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Learning Objectives

|dentify the filing requirements for income
tax returns and the statute of limitations for
assessment

Outline the IRS audit process, how returns
are selected, the different types of audits,
and what happens after the audit

Evaluate the relative weights of the various
tax law sources

Describe the legislative process as it
pertains to taxation
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Learning Objectives (Cont.)

e Perform the basic steps in tax research and
evaluate various tax law sources when faced
with ambiguous statutes

e Describe tax professional responsibilities In
providing tax advice

e |dentify taxpayer and tax professional
nenalties
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Taxpayer Filing Reguirements

e Corporations: all must file regardless of
taxable income

e Estates and Trusts: required to file if gross
income exceeds $600

e Individuals: filing Is determined by taxpayer’s
filing status, age, and gross income
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2013 Gross Income
Thresholds by Filing Status :

EXHIBIT 2-1 2013 Gross Income Thresholds by Filing Status

Flling Status and Age 2013
(In 2013) Gross Income Explanation

Single $10,000 $6,100 standard deduction + $3,200 personal
exemption

Single, 65 or older $11,500 $6,100 standard deduction + $1,500 additional
deduction + $3,900 personal exemption

Married, filing a joint return $20,000 $12,200 standard deduction + $7,800
personal exemptions (2)

Married, filing a joint return, 321,200 $12,200 standard deduction 4+ $1,200 additional

one spouse 65 or older deduction + $7,800 personal exemptions (2)

Married, filing a joint return, $22,400 $12,200 standard deduction 4+ $2,400 additional

both spouses 65 or older deductions (2) + $7,800 personal exemptions (2)

Married, filing a separate return $ 3,900 $3,900 personal exemption

Head of household $12,850 $8,950 standard deduction + $3,900 personal
exemption

Head of household, 65 or older $14,350 $8,950 standard deduction + $1,500 additional
deduction + $3,900 personal exermption

Surviving spouse with a $16,100 $12,200 standard deduction + $3,900 personal

dependent child exermnption

Surviving spouse, 65 or older, $17,300 $12,200 standard deduction 4+ $1,200 additional

with a dependent child

deduction + $3,900 personal exemption
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Tax Return Due Date

e Individuals: 15" day of 4" month following end of
tax year.

Usually April 15" because individuals are usually on a
calendar year.

e Corporations: 15" day of the 39 month following
end of tax year.

e Due dates on a Saturday, Sunday, or holiday are
extended to next business day

e Individuals and corporations are allowed to apply for
an automatic 6 month extensions
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Return Due Date Examples

e Corporation XYZ, Inc. has a tax year whic
ends on August 315t. When will their tax
return be due?

November 15th

1

e Assume they filed an extension, when would

the tax return be due?
May 15t
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Statute of Limitations

e Often tax returns are filed with incorrect
amounts reported either in the taxpayer’s
favor or the government’s favor.

e Statute of limitations: the time in which the
taxpayer can file an amended return or the
IRS can assess a tax deficiency.

Generally ends 3 years from the later of (1) the
date the tax return was actually filed, or (2) the tax
return’s original due date.
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Statute of Limitations Example

e Bill and Mercedes file their 2009 federal tax
return on September 6, 2010 after receiving
an automatic extension to file their return by
October 15, 2010. When does their statute of
limitations end for their 2009 tax return?

September 6, 2013 (3 years after the later of the
actual filing date and the original due date)
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IRS Audit Selection

e |n general a taxpayer’s return is selected for
audit because the IRS believes the tax return
has a high probability of being incorrect.

IRS uses computer programs to identify tax
returns which might have an understated liability.

Discriminant Function (DIF) system (scoring system)
Document perfection (checks for math errors, etc.)

