1040 Workshop

By
Danny C. Santucci

The author is not engaged by this text or any accompanying lecture or electronic me-
dia in the rendering of legal, tax, accounting, or similar professional services. While
the legal, tax, and accounting issues discussed in this material have been reviewed
with sources believed to be reliable, concepts discussed can be affected by changes in
the law or in the interpretation of such laws since this text was printed. For that rea-
son the accuracy and completeness of this information and the author's opinions
based thereon cannot be guaranteed. In addition, state or local tax laws and procedur-
al rules may have a material impact on the general discussion. As a result, the strate-
gies suggested may not be suitable for every individual. Before taking any action, all
references and citations should be checked and updated accordingly.

This publication is designed to provide accurate and authoritative information

in regard to the subject matter covered. It is sold with the understanding that the

publisher is not engaged in rendering legal, accounting, or other professional

service. If legal advice or other expert advice is required, the services of a com-
petent professional person should be sought.

—-From a Declaration of Principles jointly adopted by a committee of the
American Bar Association and a Committee of Publishers and Associations.

Copyright February 2020
Danny Santucci




TABLE OF CONTENTS

CHAPTER 1 - Individual Tax EICINENtS ......ceeeeeeereneeereeecerseescsseescssecscssessessess =1

Federal Income Taxes: A DESCIIPLION .......eeuviiiiiiieeieiieciteie e ete st e seesee st ste sttt eteeneesseeseeenaesneesneesseeseens 1-1
Application of U.S. Individual INCOmME TaX.........ccceeiieiiiieiieiiee e 1-1
GIOSS INCOMIC. ... .ottt ettt b ettt et eeae e s bt e beenteeseesneenaeeneeenes 1-1
Adjusted Gross INCome (AGI) .....cc.eeuiiiiiiiiee et 1-2
TaXable INCOMME ....c..eeiiiiieiieee ettt et sttt et bee b e e e ae s 1-2
Standard DEAUCHION ........co.eeuiiieieieiee ettt ettt st e b e b sbe st eseeneeneenaens 1-2
[temiIZed DEAUCLION. ....cc.eiuiiiiiieiieieee ettt st sttt b et eee e 1-2
Personal EXCMPLIONS .......cccvecviiiiiiieiieiieiesieeteeeesieesieetesttesteebeesaeseeesseessesseesseeseessesssesseessenns 1-3
FAIING SEALUS ....uveiieiiiieieciieie ettt ettt ettt e et et e et e et esta e seessessaesseesseessesseesseessesssesssenseensenns 1-3
Rates & TaX Liability ....c.cccveeieiiieiieiieiieie ettt sttt sttt e aesseesaeessesanesseenseensensnenseens 1-3
TAX CTEAILS ...ttt ettt ettt b ettt be bbbttt e e eae e 1-3
Rates, Tables, & Statutory AMOUNLS ..........ccercierieerieeiestesteeteeteseesteeeestesseesesseesseenseessesseeseessesssesseenseens 1-4
INCOME TaAX RALES = §1.oiiiiiiiiieiiie ettt e et e e ettt e e e tbe e e staaeeessseeeesssaeesssaeeesssseennnns 1-4
Marriage Penalty - MOStLY GOMNE ......cuovuiiriieiieieciiesiiee ettt ene 1-5
Standard DedUCLION = §63 .......cooiiiiiieiie ettt et e et e e b e e s beesabeesteeebeeebeeeabeesrbaesaeessaaeraen 1-6
Dependent Limit = §03(C)(5)-vuevtetrrriaiieieeieetiett ettt ettt ettt sttt ettt e st e 1-7
Personal Exemptions & Phaseout (Suspended) - §151 ....oc.oiiiiiiiiiiiiieeeeeeeeeeee e 1-7
Limitation on Itemized Deductions = §O08 ..........c.cocuiieiiiriiieeiieiie e eite ettt e e eaee e e saeesaeenes 1-7
Earned Income Tax Credit = §32 ....ooviiiiiiiiieiecieieeie ettt steebeseaesaeeaeesaesraesaeesseesseens 1-8
Disqualified INCOME = §32(1) c.vevvvirrieriieiieiesieie ettt ettt ettt te et eebessaesreebeesaesneesaeenseens 1-8
Means-Tested PrOZIramS ........c..ccuiviiiiiiiieiicieeeie ettt ere et be e seaeste e seessessnesseesseensessnensennns 1-8
Social Security & Self-Employment Earnings Base...........cccvecvieieniieniinieiieniecieceseee e 1-9
Standard Mileage RaALE.........ccieiiiiieiieiieie ettt ettt ettt e et e seebeessesseessaenseenseenns 1-9
Qualified Transportation FIINZES.........cocereririeiiiiieiereneserc ettt 1-9
Passenger Automobile Depreciation Limits (“CAPS™) ..c..cocovirirenininininieereeeeeeeeeeeeteceereeene 1-9
Expensing Deduction = §179 ...ttt ettt et ne s 1-10
Self-Employed Health Insurance Deduction .............cccoeouieieiiieiinieniieieeeseee e 1-10
Corporate INcome Tax RAES .....c.eeiiiiiiiiiiiieiee ettt ettt et e see e eae 1-10
1993 TRIOUZI 20171 ...ttt ettt ettt e b et st e be bt et ebeeneeneeneeneensennans 1-10
2018 & LAtEIT 2190 1.ueeieeieieeeeeiieee ettt ettt ettt be ettt neene e et et e e eneens 1-10
Withholding & EStIMAated TaX ........cceecvieiiiiiiiiiieeieieesie et ete st esteeee e e saeebesseesaeesseesaesreesseessessseessesseensenns 1-12
EStIMAted TaX = §O654.......coiiiiiieiieieeieeitet ettt ettt ettt e te e beesbessaesseesbeasaesaeesaeensesssesseenseensenns 1-12
Social Security, Medicare & FUTA (0r Payroll) TaXes........cccvecvieieriieriieieiienieeie e seesre e seeese e 1-13
FICA = §3T11 & §3 121 ittt ettt st ettt aens 1-13
Temporary EMployee OASDI CUL.......cccocuieciiiieriieiieieeiieieeeeeeete et e st essessaenseens 1-14
SECA = §LAOT ittt ettt et et sttt b e et e be et ebe bt et eane e enaen 1-14
Temporary Sole Employer OASDI Cut........cccooiiirineninininieietcecieeeteseesese e 1-14
WAEGE BASE.....eiiiiiiiii ettt ettt sttt e st e naee e 1-14
Additional Hospital Insurance Tax On Certain High-Income Individuals ............cccccooieirninnnne 1-15
Final Regulations — TD 9045 ......c..ooiiieeee ettt 1-15
FUTA = §330T1 & §3300 .ttt ettt ettt ettt sae st ebe et eteeneeneeseeneensennens 1-15
FAIINE SEALUS ..ottt et b et s e bt et e et e s bt e s bt et e est e sbeesbee bt et eateeaeenaeenteeae 1-15
IMATTEAL SEALUS. ...ttt ettt ettt et b e st e st e st e st e e et et e beebeebesaeebeeneeneeneeneenseneens 1-16




SINGIE TAXPAYETS ..ottt ettt ettt ettt e bttt et e st e bt ea bt e aeeeb e e bt enteeseesbeenteeneeennesbeenbens 1-16

DIVOTCEA PEISOMS ...ttt et ettt be st e be bt eseese et e e teseeneenes 1-16

SRAM DIVOTCE ...ttt ettt ettt ettt sttt e bt bt ebe b enee st e e eseneens 1-16
ANNUILEA MAITIAZES ...ecvvieeveeieiieiieeieettesieeteeeteeteesteebeesbesteesseesseassesseesseesseessesssesseessesssenseessenss 1-16
MATITIEA TAXPAYETS ..oevienrieeieiierieeieetesetesteesteeteetee st esseessesseesseesseessesseesseessesssesseessesssesssesseessesssesses 1-19
SAME-SEX MAITIAZE .....eeeevieiieiiieiieeiieie et eteette e eteetesteeste e besesesseesseesseessesseesseensesssesssesseensenses 1-19
Marriage Penalty - MOStLY GOMNE ......cc.evieriieiieieeiieiieie ettt sttt aeennesneeneeens 1-19
SPOUSE™S DEALN ...ttt ettt sttt s e nbe e enaeens 1-20
Married Persons LiVINg APATt ........ccceiieiieiieiieeiesie ettt eee ettt eee st e e eneessee e enseeneenneens 1-20

L Yo 03 1114 | 2RSSR 1-20

JOINE LIADILILY ..ottt ettt ettt se st e st eneens e s e s esenens 1-20

Innocent SPouSE EXCEPLION .....couieuiiieiiiieiieiieiee et 1-21

NONTESTAGNT ALICIL....ceeieitieiii ettt sttt et st nbe e 1-23

Filing Separately.......cocuoiieiiiiiiieet ettt 1-24
SPECIAL RULES .....viviiiiiiieiecieeeecteee ettt ste e beesbesreesreesbeesseesaesseesseensens 1-24

Joint Return after Separate RETUINS .........covevviiiiiieiieiecieieee ettt 1-25

Separate Returns after Joint REtUIN ..........cccviiiiiiieriieiiiccceccc e 1-25
el 1 101 1 PSP 1-25

Head of HOUSENOLA ......c.oiiiiiiiiieii ettt 1-25
AQVANTAZES ...oovvieeiiiieiieie ettt sttt e e s e st et e e b e et e e ste st enseenseest e st e s e enteestenteenseenteenaenenn 1-25
RequiremMents 0f §2(D) ....eeeeeieiieieeieseee ettt ettt et ens 1-26
Considered UnmArried. ..........cceeveiieriieiieieeiee ettt et be et snee e enae s 1-26

Keeping Up @ HOME .....c..oouiiiiiiiee ettt 1-26
QUALITYING PEISOM ....euiiiiitieiiee ettt ettt et ettt et see e eneas 1-26

SUIMIMATY ...ttt ettt et a e et e bt e bt ee b e ebeesbe e bt embeesteseeenaeeneeeaeenee 1-27
Qualifying Widow(er) With Dependent Child .............ccooiiiiiiiiiii e 1-28
GTOSS INCOMIC. ...ttt ettt et et e b e b et e e ebte s bt e bt sete s bt e beemtesbeenaes 1-29
COMPENSALION .....vvevietieiteeeteeteeteesteettesteeseesseeseeseesseesseessesseesseassesssessaesseassessseseesseessesssenseassesssesseessenns 1-30
FIINEE BENETILS ...ecvviviiiieiieieceecteet ettt ettt st s et eetee b e esbeesbeessessaessaessensaensesssenseensens 1-30
RENTAL TNCOMIE. ...ttt ettt ettt b e bbbt bt eb et ebeebe et et eneens 1-30
AQVANCE RENT ....iiiiiiiiiiite ettt st sttt ettt 1-30
SECUITLY DIEPOSIES ....eeuveeuieiiieitieieeieete et ete et et et e st et e estesteesseenseeseeseesseensesssenseenseansessaesesnsenseensens 1-31
Payment for Canceling @ LEaSE ......c..coeveririririniiiiieeecctet et 1-31
Social SEcurity BENETILS. ....cc.coiriririiririieiieeetetetete ettt ettt 1-31
Taxability Of BENETILS ......eeiuieiiiieieiee ettt st eeee 1-31
AlIMONY & SPOUSAL SUPPOTT. ...ttt ettt ettt ettt ettt e bt et eesee bt e bt eneeeseesbeeneesseeneeas 1-34
Restrictions & Requirements Prior t0 2019 .......coouiiiiiiiiiieeeeee e 1-34
Pre-2019 RECAPLUIE .....eeeieiieiieiii ettt et b ettt sb ettt st enae e see 1-34
CRILA SUPPOTTE ..ottt ettt et e ettt e e b e esbeete e beesbeesbeessesssesseessesssesseesaeensessnees 1-35
Prizes & AWards = §74 & §274.....oouo oottt ettt ettt ettt ettt et eae s beeraebes 1-35
Dividends & DiStrIDULIONS ......c..eruiiiertiriiiterieeteeee ettt sttt ettt ettt et et e e enteneens 1-35
Ordinary DIVIAENAS ......c.eeeviiriieiieiieiieit ettt ettt et e st e sbeebeessessaesseesseensessaesseensessnesses 1-36
MonNey Market FUNAS.........c.ooiiriiiiieiieieeee ettt s ssee s enseennenseenseens 1-36
Dividends on Capital STOCK ........cecieiiiiiiiiie ettt et es 1-36
Dividends Used to Buy More StOCK .......ccccoeririrerinininieniiceeeetecctetetetetee e 1-36
QUAlIfied DIVIAEINAS. ... .icviiiiiiciee ettt ettt e sa e et e e tbeebeeeabeesaseesebeessseensaeensaenenas 1-36
Capital Gain DIStrIDULIONS ......eeeieiiriietieieee ettt e et st esaeeeeeneesneesaeeneeenes 1-37
Undistributed Capital GaINS.........ccveiuieiieiieiieie ettt ettt et eneeseeeneas 1-37

FOIM 2439 ..ottt ettt et ettt et e b ettt eneennean 1-37

Basis AQJUSTIMENL .....c..eoiuiiiiiiiiiete ettt et sttt ettt sbe ettt eaee e eae 1-37

Real Estate Investment Trusts (REITS).......ccccueeciiiiiiiiiieiiecieecicesee et 1-37

i




NONtAXADIE DISIIIDULIONS ....vviiiiiiiiiieiiee ettt e e e e e e eear e e e e e e eeabareeeseeesstaeeeeessennnees 1-38

Return Of Capital........c.cccoevieiiieiiciieiiciece ettt sttt e e e s e aeeraesaeesaeeaveeeseeseenseens 1-38

