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Client letter

Required

Respond to the attached correspondence from Dr. Nicholas Betrami Jr. by conducting the necessary research and writing a letter to Dr. Betrami. The letter should include a thorough explanation (including cited authority) for your answers to the doctor. 
Please follow the format for client letters that I distributed in class and which is illustrated on page 38 of your textbook. Note that the first paragraph of every client letter should be a brief summary of the facts and a disclaimer that your research depends on the accuracy of these facts. 

October 5, 2005

MS Tax Consulting student

McIntire School of Commerce

University of Virginia

Charlottesville, Virginia 22903

Dear [                            ]:


Thank you for agreeing to answer the three questions concerning my S corporation that I mentioned in our phone conversation last Monday. You asked for a written summary of the relevant facts, so here they are. My father and I created Betrami Inc. in 1985 as the entity through which to operate our veterinary practice. Today, 100 percent of the stock is equally owned by my father and mother, myself, my wife, and my two daughters who are both veterinarians employed by Betrami. We operated Betrami as a taxable personal service corporation through 2004, when the family decided to make a subchapter S election for our business. We filed a unanimous election on January 12, 2005, so Betrami is an S corporation for its 2005 calendar year. 


Last year, Betrami invested in a residential apartment complex. The 2004 rent loss from the complex was $54,219. According to the CPA who prepared the Form 1120, Betrami couldn’t deduct this loss because it was passive (whatever that means!) but she did tell me that the loss carried forward into 2005. In 2004, Betrami realized an $8,290 net long-term capital loss on the sale of securities. Our CPA concluded that this nondeductible loss also carried forward into 2005. This year, the apartment complex should generate at least $75,000 net rent income. Just last week, the corporation realized a $12,500 long-term capital gain on the sale of securities. So am I correct in assuming that Betrami can deduct both loss carryforwards on its 2005 Form 1120S?


One of the fringe benefits that Betrami offers its employees (including my father, myself, and my two daughters) is comprehensive health insurance coverage. The corporation has always deducted the premiums paid to the group insurance provider, and the value of the coverage has never been included on the employees’ Form W-2s. Does the fact that Betrami is now an S corporation affect these tax consequences? 


Please submit your invoice for your tax consulting services directly to Betrami Inc., and our office manager will pay it within two weeks. My final question concerns the tax consequences of this payment. I know that when I pay for tax planning advice with respect to my Form 1040, I can deduct the payment on my Schedule A as a miscellaneous itemized deduction. So if an S corporation pays for advice on preparing its tax return, can the corporation deduct the payment as an ordinary business deduction or must the payment be a separately stated item for the shareholders?


Well, that’s about all I know to tell you. Please call me if you have any questions, and I look forward to learning the results of your research. 

Sincerely, 

Nicholas Betrami Jr., DVM
