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TAX RESEARCH FILE
As mentioned in Chapter C:1 the tax research process entails six sltepsl

Determine the facts

Identify the issues

. Locate applicable anthorities

Evalnate these aurhorities

Analyze the facts in terms of applicable authorities '
" Commumicate conclusions and recommendations to others.

Let us walk through each of these steps.

A AW

Determine the Facts Assume that we have determined the facts to be as follows:

Mercy Hospital mairtains a cafeteria. on iis premises. In addition, i rents space to MacDou-
gal's, a privately owned sandwich shop. The cafeteria closes at 8:00 p.m. MacDougal's is
open 24 bours. Mercy provides meal vouchers to edch of its 240 medical employees to
enable them to remain.on call fn case of emergency. The vouchers are redesmable either at
the cafeteria or at MacDougal's. Although the employees are not required to remain on or
\near the premises during meal bours, they generally do. Elizabeth Fegali, Mercy’s Chief
Administrator, bas approdched you with the following question: Is the value of a meal
voucher includible in the employees® gross income?

At this juncture, be sure you wnderstand the facts before proceeding further. Remember,
researching the wrong facts could produce the wrong results. | ;

Identify the Issnes Identifying the issues presupposes a minimum level of proficiency in
tax accounting. This proficiency will come with time, effort, and perseverence. The cen- -
tral issue raised by the facts.is the taxability of the meal vouchers. A resolution of this
issne will hinge on the resolution of other issues raised.in the course of the research.

Locate Applicable Authorities For some students, this step is the most difficult in the
research process. It raises the perplexing guestion, “Where do I begin to look?” The
answer depends on the tax resources at one’s disposal, as well as-one’s research prefer-

ences. Four rules of thomb apply: ‘

1. Adopt an approach with which you are comfortable, and that you are confident will
produce reliable results. : :

2. Always consult the IRC and otber primary authorities.

3. Beas thorough as possible, taking into consideration time and billing constraints.

4. Make sure that the authorities you consult are current. : :

One approach is fo condnet a topical search. Begin by consulting the index to the Internal
Revenne Code (TRC). Then read the relevant IRG section(s). If the langnage of the RC s
vagne or ambiguous, torn to the Treasury Regnlations. Read the relevant regulation sec-
Hon that elaborates or expounds on the IRC provision. If the language of the regnlation is
confusing or unclear, go to a commercial tax service. Read the relevant tax service para-
graphs that explain or analyze the statitory and regnlatory provisions. For references to
other anthorities, browse through the foommotes and annotations of the service. Then,.
.. consuk these authorites directly. Finally, check the currency of the anthorities consulted,
" with the aid of a citator,or ‘status (Anding) list. = o
T a pertinent court decision or IRS ruling has been called to your attention, consult -
" this authority directly. Alternatively, browse through the statns (finding) list of a tax ser-
vice for references to tax service paragraphs fhat discuss this anthority. Better still, consult
a citator or statns list for references to court opinions or rulings that cite the atithority. I
you subscribe to a computerized tax service, condict a keyword, citation, comtents, 0T
. topical search.-(For a discussion of these types of searches, see the compiterized research -
' supplement available for download at www.prenball.comiphiax.) Then, hyperlink to the '
e anthorities cited within the text of the documeats retrieved. So numerous are the .
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approaches to tax research that one is virtually free to pick and choose, All that is
required of the researcher is a basic level of skill and some imagination.

Let us adopt a topical approach to the issue of the meal vouchers. If we consult an
index to the IRC, we are likely to find the heading. “Meals and Lodging.” Below this
heading are likely to be several subheadings, some pertaiding to deductions, others to
exclusions. Becanse the voucher issue perrains to an exclusion, let us browsé through
these subheadings. In so doing, we will notice that most of these subheadings refer to Sec.
119. If we look up this IRC section, we will see the following passage: :

Sac. 119. Meals or lodging furnished for the convenience of the employer.

v(a) Meals and lodging formished to employes, his spouse, and his d:p:.udmls, pursnant o
employment.
There shall be excinded Erom gross income of an :mp)cya: the valne of amy meals ar lodging
fomished o him . h-y or on behalf of his emplayer for the convenience of the employes, bar
only u‘——

('l) in the case of meals, the meals are fornished on the business premisas of the employer

(b) Spedal rules. For pu.q:osrs ofm.bsecnon G
(4) Meals furnished tn employees on business premises where meals ufmnst employe=s are
otherwise excindable. All' meals famished on the business premises of an employer to such
employer’s employees shall be treated as furnished for the convenience of the employer if
. .. more than half of the employees to whom such meals are fornished on snch premises -
are furnished snch meals for the convenience of the employer