Basis AQJUSTIMCNL ........eeiviiiiieiieiieieet ettt ettt te et e e e e steesteesbeesaesseeseesseessesseeseesseessanseensenss 1-38
Liquidating DiStriDULIONS. .....ccveeiiiieriietieteeeete ettt eete e ebeessessaesseesbeesseseeesseessessaesseesseessessns 1-38
Distributions of Stock and Stock Rights...........cocieiiieciiiieiiieiesieeeeee e 1-39
Taxable Stock Dividends and Stock Rights...........cccovcierieiiiiiiinieieeceee e 1-39
Discharge 0f Debt INCOME ......c.eeiuieiieieiieciieieee ettt ettt et eesaeste et e esseesaenseenseensenseensens 1-40
Exceptions from INCome INCIUSION..........ccuiviiriiiiieiieieieeie et 1-40
Reduction of TaxX AttITDULES ......ccvieeiiiiiieie ettt etee e e v e e s e e taeeaeeebeeeabeesebeesaseesneenns 1-41
Order Of REAUCTIONS.......cccuiiiiieiiicie et eiee sttt ettt e et esteesiv e e s tbeebeeeaaesaseessbeessseesseensneenns 1-41
FOT@CLOSUIE ...ttt ettt ettt ettt e e e e bt et e e ee e e s st e saeeteemeesneenaeeneennes 1-42
Nonrecourse INAEIEANESS ... .ceveiiiiieiieie ettt ettt 1-42
Recourse INdebtedness. ... ...oouiiiiiiieiieieee ettt 1-43
Mortgage Relief Act 0F 2007 ......ooouiiiiiiiieiieieee ettt ens 1-44
Principal RESIAENCE .....viiuiiiiiiieieciecie ettt ettt te et e e sbeeeaesaaesaeesaeennas 1-44

Qualified Principal Residence Indebtedness ..........ccoecuivierieriieiinienieieeieeieeere e 1-44
Acquisition INAEbtEANESS........cccviiiieiieiieiieie ettt eaeenees 1-44

BaATTEIINE .....vevieiieie ettt et e et et e et e et e st e bt esbesstesseeseanseestenseesseesseeseeseenseesbeesaeseensenssenseenrean 1-44
Barter EXCRHANGE .......cccveiiieiieie ettt ettt st s et e e seae s saeseenbessaesneeseennenns 1-45
Backup WithhOIAINg ........ccveeiiieiieieeieee ettt ettt eneesneenseens 1-46
RECOVETIES ..eiuvieeiiiecie ettt ettt et e et e et e e et e e ta e e baeeaeeeabeeeabeessbeessseessseasseenseeeasaaasseesssaessseessseanseeanns 1-48
Ttemized Deduction RECOVETIES.......uiiiuiiiiieeieiiiiecie et eiee et e e te e et e v e sveesabeestbeeseeeraeenseeenns 1-49
Recovery Limited t0 DedUCION.........cocuiiiiiiieiieieciieeee ettt 1-50
Recoveries Included in INCOME..........ooouiiiiiiiiiiiie e 1-50
Non-Itemized Deduction RECOVETIES. .......oouiiiiiiiiiiiieii ittt 1-50
Amounts Recovered fOr Credits ..........oouiiiiiiiriiiiieeieeee et 1-50

Tax Benefit RULE .........oouiiiiie ettt sttt et b e 1-51
Children's INCOME .....c..eeuiiiieiieieieete ettt b ettt e st e ettt e b e e bt eb e e st e st ebeeseeneeneeneens 1-51
Earned INCOME = §73 ...ooiieiiieie et ettt et e e e tae et e e etaeeteseteeeaseesaneeeneeenes 1-51
UNEAINEd INCOIME ....outiiiieieieiiieeet ettt sttt eb et b et et e et e eneens 1-52
"KAAAIE" TAX = §L(Z) -eveeveemeemteieienentest ettt ettt sttt ettt ettt 1-52
Application, Threshold & IMPACE .........ccuveiirieriieiieieieee e 1-53
Election to Report on Parents’ Return - §1(g)(7)(A) [Form 8814]......ccevveieienieiiiiieieieieienne 1-54
E1ECtiON STTUALIONS ...ecuviiiiieeiieiteeete ettt eette et e esteeebee et esebeesaseessseessseessseesseeseeesaassseessseansseanns 1-54
DETINILIONS ....tieiieeiie ettt et et e et e e st e e ae e e taeebee e baeesseessseessseassseessseesssessansseessseanseennns 1-56
AMT Exemption for Children = §59() ..eooueeierieieeee e 1-57
EXClusions from INCOME. ... ...coouiiiiiiiiieii ettt ettt ettt ettt et eee et et eeaeenaeeneeene 1-57
Educational Savings Bonds - §135 ... 1-57
INCOME EXCIUSION ...ttt ettt ettt b et ebe et et et e e e neenee 1-58
LAMIEATION ¢ttt st h e bbb st e st e s et e e se e st e ebe s bt et e ebeeneeneeneennentens 1-58

IMA Gttt bt bt ee ettt b e bbbt bbbttt enee 1-58

INOTICE D0-7 ..ttt b e bbbt bt be e a e s et et e e st e bt s bt nb e eb e s bt ebeebteaeent et enean 1-58
EdUCation EXPENSES .....ccueeciiiiiiiieiieieeiesieeie ettt et e bt e steebessaessaesseenaessaesseenseensesssenseensenns 1-58
EXCIUAADIE INEETEST ......evieiieeiieiieeiieiieie ettt sttt ete st e st esaesseesseeseensesseenseenseensenseensenns 1-59

FOrmS 8818 & 8815 ...ttt ettt ettt e b e b e besbeebesbeeseeseensessensessenes 1-59
Scholarships & Fellowships = §117 c..cc.ooiiiiiiiiiiiiieietce et 1-59
DETINILIONS ...ttt ettt et et et e et e e s ta e e tbeebee e beeesbeessbeeasseessseessseesseessaesseessseanseennns 1-59
Work Learning Service Programs ...........cccoeouieiiiieiieieciieieee ettt 1-59
SChOIATSIIP PIIZES ... .ottt ettt ettt b et et beeeeesbeeneas 1-59
EdUCAtION EXPENSES. .. .ieuiiiiiiiiiiiiiie ittt ettt ettt st e 1-60
Education Assistance Programs = §127.......ccocvuieuiiieiieriiiieiierie et sveesre v erne s v e 1-60

111




Employer Educational Trusts - §83 ......ooiiiiiiiieiieee et 1-60

Qualified Tuition Programs (QTP) = §529.....uiiiiiiiiieiieeeeeeie ettt s sae v e ens 1-60
Gift & Inheritance EXCIUSION.....c..couiiiiiiiiitertee ettt ettt 1-60
SUDSEQUENT TNCOIME. ....cuieiieiiiiieiiesieeie ettt ettt et et e e teesse e s e esbeesaesseesseessesssesseesseessenssensens 1-61
DIIVOTCE ...ttt sttt b e s bt bbbt et et et e e e st e b e s bt et e bt ebeest et e b entens 1-61
BUSINESS GIFES ...ttt bttt ettt s sb e bbbt et eat et ennens 1-61
2050101 (0] TSP 1-61
IIISUTANCE. ..ottt ettt b et e ae ettt e b e s be e 1-61
2 eTe] 31031 1-61
Purchase for VAIUE...........ooieiieieee ettt st nae e e 1-61
Installment PAYMENES ........cccoiiiiiiiieiietiee ettt ettt e et e e e e ens 1-62
Specified Number of Installments ..........cccooeiiiiiiiiiiiee e 1-62

Specified Amount Payable ............cocooiiiiiiiiiii e 1-62
InStallments fOr Life .......cooriiiiiiiee ettt 1-63

Personal Injury AwWards = §104 .........ooouiiiiiieiieie ettt ettt et eete b e e sb e taesteesbeeebeereebeas 1-65
PersOnal INJUIY ...cc.ooiuiiiieii ettt ettt ettt et et e e e esbestaesbeesbeesbessaessaesaeensessnenes 1-65
EMOtioNal DISLIESS . ..c..eeueiuiiiieiieiieieteese sttt ettt sttt ettt et 1-65
PUNItIVE DAMAGES ... eeuvieeveeiieiieie ettt ete et et ete et e e seeste e teessessaesseesseessaessesseeseensesssesssensesssesses 1-65
Tax Benefit RUIE - §111 ..ottt ettt e et e e eteeeteeebeeeabeeseveeneeenes 1-65
Interest State & Local Obligations = §103 ........cccieiiieiiiiierieieeiee ettt ns e nneas 1-66
Foreign Earned Income EXClusion - §911 ......occoiiiiiiiiiiiiiinereeceeeeeeecetee e 1-66
Nonbusiness & Personal DedUCHIONS. .......c.cecuiiiirieiieeeiee ettt ettt eee e eeas 1-66
TteMiIZed DEAUCTIONS ......eeieieiietieteete ettt ettt ettt s e sttt et e e s e bt et e e st e e s e eteenteeneesseennean 1-67
Limitation on Itemized Deductions Suspended - §68...........cooeiiiiiiiiiiiiieeee e 1-68
Personal & Dependency Exemptions Suspended - §151 ....oocoiiiiiiiiiiiiieeeeeeeeee 1-68
Deemed Personal Exemption for Related Incorporating Provisions ............ccccceeerenesienicnienieneene 1-69
Personal EXCMPLIONS ........coviiiiiiiiiieiieieeeesie ettt ettt esbeeese et esbeesseetsesseeseessessaesseesseesseses 1-69
Dependency EXEMPLIONS .......ccccviiieriieiieiesieeie e eteesteeseeeseeteesteesseessestsesseessesssesaeesseessesssesseessenses 1-69
Dependency Before 2005.........cviiiiiieiieieiiieieeiesee st ete st seesteeaesae e esaeesaesseesteesseesnessaenseens 1-69
Dependency After 2004 & Before 2018 SUSPENSION .....cvveevievieieriieiieieeeeie e eveseeeaees 1-69
RESIACNCY TSt ...veetieiiieiiiciiesieeie ettt ettt ettt e e sseesseeseessesssessaenseenseessensaennean 1-70

(5 113 1T 1V T USSP 1-70

ReElatioNSIIP TSt .....evitiiiriiierieeieeeeetece ettt ettt et st 1-70

ALZE TESE ettt ettt sttt st e st et e bbeebee s 1-70

Joint Return Prohibition ..........ccccooiiiiiiiiiee e 1-71

2 (o701 510 1 USSP 1-71

Phaseout 0f EXEMPLIONS. .....ceuiiiiiieiieieeie ettt ettt ettt e b e enens 1-71

Interest EXPEnse = §1603 ...ttt ettt ettt sttt st ne e 1-72
Personal Interest = §103(N)(1)..ueiuiieiiiiiieieeie ettt s eeeaaeetaeebeesebeesseneenes 1-72
DIETINITION ...ttt ettt e s et e st bt bbbt bt bt et en st et et enee 1-72
DEAUCHIDILILY ...ttt ettt st b et eb et ettt ne 1-73
Investment INtErest = §LO3(A) ..ovvirrieriieiiiierieeieete ettt esae e e saeenaeenaeees 1-73
DIETINITIONS ...ttt ettt ettt ettt be st ebe e bt eb et e e e et et et ene 1-73

Net Investment Income LIMItation ..........ccccecieieiiieniiniinenienenenesene ettt 1-74
Qualified Residence Interest - §163(h)(3) [Form 8598].......ooovevieiiiiieieeee e 1-74

D3 1118 o) SRR SSRTY 1-74
5330V 110 4 1RSSR 1-75
Acquisition Indebtedness Modified..........ccoerieiieiirieiieeeieee e 1-75

Home Equity Indebtedness Restricted. ..........cooiiiiiiiriiiiienieeeeeeee e 1-76
RETINANCINE ...ttt sttt et st e bt ettt e saee b enee e 1-76

HOME IMPIOVEMENLS ...eovvieiiiiiiieiie ettt eiteeiteeiee et e et sereesaeete e e taeesbeessseesnseesnseessseessseensnennns 1-77

