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P.ROF.ESSO.R G. FL.INT

[~?5 SAY
PLEASE .REA.I) CAREFULLY

ALL ANSWERSARE TO BE WRITTEN’ 0N THE BLUE BOOKS PROVIDED WITH
THiS EXAMINAT1ON.

Therearesix questionsofequalvalue(time and.percentind.icated). Thetime •tor compiet~n~.
theeNaminatlonis threeb.ou.rs,

Th.is exa.minationis “openbook” You mayuseyour casebook,statutorysuppleilnent,
andcl.assnotes.Use of calcu.Iatorsi.s permitted.

2. Be sureto an.swerthespecific.questionthat i.s asked. l~n.forma.tionsuppliedrelating
to sonic unaskedquestionwill not increaseyour score and consumesyour time
neededto answerthe askedquestions.

3, itfad.ditional facts arenecessaryto resolvean issue,spec~ifVwhat addition factsyou
heheve to be necessaryand why they are siguifi.cant. You may not uiake. an.
assumptionthat changesor c.ontradictst.hcstatedfacts,

4. Qua.lity, not quantity,is desired, ‘Junk th.rough.an.d briefly outline yon.ran.swer before
you begin to write.

5. Write legibly. Be sure to fbrmul.atc your answersi.n completesentencesa.nd
paragraphswith proper granmiar. Eail.ure to so d.o wii.l result i.n an appropriately
lower score.

6. Do not seekan interpretationoflanguageiii th.e questionsBorn a.nyon.e. i.f von sense
ambiguityortypographicalerror, correcttheshortcomin.gby shapin.gthequestionin
a reasonableway a.ndby recordingyoureditorial correctionsin youra.nswer.

Underthe Honor Code,whenyou turn in. this examination,you affirm that you have
neithergiven, received,nor obtainedaid in connectionwith this examination,nor haveyou
known of any one sodoing~if you cannotmakethis affirmation,you shall notesuchfacton
yourexaminationand mustimmediatelyadvisethe Deanof the reasontherefor,



(162/3%’ 30 niin.utcs)

DavisFlint C:orporationhiredJohnHarttL.ifd. lnsuran.ceCompanyto admin.i.sterDavid Flint
Corporation’s ER.ISA plan. Under the Admin.istrative. SereicesAg.reenientthat John Hartt Life
l.nsnranccCompanyhad .DavisF’Iint si.gn. David Flint Corporationwasto establisha bankaccount
andkeepenoughnion.eyin it to coverbenefitchecksthat JohnHartt Life l.n.snranccCompa.nywould
write a.gainstthe account, JohnHam Li.fe hisuran.ceCompa.ny“shall pay all claims it detenni.nes
payableundertheag.,reement,excepta.ll contestedor doubtfulclaimsshall be referredto DavisFl.int
Corporationfor determinationa.n..d instruction.’’

‘1~’lie contractalso included a numberof clausesdesignedto limit John Ham hsuranc
Company”sliability’ i.n. theeventof error. John l’iartt Life insu a.n.ceCo.m.panywas“acting on.lv as’
ag.ent of Davi.sFlint Corporation” a.n..d would “not he liable for any mistakeor any loss unless
resultingfi’o.m grossnegligence.” Theagreementprovidedthat “underno circumstancesshall John
HamLife InsuranceCom.panyhe con.si.deredthen.amedfiduci.aryunderth.e Plan.” It also said that
“E.ach individual administrativeact. decision, and interpretationby’ John Ha.rtt Life lnsuranc.c
Conipan.yshallhe bindin.gon.. Davi.sFlint Corporati.on.’’

John11amLif& hisurance:Companywasto conduct“verification ofemployeeeligibility’~~’and

provide “claim controlpractices.” JohnHam L..~i~fch sw’anc.ecompanywasto “consultwith Davis
Flint corpora.tionin claim mattersthat arebeyondordinai.y” annul to “investigatetheval.idity of each
claimand computethebenefitspayable.” Davi.s Flint Corporationreserved.theright to “resolveany
disputesthatmayarisewith regardto thenightsof personscoveredunderthe Pl.an.”

John11am.Li.fe hisuranceConipan.vpaidout $600,000for medical expensesrelating, to a
DavisFlint Corporationemployee’sdependentchild. Accordingto thePlan,the cluid wasineigihl.e.
The Presidentof .Davis Flint Corporationhasmarcl~.edinto your associate’soffice a Suem and
Stic’kem. P.C.,to determinewhether.DayisFlint Corporationcanrecovert.h.e $600,000on behalfof’
thePl.an. Whatis yon.r advice? E.xplain your reason.ing.

ii.
(16 2/3% 30 minutes)

Arunah hubbellwaspresi.dentand sole ominer of Aruna.h HubbellAssociates.l.nc.. which
cstabli.sheda definedbenefitplan in .1976 to provideretirement,death,anddisability benefitsto ‘the
employeesofAnin.ali .HnhbellAssociates,Inc. Auniah Hri’hhell wastheplan admin.istratorandtrustee
of theplan, andh.i.s acco’untin theplan amountedto 20%ofthePlan’s assets.

