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Case Objectives and Use

This case is intended as an exercise in tax research, analysis of conflicting authorities, and tax planning.  The context is a situation that most students can relate to, renting from a person who also lives in the residence.

It can be used in any situation in which participants have access to tax research databases.  This could be in a lab situation, in a wireless classroom (assuming computers or other browser equipped hardware is available), or as an external assignment.  Depending on the goals of the assignment, the case could be used in an introduction to taxation class, an individual taxation class at the graduate or undergraduate level, or a tax research class.

Participants can work in groups or individually.  Subsequent discussion can involve the controlling authority and the inherent conflicts, the calculations of the allowable deductions under each possible interpretation, and the resulting recommendation as to treatments and any required disclosure. Discussions can also involve policy issues—intent and enforcement.  Additional enrichment activities can be assigned as out-of-class assignments. 

Case Synopsis

This is a case that requires students to analyze and research the proper tax treatment of rental income and related deductions when a landlord and tenant share a single residential unit as their primary residence, as well as the tax effects of any anticipated disposition.  The various authorities for deductions, primarily residence interest and property taxes, and limits on deductions that appear to conflict, so the participants must find and analyze regulations and rulings to arrive at the appropriate conclusion.  The questions related to disposition of the property involve the § 121 exclusion of gain and the potential deferral of gain under § 1031, or both.  The case can be used, depending on the instructor’s goals, in an individual taxation course or a tax research course.
The author developed the case for class discussion rather than to illustrate either effective or ineffective handling of the situation. The case, instructor’s manual, and synopsis were anonymously peer reviewed and accepted by the North American Case Research Association (NACRA) for its annual meeting, October 19-21, 2006, San Diego, CA.  All rights are reserved to the author and NACRA.  © 2006 by Nathan Oestreich.  Contact person:  Nathan Oestreich, College of Business Administration, San Diego State University, 5500 Campanile Drive, San Diego, CA  92182-82221, 619-594-2478, drno@sdsu.edu. 