v




Alternative Minimum Tax Co-0rdiNation ............ccceeuerererereeenesie et 1-78
POTNES ..ttt b e b bbbt h et s et et et b et eaeene st et entennen 1-78
Home Purchase & Improvement EXCEPLiON..........ccvevieieriieriieiiriieieeieetesieereereeeesieenesenns 1-78
REFINANCING ...ttt sttt sttt esb e eta e saesseesbeesaessaesseessenssenneas 1-79
HUNESMAN CASE ..ottt et st e 1-79
Mortgage INterest STAtEMENT.........oovuiiiiiiriierie ettt sttt et et e e 1-80
Business INterest = §1603(J) .uvervrerrieriieieniieiieiesiett ettt ettt e te st se e be e saeeseenaesneesseennenns 1-80
Allocation of INterest EXPEISE ....cc.evieiuieriieieeie ettt ettt ne e e ees 1-80
EdUCAtION EXPENSES ......eieuiiiietieieeeieet ettt ettt ettt ettt st e sttt e et e e st e bt et e e et e e st e te e teeneeereenean 1-86
Educational TranSpOrtation ............cccceeeeeruieienieniieieet ettt eee st et te et et e e eeeesbeenaeeneeseeene 1-87
Educational TTaAVEL .......cc.ooiiiiiie ettt st 1-90
IMEAL EXPEIISES. ....eetentientieiteeite ittt ettt ettt ettt ettt eh et et ee e eb e e bt en bt es e e bt e bt et e ntesaeeaeeneenee 1-91
INVESTMENT SEIMINATS ....eveetiiiiiiiieiieitt ettt ettt et et st esbe e bt et st e sbee bt et e saeemeenaee 1-91
Higher Education Expense Deduction - §222.........ccocciiiiiiiieieiieieeieceeie et 1-91
Dollar Limitation & Phase OUL........c..ccceiiriiiririeiiceiieieeeiteteee et s 1-92
Educator EXPEnSESs = §02 ......ccviiiiiieiiiieeienie ettt ettt sttete et sesesteesbeessessaesseeseessessaesseenseensenees 1-92
Medical Expense Deductions - §213 [Schedule A ......covvieiieiieieeeeeeeeeeee e 1-92
[tems DedUCHIDIE. ........coiiiiiiiiiee ettt sttt 1-93
[tems NOt DEAUCHDIC. ......cooiiiiiiieeiet ettt ettt e teseaesseeneenseennenns 1-93
Medical INSUrance PIremitmS ..........c.ocoiiiiuiieiiiiiiieeie ettt et e eveesveesaaeestaeeteeeareeesneeenns 1-94
IMEICAre PArt A ......oeeiiieeieeeie ettt ettt et e et e e e tb e e s tbe e tae e taeebeeebaeetbeesabeenaneanns 1-94
Medicare Part B ..........oo ittt 1-94
Medicare Part D.......oooiiiie ettt ettt eae 1-94
Prepaid InSurance Premitms ..........cc.cooiiiiiiiiiiieiieieieee ettt 1-95
MEALS E LOAGING . .....eeeeiiteiet ettt ettt ea et e et e et e e see st e ebe bt ebeeneeneeseeneensennans 1-95
Expenses of TranSpOrtation ...........c.ecveruieiieieriiestieteereesseeseeteesseessesssessseseesseseeesseessesssesseesseessesses 1-95
Permanent IMPrOVEIMENES ........cciuuiiriieeiieiiieeteesiee sttt eriteeteeeteesebeesbeessbeessseeseeesaeenseesseesnsennne 1-95
Spouses, Dependents & OThErS ..........coocveiieriiiiiiie ettt ettt sb e b esaesraesseesseessessees 1-96
Reimbursement Of EXPENSES .......ccuieriiiiiiieriieiieieeeeit ettt ere et sieebeeseseeessaesessaesneesaeensenns 1-96
Long-Term Care PrOVISIONS ..........c.eeveriieriieiesiiesiieiteetesteeteetesseesseesessessaesseesesssesssessessesseessenses 1-96
Long-Term Care Payments - §7702B(A)(4)....eeveerveeeeriieieeieeieesieeie ettt ae e 1-96
Long-Term Care Premiums = §213(d)(10)..ccvverveeieeeieeiieieeieceeieee e 1-97
IRA Withdrawals for Certain Medical EXPENSES .........ceceeerieiiiiieieiiienieieneneneneseese e 1-97
ABLE AcCcounts - §529A ... ..o et e e et a e et eeennnaeeennneas 1-97
L0703 11310015 o) 1SR PRUSRSRRTROt 1-98
Charitable Contributions - § 170 [Schedule A] ......ccooviiiiiiiiiiieeie e 1-98
Requirements for DeductiDility .......cccuooieriiiiiiieiieee e e 1-98
Qualified OTZaNIZAtIONS........c.eeovieiieieetieteeteete et eteeteereste e beebeesesreesasesseessesssesaeesseessesseessessnesses 1-98
Limitations on CONtrIDULIONS .......c.uertiriiriertirtirieste ettt ettt st sbe s st est e aeneensenaens 1-99
FIVE-Y AT CAITYOVET ... .ccuieiieeiieeieetieteeteettesteeseesaesetesteessessseseeesseessesssesseesseessesssesseessenssenssensenss 1-99
Contributions 0F Cash........cueiiiiriiiiii ettt s 1-100
Benefits RECEIVE ....c..oviiiiiiiiiiiiiiiieeeee ettt sttt 1-100
Benefit Performances...........cocueiiiiriiiiniiniieice et 1-100
Athletic Event Seating Rights Repealed...........ccoociiieiieiiiieieeeee et 1-100
Raffle Tickets, BINZ0, ELC.....cciiiiiieiiiie ettt 1-100
Dues, Fees, O ASSESSIMEILS ........ciiiiieeiiiiiieeeeeeeiiieee e e e eeetee e e e e e eeettreeeeeeeeeatareeeeeeeesreeeeaeeeennnnes 1-101
Contribution Of PrOPETLY......cc.eeiiiiiiiieitieeee ettt sae e 1-101
Clothing & Household GOOdS........oouiiiiiieieit ettt 1-101
Ordinary Income or Short-Term Capital Gain Type Property ........cccceeevvenieiencenenienieenns 1-101
5 (TS] 0510 s BSOS STUPSRRPRRNt 1-102




Capital Gain TYPE PrOPerty .......cooiiiiiiiiieie ettt 1-102

EXCOPLIONS 1.ttt ettt ettt ettt et et e et e sateeesbeessbeesabaesseensseensaeesaeenseesnsaeesseenns 1-102
ConServation BaSCIMENTS. .........ccuieiiiiiiieiiieieiieseeste et e e ste s et e eeeeseesseessessaesseesseessesnnas 1-102

0SS TYPE PrOPETLY ..eeiutieeiiieeiiieeie ettt sttt ettt ettt st e s b e e tae e taeebeesabaessseesnseennnaenes 1-103
VEhicle DONALIONS ......eevvieiieiiiiiieii et sieete et e eee e et e eaestaesteebessaesseesseessesssesseesseessesssesseensenns 1-103
Fractional INtEIESTS. ... .ccvieriieieeiietieteeieste et eteeteste et e etestaesseesessaesseesseesseessesseenseensenssensaensenns 1-104

Other Types Of CONIIDULIONS ........eevvieiieiieiieeiieieeie et eeteeteeaeseeesteeaeesaeseaesseeseensessaesseenseensennns 1-104
Charitable Distributions from IRAS - §408.........ccceiiiiiieiieiiieie et 1-104
SUDSTANTIALION .....evieiieeiieeteeciee et ettt e et e et e e beesibeesebeesteeesaeesseessseessseessseensseessaesseessseeseeas 1-105
CaSh CONIIIDULIONS .....eeiuvieieiieiiieieeiteeiee et e ete e e bt estteestaeestbeeseeesbaeasseessbesssseessseessseesseassensses 1-105
Contributions Less Than $250........ccccciiiiiirieiiiieieieiee ettt saeee et sessessesesnas 1-105
Contributions 0f $250 OF MOTE........c.eveuirieeiiieieiiieeirteeeteeete ettt et saeseeseseesesaesesseneas 1-105

Payroll Deduction RECOTS..........coiuiiiiiiiiiieiiiieee et 1-106

NONCASH CONITDULIONS ....vvieiiieiieeiieeiieeieeeiee ettt et erireestee e beeebeesebaessaeessseessseesaeessesnseens 1-106
Deductions 0f Less Than $250 .......c..ccioiiiiiiiiiiieieieieeeeet ettt ettt ean e s eenns 1-107
Additional RECOTAS.......cceeruieiiiiiciieiieit ettt saaesaaeneesneees 1-107

Deductions of At Least $250 But Not More Than $500.............ccccoevveieieieierieiereieiennns 1-107
Deductions Over $500 But Not Over $5,000 .........cooooieerieiiieiiieeeeeeeereeeve et 1-108
Deductions 0Ver $5,000........c..cciiiiiiiiirieeieeee ettt ettt ettt ettt ere e eraeeren 1-109
Contributions over $75 Made Partly for Goods Or SErviCes........ocevverierierererierienierierieereeeene 1-109
Deduction for Taxes - §164 [SChedule A .......oooieiiiiieee e 1-109
TNCOME TAXES ...vvieeeiiiieeiiiee ettt ettt e ettt e e ettt e e sabe e e e ste e e e stbeesassaeeesnsseesansseeeanssaaeanssaeannsseeennses 1-110
L 1 2 007513 4 I - TSP SRT 1-110
Accrual Method TaXPayerS........coeieuieiiiieieeieeie sttt sttt ettt e e e e eneeeneeneeens I-111

State & Local Sales Tax Deduction - §164 ........cccuveeiiiiiieiieeiieeiee et eiee e sve s 1-111
Personal PrOPErty TaX ......ceieieieieieieestee ettt ettt s ae e sb e st eebe bt ebeeneeneennens 1-111
Other DeductibBle TaXES ... ...coiiviieiieieetieieeieet ettt ettt et ebesaesteebeesaesaeesreebeessessaesaeesseensennns 1-112
Examples of Non-DeductiDle TaXeS......c.cccverueeriirieriieiiieieiieieeieseesieereseesseesesseesseesseessesaeesseens 1-112
Casualty & Theft Losses Suspended - §165 [Schedule A].....ccooovieiiiiiiieriieieeeeee e 1-115
LD 3 1118 0] 1 TSRS 1-115

LS (01O o) il 510 ]SRRI 1-116
AMOUNTE OF LUOSS 1.ttt ettt ettt et e e aae s s et e esbeentesseesseenseennesneenseensennns 1-116
Insurance & Other ReIMDUISEMENTS. .......cccuiiiiiiiiiieiie ettt ettt e esreesereesereereeereeearee e 1-116
LAIMTEALIONS. 1...vietieeiit et et ettt et e ettt e st e e eteeesteeeteeeabeeeabeeseseessseassseessseenseeensaaasseessseessseessseensseenes 1-116
Allocation for Mixed USe PIOPEITY ......c.eeiiiiieiieiieiiet ettt s 1-117

2% Itemized Deductions Suspended - §67 [Schedule A ......ccooieiiiieiiiiiiieeeeee e 1-118
Deductions - Subject to 2% LImit ........cccoovieiiiiiiiiieieieiiiecee et 1-118
Deductions Not Subject To 2% LAMIt .....cceeirieiiiiiiiiiiiiienieene et 1-118
NONAeAUCHIDIE EXPEIISES ....viiviiivieniieiiietieetieieeieettesteeteeete st e e esseeaesraesseessessaesssesseessesssesseasseessenns 1-119
Moving Expenses Suspended = §217 .....oouiiiieiiiieriieiieieeieete ettt et ev et ebe b saaesreeae e saaesaenneas 1-119
DISTANCE TSt ...vveuvieiieiiieiiieteete sttt ettt et et e et e te e b e e st e esaesteesseessesseessaesseessessaessesssesseesseesseessenses 1-120
THINE TEST. e eutieniieiiieiieettet ettt ettt ettt e e e te et e e st e et e e st e esbeesbeaseessaesseessesseenseensesssesseenseessennes 1-120
Time Test fOr EMPLOYEES........cccieriieiieieiieie ettt ettt te e s ae st e saeensessressaenseennens 1-121

Time Test for Self-emPlOYMENL..........cciviiiiiriieieciereee e es 1-121
DeductiDIe EXPEISES ....ecuveiieieiieiiieite ettt ettt ettt et eatesseesseesseensesseesseensesnaesneenseensennes 1-121
TrAVE] EXPEIISES...c.ueeeieiieiieiieeiiete ettt ettt st et et e se e s st e seeneesaeesseeseeneesneesseenseensenneeseans 1-122

B AT I ) SRS 1-122
LOCAtION OF MOVE ...tiiiiiiiiieiieette ettt eite et e et e et e e b e e st eessbe e sbeessbeesseeensaaessaesssaessseessseenssennes 1-122
REPOTEIIIE ...ttt h ettt e e bt et e e s e e b e bt et e eseesseesaeenaeeneeens 1-122
REIMDUISEIMENLS ......vieiiieiieeiieeiieeiee ettt e ste et e esaeeeteeebeesebeessseessseessseenseesnsseessessssaessseessseensseenes 1-123
CIEAILS 1.ttt ettt ettt ettt et et e et este et e esaeeteeete e beesaeeseeeseesseesseessasseesseesseessesseenbeesseess e teesbeenseeeseereenreenteenes 1-125

Vi




Dependent Care Tax Credit - §21 [FOrm 24417 ..c.ooiiiiiiiiiiee e 1-125

EILGIDILIEY ettt ettt ettt e st e e e b et e b sa ek e e bt bt e bt eneene e st et enbenen 1-126
Employment Related EXPENSES ......ccouviiieiiiiiiiciieiesieeteeteetete ettt 1-126
Qualifying Out-of-the-home EXPEensSes........c.cccveviiriiiiiiieiieie ettt seeens 1-126
Payments t0 REIAtIVES ......ccveviiiieiieiieieeieeie ettt ettt te e sae e e ssesnaesanesseensessseens 1-126
ATIOWADIE AIMOUNL ..ottt ettt ettt e st s bt bt et ebe bt eee et ensenaens 1-126
Dependent Care ASSIStance = §129 .....oociiiiiiiiiieeieie ettt es 1-126
LS 0T 513U 1-126
Earned Income Tax Credit - §32 [FOrm 10407 .....ccuveiiiierieieeieeeee et 1-126
Persons with Qualifying Children ...........cccooiiiiiiiiiiieeeee e e 1-127
Persons without a Qualifying Child...........ccocooiiiiiiiii e e 1-128

L0103 1410] 117218 (o) o WSSO 1-128
PRASCOUL ...ttt b et et ee e e b e b e et et sate st e bt e saeenae e eee 1-129
Disqualified INCOME = §32(1) c.veivviirieriieiieiecie ettt ettt ettt e esbe s e sreebeesaeeneesaeesaeees 1-129
Means-Tested PrOZIramS ...........ccuiiiiriieiieiicieieet ettt ee e s ae et e aesaeesseesseensesaeesseenes 1-129
Adoption Credit = §23 & G137 ettt ettt ettt ettt tb e ta e taenbeesbeesaenaes 1-130
Qualificd AdOPLiON EXPENSES.....icvirieriieiieiieierieeie e eteie et et estee e esseesaesse e seessessaesseessesssesenesnns 1-130
Exclusion from Income for Employer Reimbursements - §137 ......c.ccocevirininininininieiiieiene 1-130
Child Tax Credit - §24....oi ittt ettt et e e e s b e e te e e teeebeesabeeeaseetaeeseesasessanseenreeenseesares 1-132
Credit ATNOUNL ...c..eititiiterieeteeieete ettt sttt ettt et et ettt et b s bt eb e ebeebeebt et e e esse e enae e 1-132
QUAlITYING Child c..oeiiiiiiiiiiiiiic ettt 1-132

$500 Credit for Certain Dependents - §24(h)(4)(A) ..eovevieieieieieieieieieieieeee e 1-132