Before 1985, A.runah Hubbell investedthe Plan assets’in shortstenn.ha.n.k certificatesof
deposit,sho.rt—termU,S. Treasuries,and cash equivalents. In A.pril. 1.985, .A~runa.hHubhel.I pa.id
$1,700,000on behalfofthePlan(63% ofthePlan’sassets)for 24.251acresof undevelopedland in
thc ChauncySmith industrial District [lie memamnmg3’~°oof the Plan s assetsmere investeda~



hefbre. Anmaln l’lnhhe’ll personallyowinedan interesti’n two pa.rceisadjacentto the propertyand in
a.notherparceln.ea.rhy,

BeforetIns purchase,Arunah‘Hubbell obta.inedan independentappraisalvaluingthe‘land at
$2,100,000,discussedthep’nrehasewith the Plan’s’ accountant,lavry’ers, actuary,and major Plan
pa.rtici.pants,wh.o alsoha.dconsi.derabieexperiencein commnerci.a.lrealestatedcvelo’pmentin thenirea.
Onereasonfbr tIne l.annd purclnascwasto increas’edie ret’urn on tIne Nan’sinvest’mentshi an erawhen
shomte.nnrateshaddeclined.consi.derahly, Anotherreas’onwasto protectaga.mstthepossibility of:’
~ughwllatmon metuui’ng ‘and benng a recognnz”n inflation hedge Amunah Hub5eli mmcm m
knonvledgeahlein indnst’rial warehouse‘propert:y, particularly thoselocatedin the Chatnnc.ySmith
IndustrialDistrict.

At ‘the. en.dof ‘1985 a difibrent independentappraiservaluedtheland at $2,900,000.A.rt.nnah
H’uhhelll helie.ve’dtIne land mvas rnndervaluedand ori.ginal.ly intendedto sell the land in 1986,hu.t did
not,,Sothe.Pla.nhas” pa.id ma.inten.ancefeesandtax’cs on the land,but hasriot earnedany i.ncome.fi’oni
it. Sincetim tinne the landhasnnaintain.edits value. AJso, sinncetine averageageof tine participants
is. 37 years, the shortsternna.n.d cash eq’uivalen’t investmnen’tsrennainingin ‘tine .Plan aresu.fficie.nt to
coverpr~ect’’payoutsfor tln~’~’next20 yea.rs, Consequentl.y,no P1.anpartncipa.n.tInaslost anybeneints
asa m’esutt ofthepurchase.“Iinesc factsln.avebeenreportedon tine Pla.n’s ann.nua.lrcpo’rt to the hnntenn.a.l
RevenueS’erv’ice’ and’Departunentof”Lahor. Tine Undersecretaryof’L’abor lna.s ‘marched.into your
associatecounsel’so.ffice at tine .Depa.rtnne’ntof Labor to inq’td.re mvhethertine Depa’rt.’nnentof i.,.a’hor
dnotddtakearmy action to attacktins lannd punc.lnase.What is your advice? Explain your reasoning.

I’ll.
(16 2/3$’b”~”~30 ninutes)

‘fin.o’nias GasawaynnarriedR,eheccaTurnerin 1985. hi 1992 “Ehonn.asGasaw’avdivorce.d
.Rchecca‘I’u.nner aftera bitter stn’uggle. ‘[b.c divorcedecn’eegranted‘RebeccaTu.nnera 50% interest
ir two pen.sionnpl.ans in wln.icln Th.omas(iasawayhad an. innterestduring tine yearsof marriage. i:n
Jannua.rv,‘I 993. tIne Eamnn~ilyCourt issued ann order~i.mnnplemnnentnn.gth.is decree. On May’ 1.7, 1993, tine

plain adnnin.istratoroftine two ‘plans d.etermnumnedthat tine orderwasn.ot a quahfieddomesticrelat’ions

orderamid refusedto comply with tine orderunti.I amendedasa qua.lified.domesticrelad.onsorder.

Tlnonras(iasawaysawthi.s predicannentas: an opportiunityto saveln.i.s red.rem.entnnoineysfrom
nIne clutch.eso’flni.s despisedwife, Rebecca‘funner. On ‘N’overr’ber 15, 1.993, he filed for hamn.k.rup’tcy
under Clnapter7 for hquidationn. In tine hann.kruptcycourt lie so’ughnt a declaratoryj’udgirne’nt tlnat
Re’bec~”aTunn.er’sawardunderth.e d.ivorcedecreevvasa dischargeabledebtundertine Bank.ru’ptcy
Code’s” definition of a dischargeabledebtasincluding,a “riglnt to payment.”