Section 119 appears to be applicable. It deals with meals fornished to an employee on
the business premises of the employer. Our case deals with meal vouchers fumished to
_employees for redemption at employer-maintained and empldyerrented-out facilities. But
here, additional issues arise. For purposes of Sec. 119, are meéal vouchers the same as

“meals”? (Do not assume they are.) Are employer-maintained and employer-rentzd-out
‘facilities the same as “the business premises of the employer ? (Again, do not assume they
are.) And what does the IRC mean by “for the convenience of the employer”’ Because the
IRC offers no gnidance in this respect, let us turn to the Treasury Regrlations.
*  The applicable regulation is Reg. Sec. 1.119-1. How do we know this? Bécanse
Treasu.ry Regnlation section numbers track the IRC section numbers. Regulation Sec.-
1.1159-1 is the only xagulatlon under Seé. 119. If we browse through this regnlation, we
will find the following provision:

(a) Meals..
i e e
(i) Meals fornished by an employer withour charge to the employee will h:r:gzrdad
as furnished for the.convenience of the employer if such meals ar:fnm!shedfnrasuh-
stantial noncompensatory business reasdn of the employer . ,
() (a) Meals will be regarded 2s fumished for 2 subsr.annz.l noncompensatory bosi
_ mess reason of the employer when the meals are fornished o the employes during his
wm:kmg hours t have the employes available for emergency call dnmg his meal
period . .
(c) PBusiness premises of ﬁm : employer.
(1) In gemeral For purposes of this sacmm, t:hctn:m “business premises nfth: employer”

gmeraﬂ'y means the placz of :mploymrm of the mployz:

Based ona readmg of this prowsmn, e might condude that the hospltal meals are for-
nished “for the convenience of the emiployer.” Why? Becanse they are furnished fora “sub-
stantial noncompensatory business reason of the employer,® namely, to have the employees
availible for emergency call during their meal periods. They also are furnished during the
employees’ working hours. Moreover, tmder Sec. 119(b)(4), if more than half the employ-
ees satisfy the “for the convenience of the employer” test, afl cmployees will be regarded as
satisfying the test. But are the meals farnished on “the business premises of the employer™?
Under the regalation, the answer would depend. If the meals are furnished in the hospital
cafeteria, they probably are furnished on “the business premises of the employer.” The hos-
pital is the place of employment of the medical employees. The cafeteria is part of the hos-
pital. On the other hand, if the meals are furnished at MacDougal’s, they probably are not
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farnished on “the business premises of the employer” MacDougal’s is not the place of
employment of the medical employees. Nor is it a patt of the hospital. Thus, Reg. Sec!
1.119-1 is enlightening with respect to two statutory terms: “for the convenience of the
employer” and “the business premises of the employer.” Howevey, it is obscure with
respect to the third term, “meals.” Because of this obscurity, let us tom to a tax service..

Although the index to CCHs Stendard Federal Tax Reporter does not list “meal
vouchers,® it does list “cash allowances in lien of meals” as a subtopic under Meals and
Lodging. Are meal vouchers the same as cash meal allowances ?—perhaps so; let us see.
Next to the heading “cash’allowances in lien of ‘meals® is a reference to CCH 17222.59.
If we look up this reference, we will find the following annotation:

1722253 Meal allovrances.—Cash meal allowances received by an :mplcf:: (szare ooper) from
his employer were not exclndible from income. R.]J. Kowalshi, SCr, 77-2 USTC 19748, 434 US 7

Here we discover that, in the Kowalsks case, the U.S. Supreme Court decided that cash
meal allowances received by an employee were not excludible from the employee’s
incorme. Is the Kowalski case similat to our case? Ir might be. Let us find out. If we tum to
paragraph 9748 of the second 1977 volume of United States Tax Cases, we will find the
! text of the Kowalski opinion. A synopsis of this opinion is present below.
. Tn the mid-1970s, the State of New Jersey provided cash meal allowances to its state
troopers. The state did not require the troopers to use the allowances exclusively for
meals. Nor did it require them to consume their mesls on its.business premises. One
trooper, Robert J. Kowalski, failed to report a portion of his allowance on his tax retnrn.
The IRS assessed a deficiency, and Kowalski tock the IRS to court. In court, Kowalski
- argned that the meal allowances were exclndible, becanse they were fomished “for the
convenience of the employer.” The IRS contended that the allowances were taxable
becanse they amounted to compensation. The Supreme Court took up the case and sided
with the TRS. The Court held that the Sec. 119 incomé exclusion ‘does not apply to cash
* payments; it applies only to meals in kind.2 .
For the sake of illustration, let us assume that Sec. 119, Reg. Sec. 1.119-1, and-the
Rowalski case are the only authorities “on point.” How should we evaltate them?