PRASE-OUL ...ttt ettt s e et e et e e te e e bee e beeeabeesebeeasbeesbeessaeenseeensaeenbeesaseennreenes 1-132
Refundable Child Care Credit AMOUNE .........coouieiiiriiiieiieeeie ettt s 1-132
AMT & Child TaX CIdIt.....eoviiueieieeieiieiieieiee ettt ettt et seestesbe st ese et eneesensenseanens 1-133
Hope & Lifetime Learning Credits - §25A ..ottt 1-133
Lifetime Learning Credit = §25A(a)(1) ..cciirriaiiiieeiieiieieeieeie ettt ettt eb et ste b sesseesveessessneseeas 1-133
Phase Out = §25A(A)(2) c-veueemverieienieeieeteete sttt sttt b et eb ettt ettt et et et et nen 1-133
Hope (with American Opportunity modifications) Credit...........ccoevveruieviirieniieriieieneesieeeeeeeseevenenens 1-133
Phase Out = §25A(A)(2) c-veueemreieieienenere ettt ettt st b bbbttt ettt 1-134
REFUNAADIE. ...ttt sttt ettt nae 1-134
Ministers & MIlIAry = §107 ...ccueiiiiiieieeiee ettt ettt ae e e s seeseensessaesseenseenseensesnsenseenseans 1-134
CLETZY ettt ettt ettt et e b et h e bt bbbt bt et ettt et b e sh e bbbt et et et eten 1-134
Rental Value of @ HOME .....cocviiiiiiiiiiciii ettt ettt e e be e sveeeabeeseveenaneenes 1-134
Members 0f REliZIOUS OIAEIS. .. ..cuiiuiiiiieiieie ettt ettt sttt e e nee e 1-135
IMILIEATY & VETETANS ... eecuietieiieiieeie ettt ettt ettt ettt e st e e bt et e et e et e et e embeeseeesee bt e beeneeebeenseenseeneennean 1-135
WWAEES = §O1 .ttt ettt h e b ettt e b e bttt et e be e b nae et ene 1-135
Nontaxable INCOME = §134....c.uiiiiiiiiieiece ettt ee et beesae e saees 1-136
Veterans’ Benefits - §134 ...ttt re et et e et e e s beeebe e sbeenare e 1-137

CHAPTER 2 - Expenses, Deductions & Accounting .......cccceeeeeeccccnnercccsccss2-1

Landlord's RENtal EXPEINSE .......ccviiiiiieiiiieiiesiteie ettt ete ettt te e bt esbessaestsebeesseessesssesseessesssesseesseansensns 2-1
Reporting Rental Property Expenses (Repealed) - §6041 .......coovieiieiiriieciieieeieeeeeeeeseeie e 2-2
REPAIrs & IMPIOVEIMENTS.......ccuviiiiiieiieiieiieie ettt te ettt esaesaeebeessessaesseesseesseeseeessenssensnas 2-2

REPAITS ...ttt ettt ettt et e st e bt et e e st e st es s e ess e et s e seen s e esseesseseenseensessaeeneeneennennns 2-2
TIMPTOVEIMENLS ...ttt ettt ettt e st e st e sa e e sabeesabeesabeesbtesaneesaseenen 2-2
Repair Regulations - Reg. §1.263(8)-3 ....cc.oooiirieieieeieeieeee ettt 2-3
BN 7o) o714 o) o RSOSSN 2-3
De Minimis Safe Harbor EISCtION. ..........cociiiciiiiiieiieccie ettt e 2-3
Making the Safe Harbor EISCHON .......cccuveiiiiiieiieeiee e 2-4

vil




Analytical Framework for Repairs vs. Improvement...........cccoocevieiiieniieninienieneeieeceens
Alternatives To The Facts & Circumstances ANalysiS ........ccoceeeveieerieereeieerieeieseesneenennens

Safe Harbor Election For Small TaXpayers.........coccveeierreecienierieeiesienieeseseeesreesesenesnens

Safe Harbor For Routine Maintenance.............coceoeverenereninenceieceiieeeee e

Election To Capitalize Repair & Maintenance COStS..........cevvereerreriereenieeniesrereeenenens

Change in Accounting Method & FOrm 3115 ....ccoviiiiiiiiiieiecieee e

SAIATIES & WAEES. .. .eeuiieiieiiieitieie ettt ettt st et e ettt e e st e s e esseesee s eenseesseeseenseensenssesssesseenseensennns
Rental Payments for Property & EQUIPIENL .....c..cceviriiririniniiieieietcienecese sttt
INSUIANCE PIEMIUITIS ...ccuviiiiiiiiiiiieeeie ettt e et e et e e tb e e s tbeeteeetaeeaseeesbeeeaseessbaessseesaseassseenes
Local Benefit Taxes & Service CRarges.......cceeveeoiirierieiieieeieie ettt ettt eeeeseeas
Travel & Local Transportation EXPENSES ........cccueiiiiieriieiiieieriieie ettt
Tax Return Preparation..........oouiiiiiioiiieieeieeie ettt ettt ettt ettt et enteeeeeeaeas
OthET EXPEIISES . ..euteeieiieieett ettt ettt st b et e et s h e s bt e bt e et sateebeenbeemteeaeebeeneeeneenbcenteens
Tenant's ReNtal EXPEINSE........ccviiuiiriiiiiiiieiiete ettt ettt ettt et teesbeessesteebeesbeessessseseesseessessnesesessesnsennns
RNt Paid N AQVANCE ......eouieiieiiiie ettt sttt b et ettt ettt e e et en et e e e tennen
LaSE OF PUICRASE .....cuiiieiieiieieee ettt ettt b e st b et eb et e e te e
Determining the INEENL..........cciieiiiieriieie ettt st e e esaesteesseessessaesaeesseensennns

Taxes 0N Leased PrOPEILY.......ccceviiiiieieiieriieie ettt ettt ettt et e b e e te e teenseesseesaeseenseensesssennnas
CaSh MELROM. ...ttt ettt sttt ettt
ACCTUAL METNOM.....c..eoiiiiiiiiiiiiies ettt ettt nae

Cost Of ACQUITING @ LBASE ..ottt ettt bbbttt ettt ebe e
Option to ReNeW - 75% RULC......cc.coiiiiriiiiiiiieeeeteete ettt e

Cost of a Modification AIEEMENT .........cceeiieiiiieiieieeee ettt st see e e e seeeeee
Commissions, BONUSES, & FEES ....oooiuuiiiiiiiiieeeeee ettt seeaae e e e e e ens

Loss on MerchandiSe & FIXTUIES........coouieiiiiiriieiieieitieieee ettt
IMProved Leased PIOPEITY ......ccovevviiiiiiiiieie ettt ettt ettt eab e s ste b e naeeneesaeeaeens
Construction Allowances Provided To Lessees = §110 ......ccooieriiiiiiiiriieiieieeeecieeee e
ASSIZNMENE OF @ LLEASC....cuviivviiieiiciieieceete ettt ettt ettt e sbe b e e b e eteebeesbeessesseesseesseessesseensens
Capitalizing Rent EXPENSES ......ccviriieriieiietieriieieeeesitesteeteste st esaeesaesseesteessesssesseesseessesssesseessesssesseessenns
Health Insurance Costs of Self-Employed Persons - §162(1) [Schedule C]]....cooveevieieriieciinieiieieeieiene
Requirements fOr ELIGIDIIIEY ......ccveriieiiieiieieeeee ettt et e se e sesessaenneas
AMOUNE DEAUCTIDIC. ...c..ctiiiiiiiiiiiiee ettt ettt ettt
POICENTAZE. ...ttt sttt et sttt ettt ettt e
Hobby Loss Rules - §183 [Schedule CJ ......c.ooiiiiiee et
AlIOWADIE DEAUCTIONS .....ievivieiiiiiieeiie sttt ettt e et e et eeteestbeestbeestbeeteeessaeesseessseassseessseensseesssannseennse
Limited DEAUCTIONS ....c.ueeuiieiiitieitiete ettt ettt ettt et et e e emt e e st e bt e b e eneesseenteeneesseeneeas
Profit MOtive PreSUMPLIONS .......oc.iiitiiiiiieitieieee ettt ettt ettt et e et sbe e beeneesbeeneas
Special Rule for HOrse Breeding .........cooeiiiiieieieieeee ettt

OhEr FACLOTS ...ttt ettt s b ettt st sae e et it e saeenteeneeeae
Self-Employment Taxes - §3111 & §3 121 . cuiiiiiiiiiiiicieceee ettt et eaesaees
Home Office Deduction - §280A [SChedule CJ ......ooviiiiiiieiieiecieie ettt ettt b e ees
REQUITEIMENLS ... .vevvetieieeiieeiie et ettt e et et et e ebestaesteesbeesbesseesseesseesseassessaesseesseassesssenseessesssansaensenssenseensens
DedUCHDIE EXPEISES.....c.ueeiieeiieiieiieiieieetieteetestesteesseetestesseeaessaesseesseessesssesseessesssesseensessseensesssenseensens
Employee's Home Leased TO EMPIOYET.......cccveviieiiiiieniieiieieeieie ettt nneas
Residential PRONE SEIVICE .......oeviiuieriieiieieeiesitere ettt ettt sttt et e et et e st enteesaesseesesnsenseensens
ATTOCALIONS. ....euvvieiieetieetee et eet e e etteeeteeetee e vt e stbeeesseetbeeseeesseeassaessseessseessseassseansessnsaaassaessseessseessseanseeanes
RoOM V. SQUATE FOOTAZE ....eoneiiiiiiiiiieiee ettt et
R.P.2013-13 Safe Harbor .......coouieieiieie ettt st
LIIMIEALIONS .-ttt ettt ettt b ettt et s bt et e e et e et e eh e e bt ea b e eh e e e bt e bt en bt eneeeb e e bt enbeentenbeentean
Expanded Principal Place of Business Definition ..........cccceecuirierienieiinienienieeieceesicee e
Business & INVEStMENt CTEAILS ........eiuiruiririetieieiieie ettt sttt ettt ese et e et e e e et e e eneeneeneas

viii




Business Credit Carryback & Carryforward Rules - §39(a) ...cccueoieiiiiiiniiiiienieeeeeeeeeee 2-24

NOL COmPATiSON = §172 ..ccuviiiieiiiiieiieieeiesie ettt ettt et te s ae e e saeesaesreesbeeseesseesaesseesseessesssesenns 2-25
Travel & ENtertaiNmEnt. .. .....ocoueiiiiieiieiiteee ettt ettt ea et e et et e sbe st e e bt s be et e eseeseeneeneenean 2-27
TLAVE] EXPEISES. .. uviviiiieiiieiieetieieeteette st este et e ste st esteesteeseesaeesseesseessessaesseesseessenssenseessaessasanssesssanseensens 2-27
Determining a Tax HOme - Travel EXPENSESs........ccuvevirieriieiiieieniieiieieetieieeie v sreebeesessee e esessnesnnes 2-28
TAX HOIMC ...ttt ettt st sae et st e 2-28
Regular Place of Abode in a Real & Substantial Sense...........ccoevevvieierieriiecienieeeieeeee e 2-28
TWO WOTK LOCAIIONS ...c.eveiiiieiieitetetetesteeteste sttt ettt sttt et et ebe st aens 2-28
Temporary ASSIZNIMENE .....c..cc.ceeeeriiieietetetente ettt ettt ettt et eate s et e besae st sbesbeebeeaeeseennensensensens 2-29
Rigid One-Year RUIC .......ccuioiiiieieeeeeee ettt ettt et e neens 2-29

Away From Home - Travel EXPeNSES......cccueiiiiieiiiieiie ettt ettt 2-30
Sleep & RSt RUIE ..ottt ettt ettt et ae s 2-30
Substantial Period .........cooiiiiiiiiiiit e bt 2-30
Business Purpose - Travel EXPENSE ......ccouiiiiiiiiiiiiiciicieeie ettt ettt es e steesbe b e reesveessessnessnesneas 2-33
Cate@OTIES OF EXPEISE ..uviiuiiiiiiiiieitieit ettt ettt ettt ettt e e b e esaeetaesbe e beesaessnessaesseesseeneenes 2-33
TTAVEL COSES ..ttt ettt et s sttt et e et e st e bt s bt st e e bt ebeebt et en s et et eneenee 2-33

COStS At DESHINALION ...ttt b et s et et et et e e b e b naeneen 2-33

AL OT NOHING.....viieiieiieiieit ettt et et e st este e bessaesseeseessesssesseenseessesseenseensenns 2-34

THIMIE ettt s h e bt e h e et ettt et e b bbbt bt et ebe bt bttt ennens 2-34
ST/A9 RULL.....oniiitie ettt ettt ettt s b e bt be s bbbt e e eneen 2-34
Foreign Business TTaVel.........cooiiiiiiiiieiiee ettt 2-34
Personal PIEASUIE ........cccuieiiiiiiiieii ettt sttt et ettt et et ene e ene 2-34
Primarily BUSINESS ...c.eeuieiiieieitieit ettt ettt ettt sttt e e ee st e sae et et eeaeesneeneens 2-34

Full Deduction EXCEPTION ......coouiiiiiiiiieie ettt sttt sttt eaee e ens 2-34
Limitations - Travel EXPENSES .......coeeiuiiiiiiiitieie ettt ettt ettt ettt st ettt e bt et e e eeeesbeeaeas 2-35
MEALS E LOAGING. ...ttt ettt a sttt e et e e sbesteebesaeebeeneeneeseeneeneennans 2-35
Domestic Conventions & MECHINES.........ceevuieiieeeiierrietieteereesreesessesteeseeseseesseesseessesseesseessesses 2-35
Foreign Conventions & MEETINES........ccueeieriieriieeieiestietieereeteesteeseessesssesseessesesesseesseessesssesseessenses 2-35
CruiSE SHiP CONVENTION. ......cueeiiertieieeieeiestteteeteeetesteeteesseesseeseesseesesssesssesssesseessesssesseesseessesssesses 2-36
Entertainment Expenses Repealed.........coiiiiiiiiiiiiiieiicc ettt 2-38
Former Test #1 - "Directly Related"..........cooieiiiieiieiececeee et 2-39
Former Test #2 - "Associated With" ..........cocoiiiiiiiiiiiiicee et 2-39
Statutory Exceptions Still GOOd = §274(€)....eecveeeeerieiieiieieriieieete ettt sttt ae e nneas 2-40
Expense for Spouses Of Out Of Town Business GUESLS ........c.ccoceverererenenenereneneeeeeeeeeenens 2-41
Entertainment FACIIItICS .......ccueiiiiiiiieiiee ettt 2-41
Home Entertainment EXPENSES .......cc.eeuiriiiiriieiieiiieieeie sttt ettt e e eee 2-41
BUSINESS IMEALS ...ttt et ettt et st be et naes 2-41
Percentage Reduction for Meals - §274(N)(1)..cveiueruereriiieieieieieeeeee e 2-42