Information matching programs (compares tax return
data with other IRS information)
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Types of Audits

e Correspondence examinations:
Most common audit

Conducted by malil and are generally limited to 1 or 2 items
on the return

e Office examinations:
Second most common audit
Conducted in the local IRS office and tends to be broader
In scope
e Field examinations:
Least common audit

Held at the taxpayer’s place of business and can last
months to years.
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IRS Appeals/Litigation Process




Trial Level Courts

e Tax Court
National court; Tax experts; Do not pay tax 1St

e U.S. District Court

Local court; Possible jury trial; Generalists; Pay
tax 18t

e U.S. Court of Federal Claims

National court; Generalists; Pay tax 15t; Appeals
to U.S. Circuit Court of Appeals for the Federal
Circuit
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Federal Judicial System

EXHIBIT 2-3  Federal Judicial System
LS. Suprems
Ciouri
| |
U.S. Gircuit D
LS. Circait
Couris of Appesl P
{1°—11* Circuits : al .EFirmml: :".m:l
& D.C. Circuit) Fede
| |
LI.5. Diistrict U.S. Tax U.5. Court of
Couris Cooart Claims
LLS. Tax Cousrt
small Claims
{No Appeal)
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U.S. Circult Courts of Appeal |:

EXHIBIT 2-4 Geographic Boundaries for the U.S. Circuit Courts of Appeal

o
HI o5

. (E1N]
T >

Source: Www.Uscoums. govy courtlinks

*1.5. District Court Jursdictions for those states with more than one LS. District Court are also deplcted (for example, the state of Washington Is divided
Into Eastem and Westem Distrcts).

**Not deplcted are the L3, Clreutt Court of Appeals for the District of Columbila and the LS. Clreutt Court of Appeals for the Federal Clroult
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Tax Law Sources

e Primary Authorities: Official sources of tax
law
Statutory sources (e.g., Internal Revenue Code)
Judicial sources (the courts)
Administrative sources (IRS pronouncements)

e Secondary Authorities: Unofficial tax
authorities
Tax services
Tax articles
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Primary Tax Authorities

EXHIBIT 2-5 Citations to Common Primary Authosities

Seansory Aisthertics:
Imamal Aavarua Toda
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LLE Tom Coun—Ragubr dadsion
LLE Bix Count —Mamorandum
dedizion
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Clzims

LLE: Destrict Court

Citatisn:
IRC Sac 1EI}ZHENT]

5. Aep. No_ 353, &2d Cong.,
izt Somx 18 (19561).

. Fap. Mo 342, B2d Cong..
ist Se=x_ 40 (1561
Citation:

Rog. Ssc. 1.217-3(c){1]

Tamp Rag. Sec 1 31T-2c}1)
Prop. Reg. Sac. 1. 317-2{c)(1]
R, Rul. TT-2€2, 19TT-2CE 41

Rev. Proc. 99-10, 1009-1 CH 372
PR 300601001
TAM 00802001

Litaben:

Come. . Mowalsk, 4348 L TT

§5 Cr, 19T

Come. w Kowaldd, 98 5 Cr. 316
(5 Cr, 19T

Come. . Mowal=ki, TT-3 USIC

par 0,T4E B 0, 1977)

Comer. . Kowalsk, 40 ARRZd
TT-EL7E 5 C1. 1977]

A= Bt Co. v Comn,, 030 E3d 334
{5th Cic, 1901}

= Mt Co. v. Comm, 01-1 UERT
par. 50,357 [5th Cir. 1991}

o Nt Co. v. Comm,

ET AFTR2 D1-58T (G4 Oir. 1301}
LA Beggihly, 2ETC 154 (1063
Rabart Rodnpocs. RIA TC Mome
05013

Rabart Rodngocs, 55 TCM 1162
(2005}

1R Cobonw LS, 610 E Supp. 287
(Fed O, 1DOT)

1A Cobon w WS, T2 AFR2d
93-5124 (Fad C1., 19453}

1R Cobonw LS, 03-1 USST

par. 50,354 [Fad. C1, 1003
Wondor Towdng Lo, bne. e LS,

510 E Supg. 20T (WD, TN, 19&1]
Wondar Towing Lo, bec. v LS, B1-2
LUSTE par. 3,541 (WL, TH, 1RIB1)
Wondor Towdng Lo, bne. e LS,

4B AFRTd =1-E274 (WD, TN, 10B1)

Expisnstion:

Section numbar 1832, subssction o. paapeph 2,
szhpamprph B, claesa |

Senate report sumber 353, Congreess numbar 53,
Congmssional session 1. paga rumber L2, mar 1651

Hourse rapornt rumber 342, Conprees numbar 82, Conpressional
saszion 1, pape rumbar 40, year 1051