Evalbuate Authorities Section 119 is the key authority appﬁcable to our case. It supplies
the operative rule for resolving the issue of the meal vouchers. It is vague, however, with
respect to three terms: “meals,” “business premises of the employes” and “for the-con-
venience of the employer.” The principal judicial anthority is the Kowalski case. It pro-
vides an official interpretation of the term “meals.” Because the U.S. Supreme Court
decided Kowalski, the case should be assigned considerable weight. The relevant adminis-
trative authority is Reg. Sec. 1.119-1. I expounds on the terms “business premises of the
- employer” and “for the convenience of the employer.” Becarise neither the IRC nor
Kowalski explain these terms, Reg. Sec. 1.115-1 should be accorded great weight. But
what if Kowalski had conflicted with Reg. Sec.,1.119-13- Which should be considered
more authoritative? ‘As.a general rule, high court decisions “trump” the Treasury .
Regnlations (and all IRS pronouncements for that matter). The more recent the dedsion,
the greater its precedential weight. Had there been ao Supreme Court decision and 2 divi-

sion of appellate authority, equal weight should have been assigned to each of the appel-
late court decisions. ;

. Andlyze the Facts in Terms of Applicable Astborities Analyzing the facts in terms.of
applicable authorities involves applying the abstraction of the law to the concreteness of
“ the facts. It -enitails expressing the generalities of the law in terms of the specifics of the
facts. In this process, every legal condition must be. satisfied for the result implied by the

2 Ar this juncrure, the researcher should consulr a citator to determine

esearcher also might read the main Standard Fz;:ieral Tax Reporter
whether Kowalski is stll “good law,® and to'locate other anthorides that citz

1ph thar discusses meals and lodging fumnished by the employer (CCH
071). Wichin this paragraph are likely to be references 1o other primary Kowalski.

Tes.



Tax Research Working Paper File ¥ Individuals A-5

general rule to ensue. Thus, in our case, the conditdons of furnishing “meals,” “on the

business premises of tHe employer,” and “for the conveniencé of the employer® must be
satisfied for the valie of the “meals” to be excluded from thé employes’s income.

When analyzing the facts in terms of case law, the researcher should always draw an
analogy between case facts and client facts. Likewise, he or she should always draw a dis-
tinction between case facts and client facts. Remember, under the rule of precedent, a
court deciding the client’s case will be bound by the precedent of cases involving similar
facts and issues. By the same token, it will ot be bound by the precedent of cases involv-
ing dissirnilar facts and issues. . .

The most useful vehicle for analyzing client facts is the memorandum-to-the-file (ses
page A-6). The purpose of this document is threefold: first, it assists the researcher in rec-
ollecting transactions long transpired; second, it apprises colleagues and supervisors of
the nature of one’s research; third, it provides “substantial authority” for the tax treat-
ment of a particular item. Let us analyze the facts of our case by way of a memorandnm-
to-the-file. Notice the format of this document; it generally tracks the steps in the research
process itself. :

} : :
Communicate Conclusions and Recommendations to Otbers For three practical rea-

sons, research results always should be communicated to the client i writing. First, a-
written communication can be made after extensive revisions. An oral communication
cannot. Second, in a written cornrnumication, the researcher can delve into the intricacies
of tax law. Often, in an oral communication, he or she cannot. Third, a written commu-
nication reinforces an oral understanding. Alternatively, it brings to light an oral misun-
derstanding. 2 i § : .

The written commumication usually takes the forin of a client letter (see page A-7). The
purpose of this letrer is two-fold: first, it apprises the client of the results of one’s research
and, second, it recommends to the client'a cotrse of action based on these results. A sam-
ple client letter is presented below. Notice the organization of this document; it is similar

" tp that of the memorandum-to-the-file.
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Memorandum-to-the-File

Dare: Decamber 9, 20X1 .
From: Rosina Havacek = -
Re:  The taxabiliry of meal vouchers fumished by Mercy Hospital to irs medical staff.

