temporary. 

Revenue Procedures. As the name suggests, revenue procedures are IRS pronouncements 
that usually deal ,vith the procedural aspects of tax practice. For example, one revenue 
procedure dea ls ,vith the manner in which tip income should be reported. Another revenue 
procedure describes the requirements for reproducing paper substitutes for informational 
returns such as Form 1099. 

As ,vith revenue rulings, revenue procedures are published in the Internal Revenue 
Bulletin and, prior to 2009, in the Cumulative Bulletin. For revenue procedures issued 
after 2008, the I.R.B. is the fina l reference. An example of a citation to a revenue proce­
dure appearing in the Internal Revenue Bulletin is as follows: 

Rev. Proc. 2017-4, 2017-11.R.B. 146. 

This pronouncement is found in the first issue of the Internal Revenue Bulletin on page 
146. It is the fourth revenue procedure issued in 2017. 

In addition to revenue rul ings and revenue procedures, the Cumulative Bulletin con­
ta ins IRS notices, as ,vell as the texts of proposed regulations, tax treaties, committee 
reports, and U.S. Supreme Court decisions. 

Letter Rulings. Letter rulings are initiated by taxpayers who ask the IRS to explain the tax 
consequences of a particular transaction. 18 The IRS provides its explanation in the form 
of a letter ru ling, a response personal to the taxpayer requesting an answer. Only the 

17 Chapter C:15 discusses the authoritative support taxpayers and tax advi ~ 
sors should have for positions they adopt on a tax return. 

18 Chapter C:15 further djscusses lener rulings. 
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taxpayer co ,vhom the ruling is addressed may rely on it as authority. Nevertheless, letter 
rulings are relevant for other taxpayers and tax advisors because they offer insight into 
the IRS's position on the tax treatment of particular transactions. 

Origina lly the public did not have access to letter rulings issued to ocher taxpayers. As 
a result of Sec. 6110, enacted in 1976, letter rulings (,vith confidential information de­
leted) are accessible to the general public and have been reproduced by major tax services. 
An example of a citation co a letter ruling appears belo,v: 

Ltr. Rul. 200130006 (Ju ly 30, 2001). 

The first four digits (C\vo if issued before 2000) indicate the year in which the ruling was 
made public, in this case, 2001.19 The next C\vo digits denote the ,veek in which the rul­
ing ,vas made public, here the thirtieth. The last three numbers indicate the numerical 
sequence of the ruling for the week, here the sixth. The date in parentheses denotes the 
date of the ruling. 

Other Interpretations 
Technical Advice Memoranda. When the IRS audits a taxpayer's return, the IRS agent 
might ask the IRS national office for advice on a complicated, technical matter. The 
national office ,vi ll provide its advice in a technical advice memorandum, released co the 
public in the form of a letter ruling.20 Researchers can identify ,vhich letter rulings are 
technical advice memoranda by introductory language such as, "In response to a request 
for technical advice ... . " An example of a ci tation to a technical advice memorandum is 
as follo,vs: 

T.A.M. 9801001 (January 2, 1998). 

This citation refers to the first technical advice memorandum issued in the fi rst ,veek of 
1998. The memorandum is dated January 2, 1998. 

News Releases. If the IRS wants to disseminate information to the general public, it 
,vill issue a ne,vs release. News releases are ,vritten in lay terms and are dispatched to 
thousands of ne,vspapers th roughout the country. The IRS, for example, may issue a 
ne,vs release to announce the standard mileage rate for business travel. An example of a 
citation co a ne,vs release is as follows: 

LR. News Release 2012-25 (February 17, 2012). 

This citation is to the t,venry-fifth ne,vs release issued in 2012. The release is dated 
February 17, 2012. 

Anno11ncements and Notices. The IRS also disseminates information to tax practitioners 
in the form of announcements and notices. These pronouncements generally are more 
technical than information releases and frequently address current tax developments. After 
passage of a major tax act, and before the Treasury Department has had an opportunity 
co issue proposed or temporary regulations, the IRS may issue an announcement or notice 
co clarify the legislation. The IRS is bound co follo,v the announcement or notice just 
as it is bound co follow a revenue procedure or revenue ruling. Examples of citations to 
announcements and notices are as follovis: 

Announcement 2007-3, 2007-1 C.B. 376. 
Notice 2007-9, 2007-1 C.B. 401. 

The first citation is to the third announcement issued in 2007. It can be found on 
page 376 of the first Cumulative Bulletin for 2007. The second citation is co the ninth 

19 Sometimes a leuer ruling is cited as PLR (privace letter ruling) instead of 
Lrr. Rul. 

20 Technical advice memoranda are discussed further in Chapter C:15. 