Eating FaCIItICS .. .cviiiieiiiciieiecie ettt ettt ettt ve e e esbeessestaesbeesseessesaeas 2-42
EXCOPUIONS ..ttt ettt ettt ettt et e et e et st e steesbeesteeseesseesseesbeesaessaesseessesssessaesseesseseas 2-42

Ticket Purchases - Former Face Value Limit & Repeal.........cccccoevviveiiiieniiecieiieece e 2-42
Former Exception for Charitable Sports EVENts .........cccccevieiiieiiiieiieieeieecieeeeseeie e 2-42
SKYDOXES = REPEALEM ..ottt ettt ettt et esbeesaessaeseenseeseenseas 2-43
ONE EVENt RUIE......c.ooiiiiiiiiiiiccc ettt 2-43

OS] oeTa B o T PSR PRPSSRT 2-43

FOO & BEVETAZES ..ottt sttt ettt sttt st ne 2-43
SubStantiation = §274(d) c...ieoieeeie et e et e e be e et e e sbeeeabe e raeeraeeraeearaens 2-45
Travel EXpense SubStAntiation ............cceeruieierieriieieesiiee et ettt sttt ee s e sae e eeee 2-46
Meal & Pre-2018 Entertainment Expense Substantiation ............ccccceceriereeieneenenienieneeeeneene 2-46
Business Gifts Expense Substantiation .............ccoccerieiiiiiniiiinieneee ettt 2-46
Substantiation MEthOAS .........coiiieiiieeieee ettt sttt aan 2-47

1X




Adequate RECOTAS ....cueiiiiiieiieiet ettt ettt ettt sbe et et eaee e eae 2-47

Sufficiently Corroborated StatemMENTS...........ccvevvievieierieriiereeeeseeteeere e sie e ere e sreeaeesee e 2-47
EXCeptional CIrCUMSTANCES ........cccvierieeiieiieieereeetesteesteesesttesseesseessesseesseesseessesseesseessesssesssessenns 2-48
Retention 0f RECOTAS .....c..oouiriiiiiiiiieieeeee ettt e 2-48
Exceptions to Substantiation ReqUIrEMENtS...........ccevvverreeriiiienieieeiesiesie e eee e eeesneeseees 2-48
Employee Expense Reimbursement & REPOTtINgG ........cccveviieiiiierieniiiierienie ettt see e 2-49
Family Support ACt 0F 1988 ......oveeiieieeieceee ettt ettt et ettt et ea e seenseensesesessaenseas 2-50
Remaining Above-The-Line DedUCHION ........c.eevuieiiiiiriieie et 2-50
ACCOUNTADIE PIANS ....ooiiiiiiiciiice ettt e et e et e b e b e e e abe e stbeeeaaeeabeenaeeenne 2-53
Reasonable Period of TIME........cecciiiiiiiiieiiecciee ettt ve et e seae e e ereeeanee e 2-54
Adequate ACCOUNTINE .......oiiiieieieiie ettt ettt et ettt et ettt e te e st e eneesbeeneeeneeeneennean 2-54

Per Diem Allowance AITaNZEMENES .........cevuieruieiiriieniieieeiienieeteenteeteen et eneeeseesbeeeeeneeseeenneas 2-55

Federal Per Diem Rate .........cocooiiiiiiiiiieieeeee e e e 2-55

Related EMPIOYET......cciiiieiiieiieieeieeieete ettt ettt teesaeeaeenaesanesneenseenns 2-59

Meal BIeak OUL.....c..oouiiiiiiieiieiieiee ettt sttt sttt nee 2-59

Partial Days 0f TTAVEL ......cc.coviiiiiiiiieieeie ettt st reesae e 2-59

USAZE & CONSISTEIICY ...uvvevrenrieeieieierieesieeteseesteesseestessaesseessesssesseesseessesssesseessesssesssessesssens 2-60

Unproven or Unspent Per Diem ATOWANCES .......c.cccvevvierieeieiieniieieniereeie e seesee e 2-60

TTAVEL AQVANCE ..ottt sttt ettt 2-60

Reporting Per Diem AIIOWANCES ........cccuevvierieiieriienieeieeeesiteteetesieeeeeeeseteseenseseeesseenseennesseens 2-60
Reimbursement Not More Than Federal Rate............ccveevvieiiiiiiiiiiiceeciceceeee e 2-60
Reimbursement More Than Federal Rate...........ccooocviiiiieiiiiiicciicceeee e 2-61
Nonaccountable PLANS ..........cooiiiiiiiiee ettt ettt ee e 2-61
Unreimbursed EMPloyee EXPENSES ......cc.eeiiiiiiiiiiiiieiiee ettt 2-62
L0Cal TTanSPOTLALION ......eeuieiiieiiiitiete ettt ettt ettt et st e s et ettt s aee st e et eseeeb e e bt enteebeentesneeeneenaeeneeane 2-64
Assignments Within WOTK ATEa..........ooiiiiiiiiiic ettt 2-65
Old Revenue Ruling 90-23 (SUperseded) ........c.ooievviiiiiieriiiiieeesieereeeeete e eeae e 2-65
Temporary Work Site Definition . .........cccoveeeviiiiiiiiiiiieciecee et be e eaeens 2-65
RESEIVE UTIES ...ttt ettt b et b et b et es e st et e et et enaenee 2-66
RevVENUE RUING 99-7 ..ottt ettt ettt e st sse e s e ssaesneeseenneses 2-66
AUtOMODIIE DEAUCTIONS. ...c..eveiieiieiieitetetee sttt ettt b et b et eb et et eb e bt et eaneneeneen 2-66
ElIGIDIE EXPEISES ...ovveiieniieiiieiieeiieit et stestteteete s te st e et eee et e s st esseenseesaesseenseenseessenseenseensaseensenssenseensens 2-67
Apportionment of Personal & BuSiness USE .........cocoererininininieninincneeiceieeieeiteceteseseesesseneenreneens 2-67
ACtUal COSt METNOM. .....c.iiiciiiciiece et ettt e b e e e b e e tb e e taeebeeebaeeaseessbaessseessseanseeanns 2-67
Depreciation & EXPENSING ......cceiiieiiiiieiiieie ettt ettt teeeee st e saeeeesneesneenaeeeeeee 2-67
PIAaCEA 1N SEIVICE. ... eetietieie ettt ettt bttt et et be e bt e e s et e saeeeeeneeseeenneeeeens 2-68
Half-year CONVENTION ...c...oiuiiitieiieieeiiee ettt ettt b et be e eneeeaeas 2-68

Quarterly Convention EXCEPtion........ccciiiirieriiiiiniiiieieeesieeee e 2-68

IMACRS ettt b ettt h e h et et et et et e be bttt e bbbt e ne st ent et eneenee 2-68

Double Declining Balance Method ............cccoovveviiiiiiiiiieiieeeceecceeeesre e 2-68
DePreciation "Caps" ......c.ccverieieeieeiesieeteeeesee e eaeeteste st eseesbeetteereesseenbeesaeetaebeenseesaenneas 2-68

Bonus (or Additional First-year) Depreciation - §168 .........cccoeevevveviiecienieneeie e, 2-69

825,000 SUV LIMIL ..vcuietiieiieiiietesietetesiett ettt sttt sttt et ese sttt saesesteneesesaeneesens 2-69
EXPENSING LAMIL ....c.eocuieiieieiieciesiieie ettt ettt ettt et e enteeeaesseenseensessaessaeseensesneen 2-70
Predominate Business Use RUIC ..........ccoociiiiiriiiiiieiicieeeee e 2-72
Qualified BUSINESS USE......ceouieriieiieieeiieniieie et eiee st e it ee et e et etesaeseeesseeaeeneesneenseenseeneenseenseens 2-72

MOTE Than 50% USE TSt ...ccuuieiiieiriieiieeiiecieeete ettt et eete e v e e s aeestae e saeebeesbeassseessseensnaanns 2-72
5330V 110 4 LR PRRSRSRTE 2-72
RECAPIULE ...t ettt b ettt st bt et e et e e atesaeenaeeneeeseenneeneeens 2-72

ITC RECAPIULE ..ottt sttt ettt sttt et et e et e e b e bt et e entesmeennean 2-73

Excess Depreciation RECAPLUIE .........cccviiiiieriiiiiiciee ettt 2-73




Leasing RESIIICHIONS ....cc..eeuiiiiieiiiiiiie ittt ettt ettt b ettt sbe e bt emae st enaeeaeeneee 2-73

Standard Mileage MEthOd...........ccviivieiiiiiiieicccee ettt e et sbe e saeesseesneeeis 2-73
LAMIEATIONS. ..ottt ettt sttt b e eb e b e st e st e st et e e sa e st e be s bt et e ebeeneen e et ennentens 2-74
ARCINALING USC....eeviiiieiiieiieitieie et e etesteeteete st esteeseestesteesseesseesseessesseessaessasssesseesseessessaesseessesssesses 2-74
SWILCRING MENOAS ... .euveiieiieie ettt ettt sttt e eteesteesbeesseesa e seenseessessnensens 2-74
Charitable TranSPOItation ..........c.cciecveeierierieeieeteseesieetesteseessesaeseesseesseessesseesseenseessesssesseessenses 2-75
Medical TranSPOTLALION ........ccvervierieerieriieteetestesteeteettesteeteesaesseesesssessseseensesssesseessesssesseessesnsesses 2-75

GaS GUZZIET TAX = §A004.......c. ettt ettt et e et e e et e e e ta e e s tbe e taeebeeeabeesabeesaseesaseeseesaseesnseeenas 2-75

AULOMODILES ....oeiviiiiiiieiie ettt ettt et e et e et e e ebeestbeestbeesbe e sseenseeessaeasseesssaessseesssaensseessseanseeanss 2-76
LAIMOUSINES ....viiuvvieiieeiteeiee et e et e st e e e tte e st e esteeetteebeeesteeeaseessseessseassseessseensseesseensesenssessseessseenseennns 2-76
Vehicles NOt SUDJECT T TaX...ccueiiuieiiiiieriieie ettt ettt et et et eenee st eneeeenee 2-76

FrINge BeNETIES ....ceeiiiiiiee ettt ettt ettt ettt e s a ettt e s e bt et et e saeeae et ne 2-78

Excluded Fringe BeneTits ........ooiiiiiiiiiieiieieee ettt et 2-78
PriZes & AWAIAS = §74 ..ottt ettt et e et e et e e sttt e s abeesteeeabaeenseesnbeessseensaeenseennes 2-78
Group Life Insurance Premiums = §79 ....c.oooveeiiiiiiiiiieiiciectee ettt 2-79
Personal Injury Payments = §104 .........coooiiiiieiiiiiiieie ettt s s sae e e 2-79
Employer Contributions to Accident and Health Plans - §106 & §105........ccccoevieviecievieieenne, 2-79

Partnerships & S Corporations - R.R. 91-26.......ccooieiiiiiiiiiiieiieieeeeeeeee e 2-79

Health Insurance & FICA - Announcement 92-16 .........cccoceveririenieienienienenienenenceene e 2-80
Meals & LodgIng = §119 ....ooiiiiieieeieeee ettt sttt s sneenne e ens 2-81
Cafeteria P1ans - §125 ...ttt ns 2-81
Educational Assistance Programs = §127 ......cooiiiiiiiiiiieeieiee et 2-82
Dependent Care ASSIStance = §129 ......oouiiiiiiieieiee e 2-82
No-Additional-Cost SErvices = §132(D)....cecriiiiieiiieiiieiieeiieete et eree et e sreesaeeseeesreesbeessreessses 2-83
Qualified Employee Discounts = §132(C) ..uevuueruiiiiiiiiieiiee ettt 2-83
Working Condition Fringe Benefits - §132(d) .....ooverueriereriie e 2-83

Transportation in Unsafe Areas - Reg@.§1.132-5(1M)...cc.cccviiiiiieriiiiiiienieeieciesie e 2-84
De Minimis Fringe Benefits - §132(€).....cciiriircieiiiiiieiieieieeie ettt see e ene 2-84

Employer-Provided AUtOmMODILE. ........c.coviiiiiriiiieiieiieie ettt ettt ve s beeseeseeseas 2-85
Cents Per Mile MEthod........coueiuiiiiieiiiieieieree ettt e 2-85
Commuting Value MethOd .........coveiiiiiiieiieiieeeee ettt s ne e e 2-85
Annual Lease Value Method ..........cocoeiiiiiiiiiiiiiiieecce ettt 2-86

Methods 0f ACCOUNTING = G446 ......ccuiiiiriiiiiiriieeecet ettt ettt eeneen 2-89

CaSH IMELNOM. ....eeiiiiieciecce et ettt e e bt e e bt eebeeeabeesabeesabe e tbeessbeentaeensaeesbeeseseenneas 2-89
CONSIIUCTIVE RECEIPE ...ttt ettt ettt ettt st b et e see st e s et eaeeneesseesneeaeeneenees 2-90

ACCTUAL METRO ...ttt sttt ettt e b et e e e et e e bt e be et eneesbeeeean 2-90
AdVANCE PAYIMNEIES ....c.oeiiiiiiiiie ittt ettt b et et e et bt ettt e sae e e e eee 2-90
Accrual Method ReqQUITEA ..........coiiiiiiiiiee ettt 2-90

Other Methods 0f ACCOUNTING .......ccviiiiiiiiieie ettt ettt teesbe s e eteesbeesseeasesreesseessesseensenns 2-90
HYDIIA MEtNOMAS ....c.eviiieiieieeie ettt ettt et e et et e b e essessaesaeesbeesaesaeesseesaeseas 2-91
Long-Term Contracts = §460 .........oocuiiiiiiiiieiieeiie ettt et sitesieesteesebeeseaeeseesseessseesnseensnesnes 2-91