Erglanation:
of kation |1 = income tzod, ande saction 217, regelation
.:Lp:iurr?::l _".' k :'la:r:'. ph nember 1

Sameo as fSral mgulbtion

Samo as Sral rpubtion

Reling nembar TT-253 [262nd rulisg of 19T 7). wilume: numbar
of oumuibstvs bulletin 1977-2, papge numbar 41

Procedur: numbar $40-10 | 10th e of 195}, volema
rumisr of cumulzite bulletn 1 1. paga number 2TF

Taar 200E, wosk number 11 1=t weak of J006], nding
sumbsar 001 1= ruling of tha waek)

Taar 2004, wesk number 02 (2nd weak of 2004}, nillng rumbar
001 [1st reling of the: wesk]

Woluma 434 of the GPD cowrt: reportar, paga 77, year 19TT
‘Woluma 98 of tho Wesl court roporter, pape 315, mar 1677

Woluma 77-2 of the CCH oourt: reportor, paragraph 5,748,

mar 1977

Wolurma 40 of tha AA AFTA2d oourt eporter, paegraph TT5128,
mar 1577

Yophume 9131 of the 'Wast F2d oount reporter, pape 314, creekt Bith,
=ar 1951

‘Woluma 91-1 of tha CCH USIT cowrt: mponsr, poageph 50,357,
cinut Gth, year 1061

Wolema E7 of tha A AFTR2 S count reporter, pergraph TT-E128,
paar 1577

‘Woluma 3E of the Tax Cowrt: reporter, pape 154, mar 1562
Pampraph numbar 3105012 of tho R1& Tax Cowrt Momorndum
reporiar

‘Woluma 85 of the CCH Bax Court Mamoandum mporer,

mape 1182, year 2005

Wolumo 510 of the West E Supp. coert mportar, pape 367,

war 15493

¥Wolumo T2 of the R AFTR2d cowrt: reponian. paragraph 03-5134,
=ar 1953

‘Wolumsa 53-1 of the CCH USTC court reportor, paragraph 50,354,
war 15493

‘Wolwma 510 of the Wast E Supp. oour reporiar, pag 257,
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‘Wolermm 4B of tha FlA AFTR2d oourt reporter, pamgraph B1-5374,
Westzm District (WL stats Tarnesses, yoar 1081
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Secondary Tax Authorities

EXHIBIT 2-6 Common Secondary Tax Authorities

Tax Research Services:

BMNA Tax Management Portfolios
CCH Standard Federal Tax Reporter
CCH Tax Research Consultant

RIA Federal Tax Coordinator

RIA United States Tax Reporter

Newsletters:

Daily Tax Report
Federal Tax Weekly Alert
Tax Notes

Law Reviews:

Tax Law Review (New York University
sSchool of Law)

Virginia Tax Review (University of
Virginia School of Law)

Professional Journals:
Journal of Accountancy
Journal of Taxation
Practical Tax Strategies
Taxes

Tax Adviser

Quick Reference Sources:
IRS Publications

CCH Master Tax Guide

RIA Federal Tax Handbook

Texthooks:

McGraw-Hill's Taxation of
Individuals and Business Entities

McGraw-Hill's Essentials of
Federal Taxation
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Tax Sources

e Are the following primary or secondary sources?

Internal Revenue Code
(Primary)

Tax Article in USA Today
(Secondary)

Article on Supreme Court Opinion
(Secondary)

Supreme Court Opinion
(Primary)

RIA Federal Tax Coordinator
(Secondary)

Treasury Regulations
(Primary)
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Statutory Authorities

e U.S. Constitution

The 16th Amendment provides Congress the
ability to tax income directly, from whatever
source derived, without apportionment across the
states

e Tax Treaties

agreements negotiated between countries that
describe the tax treatment of entities subject to
tax in both countries
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Statutory Authority: Internal eet
Revenue Code

e The main statutory authority
e Changes enacted by Congress
e Organization of Internal Revenue Code:

Subtitle A —Income Taxes

Chapter 1 — Income Taxes
Subchapter A — Determination of Tax Liability

Part | — Definition of Gross Income, Adjusted Gross Income, Taxable
Income, etc. (Sec. 61 — 68)