You aretine ban.k.ruptcyjudge.Wlnat is your responnseto th.isdec.laratonyiudgi.nnennpetitiomn?
Explain your rc’asomning.



lv.
(162/’3% 30 mimnutes)

inn ‘1993. hI)raperVoshnell‘withdrew $6,800fronn his retirementp’la:n. In 1.994, .DraperVosheli
withndrew a.n additiona.l$7,000. Theseconstitutedearlymsithdraw’als,so Dra’per Voslnel.i ‘pai.cl the
Ibderal ‘I 0% early’ withd’rawai penaltiesomn theseamonintsin 1993 and 1994.

.DraperVoslnell lives in a statethat hasan inconnetax. ‘flnat stateincometax 1.aw also lnmms an
ea.rIy withdrawalpenaltyin. tIne amowntof33% ofdnefederal.pen.alty. DraperVoshell mvTote t’lne state
tax.ing an.tlno’m’ity in 1993 that b.c wo’uld not pay tine sta’te eai.iy withdrawal iCe. In Jamn’n.ary, ‘1995,
I)m~ape’rVoshnell hro’ught a dech.aratomyactiomn in federaldistrict court that ‘he did mnot owetine statetax’
pe’nalt’y andan ir:j’uncti.onn to p’reventits emn.forcemnn.ennagaimnsthnimn..

You are the federaldistrict judge. Whatis y’our responseto this pet.ition? E.x’plain y’our
m’eason.nng.

ignoretlne F’.icven.tln Anni.emnd.mnnemnt‘to tIne Umn.ited StatesConstitutiomn,or assunneth.e statehas
consentedto the lawsu.it,

Note th.at yOur enterpri.si~ngl.aw’ clerk has fo’und the Federal‘fax hij’unc’tion Act, winicin
provides“l’he district courtsshall not en~oimn,s’uspemndor restrain,the assessment,‘levy oreol.I.ectionm
of anytax ni.ndcr Statelaw winere a plain, s’peedyandefficient rennedynnay‘he mad in courtsof’ sn.mcln
state.”

V.
(16’ 2/3% ~ 30 mimnutes)

MarcelimnoVilia.rrea.1 ‘is a participantin theAhrahannMii.steadDrilling, ‘hmnc.,’s definedbenefit

plan. MarceimnoVi.llarreal, mow aged64, hasworkedfor Abra.hnamMilstead .D.rilling, he.,simnce.hc
was aged22. The definedbemnefit plan.,adoptedin 1976., providesa fornnula benefit ofS’l 00 per
mnnonrth for eacho’f servicewith A.hrah.annMiistea.d ‘Dril.linng. line., up to a inaxinnium of 33 yea’rsof
service. ‘[he definedhemnefitplan al.sohasa.mn o’ptional form of’benefit, the lump sunmn.

Mareehin.oVi.ll.arreal. vvho is maniedto PetraGonzalez,aged54,.i.saboutto ‘reacht.h.e defined
hemnefitplan’sretirementageof65 andhnasapproachedthe ‘plan a.dmin.istrator,‘Mari.a Cavaz.os,ahout
mvhat his: optionsare‘for benefits‘fl’omnn tIne definedbenefitplan vvlnemn Inc retiresnextyear.

M.a.riaCavazoshasmarchedinto yourassoei.ateeoumnseh’sofficeat AbrahamMi.lstead i)riIli.nng,
line. Sh.ewantsyo’u to tell iner h.ow sineslno’uld respon.dto tln.is request. Winat is youradvice? Explain
vou.rreasonun.g..
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Vi.
(162/3% 30 min:utes)

Dr. Basilio A.lfa.ro recentlyfinislned his residencyandhasp’urehasedthe mnnediealpracticeof
J’uan .i..oremno. Dr. BasihoAifaro i.s aged30 amnd th.e p’urehasedmedi.calpracticehasth.reeemployees’,
a receptionist.aged25, and tw’o nurses,aged62 and55. Thesethreeemployeesnnake$15,000,
$25,000,and$‘2 1,000 annually, respectively. Tine purchasednnedicalpracticenetsabout $200,000
peryear.

1k. Ba.siiio AIfa.ro despisespaying any’ morein incometaxestha.nis a’bsolutelynecessary.So
Inc h.asmarchedunto your office atBlue Stoekin.gL.aw Finn, P.C.,for adviceon a tax slnel.terhe nnm~igInt
an~ecnmm’ no ~hehterasnmueh aspossible ~Vhatis monm advm~t, I xp1an~mom Icasonnig