Percentage Of COMPICTION........ccuiiiiriieiieiiiieieeie ettt eteste st aeeaesseesaeessessaesseesseesseesnenseens 2-91
Percentage of Completion - Capitalized Cost Method...........cccecvvierienieiienieieeiecieeeie s 2-91
LOOK-DACK RUIE ..ottt bbbt 2-91
Uniform Capitalization - §263A ......ccciiiiiiiieiiieieteceres ettt 2-92
ANNUAL SAIES LIMIE ...eoiiiiiiiiiiiccie ettt ettt e e te e e be e et e e sbeesebeessseeseseessseenreeas 2-92
ATEISt EXCEOPLION ...ttt ettt ettt e et e st et e st e e st et e enteeneeeneenean 2-92
Classification Of PIOPEITY .......coiiiieiiiieiiee ettt ettt ettt ettt esae e ens 2-92
0SS ettt ettt ettt h e b ettt h e bt e bt et e eate et e ebe et e e at e eaee bt e bt e bt eaeeeaeenteenteene 2-92
Self CONSIIUCIEA ASSELS ...eueeiieiieiteie ettt ettt et st e b e bttt st sbeenaeeneesaeesae 2-93
ATOCAION MELHO ......oiiiiiiieiieee ettt e b ettt nee 2-93

X1




Manufactured PrOAUCES.......coooouuviiiii it e e eeaareeeeeeens 2-93

TIEETEST ...ttt b e b et et b e bt e bt et sb e bt ettt ebe e b et eae 2-93
Change in Accounting Method..........ccuoviiiiiiiiieiicieceee ettt sreesaeesreenne e 2-93
ACCOUNTING PEIIOMSS .....viviitieniieeiieiieettete et et et ete st e e e teesaesseesseesbeesseessesseesseesseessasssenseessesssanseensens 2-95

DIETINITIONS ..ttt b bt ea et et e e sttt e bt sb e eb e ebe e bt e st et ebeebe et e s entens 2-95
TAXADLIE YBATS....c.veeuienteteteteet ettt bbbttt et a e st be bbbt bt ee e et ennens 2-96

INO BOOKS KDL ..ottt ettt ettt et ettt e s e s e ensessaenseenseennennean 2-96

INEW TaAXPAYET ...ttt ettt sttt et ettt ettt e be e bt sane st ebeesneeaneneen 2-96

PaTtNETSHIP .ottt ettt 2-96

NI 010 ) 50103 15 10) 4 1SS 2-97

Personal Service COrpOrationS ........ceoueeeeiierieeiesteesie et ette sttt eeeestee et eeeseee et eneeseeenteeneeeneeneeens 2-98

O 0703 40T ) 21 o) 1 - J USRS PRRSRSRRTO 2-98

Business Purpose EXCEOPTION ...c.eeuuiiiiiiiiiiiieitieiece ettt 2-98

SECHION 444 EISCHION ...ttt ettt ettt e et e b teebesbeebeebeeneeseeneeneaneens 2-98

Partnerships & S COrporations ..........ccueeveiierieerieiieieesie e see e eeeeeeesreesseesseseeesseesseessesseens 2-98

Personal Service COrPOTatiOnNS..........cuevveriierueieerrierieertesteeseetesseesseessesseesseessesseesseessesssesseens 2-98

THETEA SIIUCLUTES .....eteiieiieiieiietet ettt ettt sttt beebe it et e et et e nbenaens 2-99

EXPENSING = §179 .. ittt ettt ettt ettt e e s te et e e b e st e s ba e b e esaessa e seesseenaesseenseenseenteaneeeneenseenseans 2-99

PLACEA TN SETVICE ...ttt ettt ettt et ettt sb e sttt ebe bt et et ennens 2-99

QUALITYING PTOPETLY ...ttt ettt ettt et st b et ebe et et eaneneens 2-99
SECtION 1245 PLOPEITY ..eveiuieiiiiiiieiitentetertesteste sttt ettt ettt ettt et sae e b e st eeaes 2-100
Qualified Real PrOPEITY ......ooiieieiieiieieeeee ettt sttt e sne e eas 2-100
Property Used Primarily for LOdZINg .........ccoeiieiiiieiieieeieeee et 2-101
Purchase RESIIICHIONS. .......oiuiiiiieiiieieitiee ettt ettt ettt st b et sae e bt e ae et e nae e e eeee 2-101
DedUCTION LIMIE. ..ttt ettt ettt e e e et e b et eet e e bt e s b e e benbe e beenteseeenaean 2-102
Maximum Dollar & Investment LIMits .......ccccoeieiriieieiieiie et 2-102
Taxable INCOME LIMIE ....oouiiuiiiiieieieieee ettt sttt e e beaennen 2-102
Carryover of Unallowable DedUCtion...........c.ccvevuiiiiiieniiiieiiese et 2-103
Married Taxpayers Filing Separate REtUINS ........cccccviviiiieiieiiiieieeie et 2-103
Passenger AULOMODILES .........ceiieriiiiieiieriteie ettt ettt et e esaeste e beessessaessaensesssesnsenens 2-103
PaTtNEISIIPS ..o.eveeieiieiiee ettt et re e b e enaesaeeneennennes 2-103
S COTPOTALIONS ....c.eveeeeeeeietieteetestesteeteetesteseeesseesseestesstasseenseessesseanseenseansesseenseensesnsessnensesnsesssensens 2-104
L 1 AP PRI 2-104
ELECHION ...ttt ettt e et e st e et eesbeeeabeeesbeeesbeetbe e sbeenseeensaeasseessbeasnseesnbaeanseeseseansneene 2-104
RECOTAS ..ttt ettt e et e et e e e b e e s et e estbe e taeesseeesseeesseesssaessseessseessseesssaensseenes 2-104
RevOCation Of EIECTION ....couiiiiiiiiieieit ettt s 2-105
Figuring the DedUCTION ... .couiiiiieiitieeee e ettt et ettt ettt nbe et st seeeneean 2-105
Recapture of §179 DedUCTIONS. .....coiuiiriieiiiieeiiee ettt ettt ettt ettt sbe b eeteseeenbean 2-105
DISPOSTHIONS ....veevvieerectteiteeteete et esteebeetteetee bt esteeteesseesseesseessesseesseessesssessaessesssesseesseessesssesseesseessenses 2-105
INSLAIIMENE SALES.......eeitiieietiieei ettt ettt st b et b e eb ettt e e e nee 2-106
Depreciation & Cost ReCOVErY = §167 & §168 .......ooviiiiiiiiieieeieee ettt ettt eaaese e 2-106
PerSONAl PIOPEITY .. .ocviiiieiieiiciieiteie ettt sttt ettt e teesae s st e sbeesbeesbeesaeseesseesseeseensaensenssenssenseas 2-106
ACRS = G108 ..ttt bbb bbbt bt ettt naen 2-106
APPLICADIC PEICENTAZE .....eevveeieiieiieie ettt sttt ettt ettt te et enaesseenseenseensensaesees 2-106
Straight-1ine EIECtION .......ccuoiiiiiiiiiiiriiieieecreeeete ettt 2-107
IMACRS ..ottt ettt ettt et b et et et e e ae et e et e et e et e en b e st e s s e s et e eheeteebe st ateentantensensenbenens 2-107
ELECHIONS ...eiivieeitieciie ettt ettt ettt et e et e st e et e e bbeeaeeeabeeesbeessbeesssaessseessseenseeensaeesseesssaanssaenes 2-108
MACRS CONVENTIONS ....teieteeieitetteiieetieste et eteette st eteeseesteesteeteeseesseesseeaeeseessee st enseeneenseenseans 2-108
Mid-quarter Convention EXCEPtion ..........ccoeciirieiiiiiirieieieeiiee e 2-108
RECAPTUIE = §1245 .ottt ettt b et st be e b e e e 2-108
Bonus (or Additional First-year) Depreciation - §168..........c.cccvevuieiieiiiieiieieeeeieere et 2-109

Xil




QUALIfied PrOPEILY = §168(K)(2) .crrremmerrreeeeeerereeeseessseeeeessessssssssseesseesesesesssssseeseesssessssseeeessseesseeseees 2-110

Depreciation Limits on Business Vehicles - §168(K)(2)(F)(I11) ..coovvevieeerieiieieniiereeieereeieans 2-110
NONQUALITIEA PTOPEITY ...ovviiiiiieiiicieciieie ettt et sve et b et te e b e esbeessesseesbaeseenseens 2-111
REAL PLOPEILY ..ocvvieiiieiieeieeie ettt ettt ettt e et e et e s aeesbeesseestesseesseesseesseseesseessasssenseensenssesssensens 2-117
ALCRS et h bbbt h ettt be bbbt eat e st et et enaen 2-117
IMACRS L.ttt h bt h e ettt ettt h bt bbbt ebe et et et 2-124
Prior Law Leasehold Improvement, Retail Improvement & Restaurant Property - §168........ 2-124
Qualified 15-Year Leasehold Improvement Property - §168(€)(3)(E)(iV) -.cocevverererenennns 2-125

Qualified Leasehold Improvement Property ..........cccceceeveerieiirieiieniereee e 2-125

Qualified 15-Year Retail Improvement Property - §168(e)(E)(iX) ...ccvevververeererieneeeneen 2-125

Qualified Retail Improvement Property ...........occoveereiieiieieieceeee e 2-126

15-Year Restaurant Improvement Property - §168(€)(3)(E)(V) .cvverveererienieeeieieeeeeeee 2-126

Qualified Restaurant ProPerty .........ccoeeierieriiiiieieiieicee e 2-126

Expensing & Bonus Depreciation Permitted............ccoceeienieiiiiiniinieniiiciieneeee e 2-126
EXPENSING = §179 ..ottt sttt sta b e ae st ae e aeenaeeeaeeae b enes 2-126

Bonus Depreciation - 168...........ccoveiiiiiiieiieieeierie ettt b et sre e seaeseeas 2-127

Recapture Considerations - §1245 & §1250 ......ccvvevieierieiieieeieceeeeie e 2-127

Qualified Improvement Property - 2018 and Later - §168(€)(0)(A) ...vevveeverriecrieieriieieereieans 2-127
Recapture - §1250 & §L245.... oottt ettt ettt sttt st e st enabeenee 2-132
SECLION 1245 ..ttt ettt ettt ettt et b e et b e bt bt ettt et neeaen 2-132

FUIL RECAPIUTE. ...ttt ettt ettt sttt s ebt ettt e e nee 2-132

LT (73 T 50 PP 2-132
Partial RECAPIULE. ... .cc.eiiuieiieie ettt et sae et e et et e e eneeeneeeeens 2-132
MACRS Recapture Exception for Real Property ..........cccooceeieiiiiiiiiieeeeceeee e 2-132
Alternative Depreciation SyStem = §108(Z) .eeveeueerieriieiiiienieie ettt 2-132
Mandatory APPIICALION. ...cc.uieruieeiieetieeit ettt eetteerteeesteesteestaeestbeesseesbeeaseessseessseensseenssesseesnseenssesnes 2-132
IMIETROW ...ttt sttt b e bt bt a st a et e et et e b bttt e bt eneent et etennen 2-133
ATNOTEIZATION ...ttt ettt ettt b e s bt et e e bt eh e eb e e bt e st e st en e en b e b e b e besb e ekt ebeebeebe e bt entene et ennenaennen 2-133
Costs Eligible for AMOTtIZAtION . .......ccvevieiiiieiieie e siesieeeeeeesteesteete e e sseesseeseesseesseessesseesseessesseesseens 2-133
Trademarks & Trade Names = §1OT7(1) ..eecvievieieriieiieieeieieete ettt sae e ees 2-133
Methods & Periods for AMOTTIZALION .......cceeiiiiiiieieieneees ettt ettt 2-133
Partnership & Corporate Organization Costs - §709 & §248 .......ccevvvvieiieiieeceeeee e 2-133
Business Start-Up Costs = §195 ...coueiuiriiiiiiriiieieteeetetetcet ettt 2-134
L7 0) (1103 4 T 4 S 2-134
L0111 1S3 N £ PSP S 2-134

Sales & EXChanges Of PrOPEILY .......couiiiiiieieiieieee ettt ettt et enee e 3-1
SALE OF LLEASE. ....eeeeutientieiie ettt ettt ettt ettt et e ae e et e bt e st e eh e et e et e ea e e bt et e en b e e bt entesaeenbeenteeaes 3-1
BASCIMEINLS ...ttt ettt et b ettt s a e bt et e st ea e e bt e bt et e e et e bt bt e bt et eeteeeeeaaean 3-1
Capital GAINS & LLOSSES ...voiuierrieiiiiiiiiiieieeteeteeete et ettt e steesseesseeteebeesbesssesseesseessesssesaeesseessesssesssesseeseens 3-2

Capital ASSELS = §1221 .uuiiiiiiieiiiciieie ettt et ettt et et eb ettt e e e b e ta e te e be e b e eraesraesaeenbeenneenes 3-2
Capital Gains & Qualified Dividends Rate — §1(1h) ....coooviviiiieniiiiiiieece e 3-2
Holding Periods - (§1222 & §1223) ..cuiiiiieiieieieeteeeteee ettt 3-3
Capital LOSSES = §L1211 couiiiiiiiiiecieit ettt ettt e saa e be e b e snaesraenneenneennennes 3-4
BUSINESS PTOPEITY ....vevieiieiieie ettt ettt ettt eae st et e esbeestesseenseensessaesneenseensennns 3-4
ST ) A S0 (0] 0T 2RSSR 3-5
Basis AQJUSTIMENLS ......eoiuieiiriieiieie ettt ettt et e st e e et e s eeesseesseeaeeneesseeseeneeeneenneeseans 3-5
Property Received as @ Gift ......c.oeeiiiieiiieiiiieeee e 3-5
Property Received by INheritance..........ooveiuieiiiieiieieeceeee et 3-6

Xiii




Changes in Property USAZE........cevuiiiiiiiiiiieiie ettt ettt ettt sttt naeens 3-6