Sec. 61 — Gross Income Defined
Sec. 62 — Adjusted Gross Income Defined
Sec. 63 — Taxable Income Defined

Subsection 63(c) — Standard Deduction
Paragraph 63(c)(2) — Basic Standard Deduction
Subparagraph 63(c)(2)(A) - ...
Clause 63(c)(2)(A)() - ...
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Tax Legislation Process

House Ways
and Means
Committea

Senate Finance
Committee

EXHIBIT 2-7 Tax Legislation Process

1. Proposed Tax Bill

2. House Approved Act

3. House Approved Act

U.S. House of
Representatives

6. Joint Conference Act

¥ ¥ 7. Joint Conference Act

4. Revised Act

U.S. Senate

Joint Conference
Committee

5. Senate Approved Act

¥ 8. Joint Conferance Act

9a. Signs the Act

IRC of 1086

U.S. President

9b. Vetoes the Act

-l
3

A

100. No |,

Congressional
overrida? 2/3

Majority Vote in
10a. Yes @nd House

RIP Tax Act
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Judicial Sources: The Courts

e Tasked with the ultimate authority to interpret
the Internal Revenue Code and settle
disputes between taxpayers and the IRS

e Supreme Court: the highest judicial authority
and Is on the same level with the Internal
Revenue Code with regard to authority.

e Court of Appeals: 13 Circuit Courts which is
the next level of judicial authority
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Judicial Sources: The Courts

e Trial Level Courts: 3 trial level courts
US District Court
US Court of Federal Claims
US Tax Court

e All courts apply the judicial doctrine of stare
decisis, which means that a court will rule
consistently with its previous rulings and the
rulings of higher courts with appellate
jurisdiction. The Tax Court applies the
Golsen rule.
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Administrative Sources: The 43
US Treasury

e Regulations: Treasury departments official
Interpretation of the Internal Revenue Code
e 3 Different Forms:
Final
Temporary
Proposed
e 3 Different Purposes:
nterpretative
Procedural
_egislative
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Administrative Sources: The 43
US Treasury

e Revenue Rulings: Less authoritative weight,
but they provide a much more detailed
Interpretation of the Code (e.g., application to
a specific factual situation)

e Revenue Procedures: Explain in great detall
IRS practice and procedures in administering
tax law

e Letter Rulings: Less authoritative but more
specific than revenue rulings and regulations
(e.g., applied to a specific taxpayer)
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Tax Research

e Step 1: Understand the facts

e Step 2: Identify issues

e Step 3: Locate relevant authorities
e Step 4. Analyze tax authorities

e Step 5: Document and Communicate the
results
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Tax Research

e Two types of tax services used in tax research
Annotated
Topical
e Research guestions 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
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Tax Research

e \When the researcher identifies that different
authorities have conflicting views, she
should evaluate the “hierarchy,” jurisdiction,
and age of the authorities

e Once the tax researcher has identified
relevant authorities, she must make sure that
the authorities are still valid and up to date
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Tax Memo Layout :

e [acts

e [Sssues

e Authorities
e Conclusion
e Analysis
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Client Letter Layout

e Salutation and Social Graces

e Research Question and Limitations
e Facts

e Analysis

e Closing
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Tax Professional
Responsibilities

e Tax professionals are subject to various statutes,
rules and codes of conduct:
AICPA Code of Professional Conduct
AICPA Statement on Standards for Tax Services

IRS’ Circular 230

State Board of Accountancy Statutes

e Failure to comply with statutes can result in being

admonished, suspended, or barred from practicing
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Taxpayer and 1T
Tax Practitioner Penalties

e Civil Penalties: most common type of
penalties

Generally in monetary penalties

Imposed when tax practitioners or taxpayers
violate tax statutes without reasonable cause

e Criminal Penalties: much less common than
civil penalties

Penalties are much higher and can include prison
sentences
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Taxpayer and T
Tax Practitioner Penalties

e A taxpayer and tax practitioner will not be
subject to an underpayment penalty If:

there is substantial authority that supports the
tax return position or

If there Is a reasonable basis for the position and
It Is disclosed on the taxpayer’s tax return
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