Facts - > : : 2
[Statz only the facts that arz relevent to the Issue(s) and necessary for the Amalysis.] Our client, Mercy Hospiral (*Mercy”), provides ~
meal youchers to irs medical employees to enable them to remain on emergency call. The vouchers are redeemable at Mercy’s onsite cafe-
teria and at MacDougal’s, a privately owned sandwich shop. MacDougal’s rents business space from the hospiral. Although Mercy does
not require its employees to remain on or near its premises during their meal hours, the employees generally do. Elizaberh Fegali, Mercy’s
Chief Administrator, has asked us to research wherher the value of the meal vouchers is taxable t the amployess. -

Issmes

[dentify the issue(s) raised by the Facts. Be spécific.] The taxahiliry of the meal vouchers depends on three issnes: first, whether the meals
are furnished *for the convenience of the employer™; second, whether they are fornished “on the business premises of the employer”;

and third, whether the youchers are equivalent to cash.’

Applicable Law : < = e
[Discuss those legal principles that both strengtben and weaken the client’s case. Becansz the primary amzbarity for tax law is the IRG,

begin with the IR C.] Section 119 provides that the value of meals is excindible from an employes’s income if the meals are furnished for
the convenience of, and-on the business premises of the employer. [Discuss bow adwministrative andlor’ judicial authorities expound on
statutory terms.) Under Reg. Sec. 1.119-1, a meal is furnished *“for the convenience of the employer™ if it is furnished for a “substantial -
noncompensatory business reason.® A *snbstantial noncompensatary business réason® incindes the need to have the employes available
for emergency calls during his or her meal period. Under Sec: 119(b)(4), if more than half the employees satisfy the “for the convenience
of the employer™ test, all employees will be regarded as satisfying the test. Regnlation Sec. 1.115-1 defines *business premises of the
employer” as the place of employment of the employes. : g

[When discussing court cases, present case facts #1 such a way as to enable the reader 1o draw an analogy with chient facts.] A Suprame
Court case, Kowalskiv. CIR, 434 U.S. 77, 77-2 USTC 9748, discusses what constitirtes “meals™ for purposes of Sec. 119, In Kowalski,
the Statz of New Jersey furnished cash meal allowances to its state troopers to enable them to ear while on duty. It did not require the
troopers to use the allowances exclnsively for meals. Nor did it require them to consame their meals on its business premises. One
trooper, R.J. Kowalski, éxcinded the valne of his allowances from his income. The IRS disputed this treatment, and Kowalski tock the
IRS to Court. In Court, Kowalski argued that the-allowances were exclndible becanse they were fornished “for the convenience of the
smployer.” The IRS conrended that the allowances Were txzble becanse they amounted to compensation. The U.S. Supreme Court took
ap the case and decided for the IRS. The Court held that the Sec. 115 méome exinsion does not apply to payments in cash.

The Analysis should (o) apply Applicable Law to-the Facts and (b) address the Issue(s). In this section, every proposition showld be sup-
vorted by either authority, logic, or plausible assumptions.] . .

Isse 1: The meals provided by Mexcy seem to be furnished “for the convenience of the employer.” They are farnished to have employ-
:es available for emergency call during their meal breaks. This is 2 “substantial noncompensatory reason® within the meaning of Reg.
Sec. 1.119-1. . : ;
ssue 2: Although the hospital cafeteria appears to be the “business premises of the employer, MacDaugal’s does not appear to be: The *
10spiral is the place of employmerr of the medical employess. MacDougal’s is not. Z g

‘ssue 3: [In applying case law to the Facts, indicate how case facts are simsilar toldissimilar from client-facts. If the analysis does not sp-
07t @ “yes-mo® gmswet, do not give one.] Based on the foregoing anthorides, it is unclear whether the youchers are equivalent to cash.
On the one hand, they are redesmable only in meals. This, they resemble meals-in-kind. On the other hand, they are redeemable at more
han one instinntion. Thus, they résemble cash. Nor is it clear whether a courr deciding this case would reach the same conclusion as the
japreme Court did in Kowalski, In the latter case, the State of New Jersey provided is meal allowances in the form of cash. It did not
equire its employess to nse the allowances exclusively for meals. Nor did it require them to consume their meals on its busimess prem-
ses. In our case, Mercy provides irs meal allowances in the form of youchers. Thus, it indirectly requires its employees to use the
llovwances axclusively for meals. On the other hand, it does not require them to consame their meals on its business premises. :
Jonchision . 2 : = : : l :
The Conclusion should (a) logically flow from the Analysis, and (b) address the Issue(s).] Although it appears that the meals acquired
7 voucher in the hospiral cafeteria zre farnished *for the convenience of the employer” and “on the business premises of the employer,”
: is imclear. whethér the vouchers are equivalenr to cash. If they are equivalent to cash, or if they are redesmed at MacDougal’s, their
‘alne is likely to be taxable to the employees. On the other hand, if they are not equivalent to cash, and they are redeemed only in.the
.ospiral cafeteria, their value is likely to be exclndible. : = -
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Professional-Accountng Associares
2701 First Ciry Plaza
Sairz 905
Dallzs, Texas 75019