STOCKS & BONAS ...ttt ettt nae 3-6
Sale of Personal ReSidence = §121......ccciiiiiiiiiiiieiieieiiet ettt s teebe e sae e ees 3-8
Two-Year Ownership & Use REQUITEMENTS ...........ccvieiiieieriieieiiesieeieetesie et eae e sae e e 3-9
Tacking of Prior HOIdING Period ..........c.coeeiiiiiiiiiiiiecieeic ettt 3-9
Prorata EXCOPHION. .....ccviiieriieiieieeiieieeie ettt ettt sttt et e siaesaaesseessesseesseenseensessnesseenseessensaensenns 3-9
Limitations on EXCIUSION ...c..cc.ciiiiiiiiiiiitiieneseee ettt 3-10
Reduced Home Sale Exclusion for Periods of Nonqualified Use..........ccccceevevinieniecirnienns 3-10
COMPULALION ..ottt sttt ettt ettt sa et s be st be bt et ebt st eat et esaesentenbentens 3-10
NONQUALITIEA USE....c.neieiieiieeeiete ettt sttt ettt st sae et e e e eneesseeneeens 3-11
Post-May 6, 1997 DePreciation ...........cceeiueeieriieiieiiesieeieeieesteeteeeie e eeeenee st eeessee e eeeeneens 3-11
Surviving Spouse Home Sale EXCIUSION ......ooouiiiiiiiiiiiiiiiieeeeeeee e 3-11
INStallment SALES = §453 .. .eiieieiiie ettt ettt st b e e ab e e tbeeaaeenbeesnbeenneas 3-11
GENETAL RULES ...ttt ettt ettt s e e bttt et e ebe e st ese et enten s e e ensenes 3-13
DICALET SALES ...ttt ettt b et h bt a e bt a sttt e et e b sh e bt beeae st et e e ennen 3-13
UNSEALEA TNTETEST. .c.vetiiieiieiieeee ettt sttt eb et eb et enee 3-13
Related Parties = §453(€) .ovviiieiiiiiiieiieeieeie ettt ettt ettt e st et e esbesesesreebeensessaesaeeseenaenes 3-13
Disposition of Installment Notes - §453B .....ocouiiiiiiiiieiieieeieeee et 3-14
Determining Installment INCOME..........c.oociirieriieiieieieieeeeee et 3-14
o TeTa L (<SPS 3-16
ESCTOW ACCOUNE ...eiuiiiieiiiee ettt ee e et e e ettt e e ettt e e esaba e e etbeeeessbeeeasssaeeenssaaesssseeeansseeennseens 3-16
Depreciation RECAPLUIE .......cceeiuiiiiiiie ettt st e esne e eees 3-16
Like-Kind EXChanGe.........ccveriiiiiiieii ettt sttt st e esae e 3-16
ReEPOSSESSIONS = §1038 ...ttt ettt ettt ettt ettt ettt e e e e b et et e ebeeeean 3-19
PerSonal PTOPEITY ....coueeiuieiiiie ettt ettt e a e et be e e 3-19
Non- Installment Method Sales .........ccooeiiiiiiiiiieeeee et 3-19
Basis of Installment ODIIGAtION ..........ccuieiiiieriieiieiecte ettt ettt ere b e e sreebeeeseseeesseas 3-19
Gain or LSS 0N REPOSSESSION ......cueiriiiiiiieiiieiieieste et eete ettt eteebeeesesreebeessessaesseessessnens 3-20
Installment Method Sales.........c.couiriiiiriiniii et 3-20
Basis of Installment ODIIZAtION ........ceevvieiirieriieiieiesiete et ete et eeeereeseesaesseesseessessaensens 3-20
Gain or oSS 0N REPOSSESSION .....cuieriiiieriieiieieeiertt ettt ettt be e sseesbeenaessaeseensesnnens 3-20
Basis of Repossessed Personal Property..........coevecieieeienieieeieieeieeeeseeie e 3-21
BaA DD ...t ettt et et e et e e s b e e tb e e aaeeteeebaeebeeeabeenaneenns 3-22
L 1 B 2000 1S5 4 SRS 3-22
COMNAITIONS ...t etteeiieeieeetee et et e eeteestt e e tteeteeebeeeabeessbeessseessseessaeessseansaessseessseessseesaeenseessseesss 3-22
Figuring Gain on REPOSSESSION ......eeuiiuiiiiiiiieit ettt e 3-23
Limit on Taxable Gaill......c.coouiiieiiiiiieietiee ettt st see et et seee e e ens 3-23
REPOSSESSION COSES.....utiuiitieiieitieiieitie ittt sttt ettt sttt et sae et et e et e sbeebeenne s 3-23
Indefinite SElliNg PriCe.......cccoiiiviiiiiiiiiieiieiieeee ettt 3-24
Character OF GaIN .....c.eeuieuiiiiieietee ettt et sttt sttt ebe bt et et e et e beeen 3-25
Basis of Repossessed Real PrOPerty ........cceoovivieiiiniiiieiieiicie ettt ettt sve e es 3-25
Holding Period for RESALES.........cccuiiiiiiieiieieiiieieete ettt sae s esnessaense e 3-26
BaA DEDE ...t bbbttt ettt ne 3-26
Seller’s Former HOme EXCEPLION ......ccueevvieiieieriieiieiieiieic ettt ettt ssaenne s 3-26
Involuntary Conversions - §1033 .....cooiiiiiiiiiieereee ettt ettt 3-31
CONACIMNALIONS ....c.vvieeveeiieetieeieeeteeeteestteestaeesteeeseessseesaseessseessseaseesssaassseessseessssansseansaesssessssennsss 3-31
Threat 0f CONAEMNALION ......c..iiiiieiriiiiieeiie ettt eeee et e ste et eesbeesbeesaeeteeessaassseesnseessseenes 3-31
Reports of CondemNation...........ceiieruieieiieriieie ettt eaeas 3-32
Property Voluntarily SOId........cc.oouiiiiiiieieee et 3-32
BQSCIMEINES ...ttt ettt ettt e h e bt ettt et s h ettt e at e bt et enteeae et eae 3-32
Condemnation AWATA ..........ccueouiriiiiriertiee ettt ettt see ettt ese et et e s e e ensenbesaeean 3-33

Xiv




Amounts Withheld From AWard .........coc.vviiiiiiiiiiiiiiie e 3-33

Net Condemnation AWATd...........cc.eoiiererirere ettt be st eaeese e eseeeeneas 3-33
INEETESt ON AWAIA ..ottt ettt a et be e ebe e eaen 3-33
Payments t0 REIOCALE .......ccueevuiiieiiieiicie ettt e enees 3-34
SEVETANCe DaAmMAZES ....c.eeeuieeiiieiiieeiieeiteee ettt st et e sttt e et e e stee et esbeesabeesabeenaee s 3-34
Treatment of Severance Damages ..........cccvervieieriierieniieiesieie ettt se s esaesseennens 3-34
Expenses of Obtaining an AWATd ...........ccceevueiieriienieiierieie et ete e eeesne e seesaesseeseens 3-35
Special Assessment Withheld from AWard ..........ccooceeieiieiiniiiee e 3-35
Severance Damages Included in AWard .........c..cocviriiininininieieieeeccenecese e 3-36
Gain or Loss from Condemnations............cecueeuierierierienierieie ettt see e snee e 3-36
How t0 Figure Gain OF LOSS ...cc.coiuieiieiieiieitieieee ettt ettt sneens 3-36
Part Business or Part Rental ...........coocooiiiiiiiiiiiee e 3-36
POStPONEMENt OF GAIN .....ouiiiiiiiiie ettt ettt be e et 3-37
Choosing t0 POStPONE GAIMN.......eoiiiiiiiiiieiiieeeeee ettt ettt st ees 3-37
COSE TOST ettt ettt ettt sttt et e h e s bt e et et sat e bt e bt ettt ebeenae et eae 3-37
Replacement PEriOqd ........covevieiiiiiiiiieiicieeiesie ettt ettt sb e s eeteesbeesbeesseesaessaenseens 3-37
CONAEIMNALION ...ttt ettt ettt ettt ettt ettt be bt e bt bt sbeebeebeesees s et enseneens 3-37
Replacement Property Acquired Before the Condemnation..............cecvveeveeieniencieneeniennnnns 3-38
EXEEIISION ...ttt ettt st st b et be et be et et 3-39

Time for assessing & defiCIENCY ......cc.evueririririniieieee ettt 3-39
At-Risk Limits for Real EState - §405 .......ooiiiiiiieiiiiieeeiee ettt steeeve e s veesave e aseesaneenns 3-41
AMOUNE At RISK.....iiiiiie ettt sttt ettt et e e e ene 3-42
Qualified Nonrecourse FINANCING .........ceiieiiiiiiieiiee et 3-42
Section 1031 Like-Kind EXChangEes .........c.coieiiiiiiiiiieieeceeee et e 3-43
Statutory Requirements & DefiNitions .........c.ccerieriiiiiiiiiieiee e 3-43
Qualified Transaction - Exchanges v. Sales.......c.ccoooiiiiiiiiiiiniiiiieeee e 3-43
Held for Productive Use Or INVESIMENL..........ccueiuiriirierierieeierieeieeie ettt e 3-43
INVESTMENT PUIPOSE ..ottt sttt ettt et eenteesbeessseesnbeennneenes 3-44
Statutory EXclusions from §1031 ......cccoeoiiiiiiiiiieiieieeeeeee et 3-44
LiKe-Kind PrOPEILY .....eicvieiiieiieiieeiieiieie et et et eteste it eveseteseaesseesaessaesseesseessessneseensenssensaensenns 3-44
Nature or QUAality Of PrOPEeItY .......cccveviieiiieiiriieiieie ettt 3-44
Like-Kind Status for Personal Property Repealed...........ccoocevieniiiiiiienieiecieeee e, 3-45

Real v. Personal PrOPEITY ........cocceiiiiiiiiiiiiieicentesec sttt ettt 3-45

The Concept Of “BO0t.....couiiiiiiieieteteeee ettt ettt st ettt aenaenennens 3-47
REALIZEA GAIN ...ttt ettt et s et e et et eeneesaeenteeneeeneeneeens 3-47
RECOZNIZEA GAIN.....eeueiiiiiiieiiee ettt ettt sttt et et e bt e et e teeneeeneeeeens 3-48
Limitation on Recognition of Gain under §103 1 .......ccoooiiiiiiiiiiiiieiieeeeeee e 3-48
The Definition Of “BOOt” ......c.cii ittt s sb et eee e ee 3-48
The RULES OF “BO0L” ...ttt ettt st bbb e bt st e st e eneeneens 3-48
PIOPEILY BOOt. ... iiiiieiiieeie ettt et st e sttt e et st eebe e s beennae e taeenanennne 3-48
IMOTEZAGE BOOT ... ieeiieiiieiieeiie ettt ettt et e et e et ee st eesabeesateesabeesseessbeenteessaenaneenne 3-49
Netting “Boot” - The Rules of OffSet.......c.cccvvvieriiiiiiieiieieeieieeeeee et 3-49
Property Boot Given Offsets Any Boot Received.......cocvevieiiriieciieieieieeieeieieeeeenn 3-49
Mortgage Boot Given Offsets Mortgage Boot Received..........ocvvieviieciiniiniieciinieeeieees 3-49
Mortgage Boot Given Does Not Offset Property Boot Received..........cccoevevencncncncnnns 3-50
Revenue Ruling 72-456 & COMMUSSIONS .....ccueruteueruiiiereieieienientenientesre s siesiesveeeeeeeeneennens 3-50

Gain OF LOSS 0N BOOT ..ottt sttt et sae e ens 3-50
Basis on Tax-Deferred EXChange .........ccoovoiiiiiiiiiieiieeeee e 3-50
ALLOCAtION OF BASIS .....eetiiiieiieeiiei ettt sttt ettt et ae e eae 3-50
Installment Reporting 0f BOOL ........couiiiiiiiiiiieeee et 3-51
Exchanges Between Related Parties ..........coooveiiiiiiiinieeeee e 3-51

XV




Reporting an EXChaNGe.......cc.coiuiiiiiiiiiiece ettt 3-51

TYPES OF EXCRANZES. ... ccoviiiiiiiiiiiiiiieie ettt ettt ettt e ab e ae et eesaesaaesaeesseenseaeenneses 3-51
TWO-Party EXCRANGES .......c.occviiiiiiiciieiiciietect ettt st e e saeebeesseesaesneense e 3-51
Three-Party “Alderson” EXChange ..........cccccveviiriiiieniieiicieceeie ettt se e 3-52
Three-Party “Baird Publishing” EXChange ............cccoevveviieiinienieiieicceeseeieee e 3-53
Delayed EXChanges.........cccvvieriieiiieieriesii ettt eie ettt et estesaestaessesssessaesseensesssessnenseensesnsenns 3-54

A5-DAY RULE ....eeiiieiieeiiesiiee ettt ettt ettt ettt ettt e esae st tenseenbeenaessaenneenneenean 3-54
Method of Identification...........cceeierierieiieieeiee et 3-54
180-DAY RUIE ...ttt ettt e e neeneenean 3-56

Final Regulations for Delayed (Deferred) EXChanges..........cccoecuveierieiieiinieiieeeeseeeee e 3-58
Deferred (Delayed) Exchange Definition .............ccccoeiirieiiiiiinienieieeee e 3-58
Identification REqUITEIMENTS........ccouiiiiitiiiieie ettt neens 3-58

Identification & Exchange Periods.........cocoooiiiiiiiiiiiiiiiec e 3-58

Method of TAentifiCatION.........ccuiiiiiiece ettt 3-59

Property DESCIIPLION .....ccveevieeiieiieiieiieeeete ettt et et eaesteesbeesbeseaesteesseessessaesaeesseensenes 3-59

REVOCALION ...ttt ettt ettt sb e ebeebe st et et enseeens 3-59
Substantial RECEIPE .......ieverrieriieiieieeieriieie ettt et e s ste e teesbesseesseesseesseessesssenseensaens 3-59

Multiple Replacement PrOPEItIes ........cc.vecvirieriieciieieiieie ettt sieereseeesseesessnesseenseennens 3-59

Actual & Constructive Receipt RULC.........c.cooieriieiiiiiiiieie e 3-60

Four Safe HarbOrs .......c.couiiiiiiiiiinnnce ettt 3-60

Safe Harbor #1 - SECUTILY ......cc.coveviiriiiiinieresererceeee ettt 3-60

Safe Harbor #2 - EScrow Accounts & TIUSES .....c.eeverieriieiieeiesieeieeiesie e eee e 3-61