Decamber 12, 20X1

Elizabeth Feghali, Chief Adminiseraror
Mercy Hospiral

22650 West Haven Drive

Arlingron, Texas 75527

Dear Ms. Feghali:
" Mrtroduction. Set a cordial tone.] It was grear to see you at last Thursday’s foothall game. If not for thar last minute fomble, the
Longhoms might hdve taken the Big 12 Conference championship!

[Issue/Pyurpose.] In our meeting of December 6, you asked us to research whether the valne of the meal vouchers that Mercy pro-
vides 1o irs medical employess is taxable to the employees. [Short Answer] I regret to inform you that if the vouchers are redesmed at -
MacDougal’s; their valne is likely to be taxable i the emiployess. On the other hand, if the vouchers are redeemed i the hospital cafe-

" teria, their vahe is likely to be excindible from the employes’s income. [The remainder of the letter should elaborate, support, and qual-.
ify this ahswer.) : . : 2 ;

[Steps Taken in Deriving Condlusion.] In reaching this conclusion, we consulted relevant provisions of the Internal Revenne Code
(*IRC™), applicable Treasury Regularions under the IRC, and 2 pertinent Supreine Court case. In addition, we reviewed the documents
on employee benefirs thar you submitted to us at our earlier meeting. E

[Faces. State only the facts that are relevart to the Issue and necessary for the Analysis.] The ficrs as we understand ‘them are as fol-
lows: Mercy provides meal vouchers to irs medical employees, to enable them to eat while on emergency call. The vouchers are
redeemable either in the hospital cafeteria or at MacDougal’s. MacDougal’s is 2 privately owned institntion that rents business space
from the hospital. Although Mercy’s employees are not required to remain on or near the premises during their meal hours, they gener-
ally do. 7 2 : i :

Applicable Law. State, do not interpret.] Under the IRC,.the value of meals is excindible from 2an employee’s income if twa condi-
tons are met: first, the meals are firnished “for the convenience of the employer™ and second, they are provided *on the business prem-
ises of the employer.” Alrhough the IRC does not explain what is meant by “for the convenienca of the employes” “business premises of
the employer,” and “meals,” other anthorities do. Specificly, the Treasury Regulations define “business premises ‘of the employer” to be
the place of employment of the employees. The regnlations stare that providing meals during work hours g have an employee ayailable

- for emergency calls is “for the convenience of the employer™ Moreoves, under the IRG, i more than half the employees satisfy the “for
the convenience of the employer™ test, all the employess will be regarded as satisfying the test. The Supreme Court has imterpreted
®meals® to mean food-in-lind. The Court has held that cash allowances do not qualify as “meals.” .

 [Analysis. Express the generalities of Applicable Law in terms of the specifics of the Facts] Clearly, the meals fumnished by Mercy

are “for the convenience of the employer® They are furnished during the employess’ work hours to have the employees available for
ernergency call. Althongh the meals provided in the hospital cafeteria appear to be furnishied “on the business premises of the employer,”

* the meals provided at MacDougaP's do not appezr to be. The hospital is the place of employment of the medical employees. MacDougal’s
is not. Wha is wnclear is whether the meal vonchers are equivalent to food-iti-kind. On the ¢re hand, they are redéemable at mare than

one institmtion and thos resemble cash allowances. ©n the other hand, they are {:élimmable caly in meals and thus resemble food-in- :

“kind.

_ the provision of meals-inkind exclusively.in the hospital cafeteria. In-this way, you will dispel any doubt thar Mercy is fumishing
"meals,” “for the convenience of the employer,” “on the premises of the employer.” s :
[Closing/Follow Up.] Please call me at 475-2020 if you have any guestions ::oncm.:.ing this conclnsion. May 1 saggest that we mest
. next week to discuss the possibiliry of revising your employee benefirs plan. = . it

Very truly yours, :
Professional Accounting Associates

By: Rosina Havacek, Jnior Associate

[Conclusion/Rzct dation.) Becanse of this lack of clatiry, we snggest that you modify your &npbyee benefits plan tozllowfor