Safe Harbor #3 - Qualified Intermediary .........coccoeverierieiieeeeseceee e 3-61

Safe Harbor #4 - INTETESt .....coouiiiiiieie ettt et 3-62

Exchanges of Partnership INErests ........ccueiieriiiieiienieieie ettt 3-62
RELITEMENT PLANS ...ttt ettt ettt e e b et e bt et et e ebeebeebeeseeseeseeneeneeneenean 3-66
Qualified Deferred COmMPENSALION ........cc.ecvieriieiieiieitieieeteieeseereetesteesteeaesraesreeseessesseesseesseessesseesenns 3-66

Qualified v. Nonqualified PIans ...........ccoccueiieiiiiiiiiieicciectee ettt s ees 3-66

A Y (o o 2153 1) L USROS 3-66
CUITENE DEAUCHION ...ttt sttt sttt eeneen 3-66
TImMING OFf DEAUCLIONS ......cvieiiieiieeiieiieie ettt ettt ste e e beeaeseee st eseesaesseesseensesssenseensenns 3-68
Part of Total COMPENSALION .....c.vieeieeiieiieiesiieiteieeteste it eteste st eteeeesseesaeensesseesseenseessenseenseans 3-68

Compensation BaSE ........c.ceueiiiiiiniiniiiinincreee ettt 3-68
Salary Reduction AMOUNES .......c..ccertireririnenieieeeieetet ettt sttt eaeeaeese s eneenenaens 3-68

Benefit PLANNING .......ccveeiiiieie ettt ettt 3-69

Pension Protection Act 0f 2000 ........c..oiiiiiiiiieie ettt 3-69

COTPOTALE PLANS ...ttt ettt b ettt e e e sb e bt ettt saeesaeeae e nees 3-70
AUVANTAZES ...ttt ettt ettt ettt ettt aeeb e st e st et et e beebeeteebe bt bt eneeneene e e enaenes 3-70

CUITRIE ettt b ettt b e s bt e et e st s bt e s bt et eat e eatesbeen bt emteebsenbe e beentesbeenneas 3-70
DIETRITEA. ...ttt ettt st b et b e bt st nt et et et et et eeen 3-70
DISAAVANTAZES .....veevveieieiieiieeieette ettt et e eteeteebeetbesseesbeesbesssesseesseessesssesseesseessesssesseessenssensaensenns 3-71
EMPIOYEE COSES ...vievtiiieiieiiiieiiesteeieste st et et e st esteesessaesteesseesseessessaesseessesssenseensenssesssesens 3-71
Comparison with IRAS & KEOGNS........ccooiiiiiiiiieiet ettt 3-71

Basic ERISA PrOVISIONS....c..cc.eitiiriiiiienientenie sttt ettt sttt sbe ettt eas e nae s aens 3-711
ERISA Reporting REQUITEIMENLS.........cccveruieiieiieiesiieieeteeiesiteste e seesseesaeeeesneesseenseensesneenseens 3-71
Fiduciary ResSponsiDilities. ......ccuccviriiriiririninininececicecctestee sttt 3-72

Bonding REQUITCMENT. ... .....eiieiiieiieie ettt eneas 3-72
Prohibited TIanSaACHIONS .......ecueetirtieiieieeieest et ettt et eee sttt teeeeesaee et et e sseesee e teeneeeneenseens 3-72
Additional RESICHIONS ........eiuieitieiiiiieit ettt ettt eseesb et e te e saeas 3-73
Fiduciary EXCEPHIONS ...cc..eeuieitieiieieeiie ittt ettt et sbe et seeenaeas 3-73
LLOAIS 1.ttt et b et et b e bttt sbeeneas 3-73

xvi




EMPIOYET SECUITHIES ....enteiietieiteite ettt ettt ettt sttt et st b et et eaeesbeeneeeas 3-74

EXCISE PENAILY TAX ..iviiiviiiieiiiiiieiieii ettt ettt et v et e steebeessestaesaeesbessaesreesaeenseessesseenseensenns 3-74
PBGC INSUIANCE ..ottt ettt sttt ettt e et et sbt e st et et e sbe et e 3-75
Sixty-Month REQUITEIMENL .........ccveiiieriiiiiiiecieee ettt ettt beesseseeesreesseesseessessaens 3-75
Recovery Against EMPIOYET......c.cccvoviiiiiiieieiieiet ettt 3-75
Termination ProCEEAINGS ........ccverieiieierieieete ettt ete sttt tesaesaeesesaeseeesseensesssessaenseensenns 3-75
Plans Exempt from PBGC COVEIAZE .......uevtveiieieeiieiieieeiiesieeniesteseeesseeaeseeesseesesnnessnenseensenns 3-75
Basic Requirements of a Qualified Pension Plan ............cccooiviiiiiiieniniieeeceeee e 3-78
B AT4 5073 T o 3 PSS 3-78
COMMUNICATION. ... .veetieeiieetieeteeeiteesebeestteesteeeteeeseessseessseessseeseeessseassaessseassseessssanseesssesssseensses 3-78
TTTUSE 1.ttt ettt ettt st et e st e st et et e beeae ekt es e en e e st enten b en s et e b e eae ke eRe st eseententestentensennen 3-79
REQUITEIMENLS ...ttt ettt ettt s e e e bt e teeaeesbe e bt eneeeaeenteenteeneeeneeneeens 3-79
POIMANEGIICY ...ttt ettt h ettt e a e b et ee e sb e b e b et sbeesae et e nae 3-79
Exclusive Benefit 0f EMPIOYEES........cccviiriiieiieiiieeiieciieete ettt sveesereeseneeteeeaaeenseenes 3-79
Highly Compensated EMPIOYEES........ccviiiiiiiiieiiciieiesieeteee ettt be e ve b esaesanens 3-80
Reversion of Trust ASSets t0 EMPIOYET ......c.eoovieiiiiiriieiiciecieie ettt es 3-80
Participation & COVETAZE ........ccvervieieiieriierieeteeeeeeesteeseeetesteeseesseessesseesaessesssesssesseassesssesseessesses 3-80
AALGE & SCIVICE....uuiiuietieieeieeiteett et et et eteesbe et e teesseesbeessa s e esseessesssesseesseassesssesseensesssesssesaensenss 3-80
COVETAZE ...ttt ettt ettt ettt ettt e st e et e s et e ettt e bt e eabte s abteeabeesabeesabeessbeenabeenbbeenseesabeesaseeseas 3-81
PerCentage TeSt.....couuiiiiiiiit ettt ettt et s be e st 3-81

RALIO TESE .uviiitiiiiie ettt ettt et e e s e e et e e s tb e e teeebeeeabeeesbeessbeessseessseensseessensseanns 3-81
AVerage Benefits TEST ......oooiiiiieiiieieeeeeeee ettt 3-82
NUMETLICAL COVEIAZE ... ueenvieneieniieiieetieteeteeite et et et eete st e bt e e eseesaeeseeebeeneesseesseeneeeneeeneenaeenes 3-82
Related EMPIOYETS ...c.eiiuiiiiiieiieseee ettt ettt ettt eeenneas 3-83
VIBSEIIIE -ttt ettt ettt et e a et e e e a et bt et ea et e h e bt en bt ee e bt e bt et e eeteseeenneeae e e neee 3-83
Full & IMMEAIate VESTNE .....eoueieieiieiieiieieieie sttt sttt ettt sttt st ebe et e e e nee e e 3-83
IMINIMUIM VESTINE ....evviviiitieiiieiteeteeteeteeetesteesteebeseaesteeseessesseesseesseessesseesseesseassesssesseessesssessenss 3-83
Diversification RIGNES.........coiiiiiiiiiiiiiciccecee ettt ees 3-85
Nondiscrimination COMPIIANCE .......cuervierrirererieriierteiteseeieeteseesseesesseesseesseessesseesseessesssessenns 3-85
Contribution & Benefit LIMILS ......cceiiiiriiiiiiieieieeeeseere ettt 3-85
Defined Benefit Plans (Annual Benefits Limitation) - §415.....c..ccccoivinininininniencnineeeen 3-85
Defined Contribution Plans (Annual Addition Limitation) - §415 ......c..ccoeeeiiivieeiii e, 3-86
Limits on Deductible Contributions = §404 ...........ccoeiirieiieieeiereeeee et 3-86
AsSSIZNMENt & ATICNALION .....eouviniiiiiitintertietere ettt ettt st sa ettt eneenennens 3-87
Miscellaneous REQUITEIMENTS ..........oouiiiiieiieieeieii ettt see e esae e ene 3-88
Basic Types of Corporate PIans............cooooiioiiiiiiieiee et 3-88
Defined Bene it ........oouiiiiiiiiieie ettt 3-88
IMIECIAIICS ..ottt ettt ettt ettt b et e bbbt e st e st en e e e s e b e et e eaeeeeebeeneeseeneemeenseneeneensenes 3-88
Defined Benefit PEnSion ..........ccuouiiiiiiiiiiiie et 3-89
Defined CONtITDULION. .....cc.eiuiieiiieieieiee sttt ettt et s sbesbe bt beeneeseeseeneenseneens 3-89
IMLECIAIICS ...ttt et b e bt bttt e s et e et s b e e bt e bt s bt ebeebeeb e et en s et et ensenee 3-89
DISCTELION. ¢..c. ettt ettt b bt eb et e et et bt st e bt sbe bt e bt et et et et enee 3-89
Favorable CIrCUMSIAINICES ......c..eviiiriiieriintietesie ettt ettt ettt et st sbe st sbe ettt e e neeae e 3-89
Types of Defined Contribution PIans ...........cccveviieiieiinieiieieseeee et 3-91
ProOfit-SharINE .....cviiiiiitiitieieeee ettt ettt st st 3-92
Requirements for a Qualified Profit-sharing Plan ...........c.cocovnnininnnnniiicieice 3-92
WIHEN PIAN c..oiiiiiiiieec ettt et ettt et e e ta e e e e eabeeesseessbeessseennes 3-92
EIGIDILILY ..evteeteeieieeeiee ettt ettt et e st te sttt ene st e ns et et et esene s 3-92
Deductible Contribution LAMit.........cccovieiiiiiniinieieeieeeeee e 3-92
Substantial & Recurrent Rule...........ccooiiiiiiiiiiiii e 3-93

MoOney PUrchase PeNSION .........ccviicuiiiiieiiieiieciee ettt et sae e tee s teeebeesebaennneenens 3-93

xvii




Cafeteria Compensation PIan.............cooiiiiiiiiiiiiie e 3-95

TRIIEE PIAN ...ttt sttt ettt be bttt e e nee 3-95
Section 401(K) PIANS ......cc.ioiiiiiieeit ettt eb e st e e saeesre e ens 3-95
DEath BENETILS ....c.veuieiiiieieieeet ettt st b e ettt ettt neen 3-97
Defined Benefit PLans..........coooiiiiiiiiini et 3-97
Money Purchase Pension & Target Benefit Plans ..........ccoccocvveiiieienieniinciesicececeeeee s 3-97
EMPloyee CONtIIDULIONS ......ccveiiieiieieiiesiteie e ete sttt et esteeesesseesseessessaesseenseensessaesseesseensennes 3-97
NON-DEAUCHIDIC. ...ttt ettt ettt e s b et e enseeseesseeseeaenneas 3-97
Life Insurance in the Qualified PLan............cccoooiiiiiiieiiiieee e 3-98
RELUIT 1ottt e e et e e e bt e e s nbaeeessaeeennsaeesnnsaaeesseeenns 3-98
UNIVEISAL LITE ...ttt ae et e et neas 3-98
COMIPATE. ...ttt ettt ettt e a et e bt em e ee e e bt e bt et e emteeheeeb e e beemeesmeesaeenseemeeemeesneenseenneenneans 3-98
Plan Terminations & Corporate Liquidations............coccovierieriiiinienieeeiecee e 3-98
LO-Y @A RULE ...ttt sttt ettt sttt et e be et eae 3-99
Lump-Sum DIStITDULIONS .....c..ievvieiieiieiieiiestiecteeteseesteeteetesee e esseeeesreesseessesssesseesseessesssessenns 3-99
ASSEt DISPOSIHIONS ...evvivieiieetieetietiesteeteetesteesseessesstesseesesssesseesseessesssesseesseessesssesseessesssesseessenss 3-99
TRA LIMIEATIONS 1.ttt ettt ettt ettt b e st be bbbt bt es b et et etenee e nee 3-100
Self-Employed P1ans - KEOZN ........cocuiiiiiiiiicieceit ettt s sse s e 3-102
CONtLIDULION TIMING ....evvetieiieieeieetieie e eteett et e e etestaesteesseessessaesseesseesseassesssesseenseassesnsensennsenses 3-102
CONLIOIIEA BUSINESS ... .cueeiieiieieeiieriieie et eiee et ete et e st et e e eaaesseesseenseensesstesseenseensesneesneensesnsennns 3-102
General LIMITAtIONS .......cccviiiiiiiiieeciieciieeteesiteeeee et e et e eveesreeseveestaeeseeesaeessesssseessseessseansseanes 3-103
Effect of INCOTPOTAtION .......eeiieiieieciie ettt ettt e e e sae e ene 3-103
IMECRANICS ...ttt ettt ettt ettt e e b e et e beeateeseesaeeae et e sneeeaeenteeneeeneeneens 3-104
Parity with Corporate PIans...........ccooieiiiiiiiiii e 3-104
Figuring Retirement Plan Deductions For Self-Employed...........ccccoooeiiiininninininee. 3-104
Self-EmMPIoyed RAe .......ccoooiiiiiiieie et 3-105
Determining the DEAUCHION. ..........cciiiiieiieiiciectiee ettt sttt ettt te b e eebeeteesreesbeessessaeneeas 3-106
Individual PIAns = TRA’S ..ottt ettt b et ebe et eb st e e e e neens 3-106
DEemMEd TRA ...ttt et ettt s h et b e bbbt a et e b aen 3-106
IMIECIAIICS. ..ttt ettt st b e bbbt bt e e e st e s et et e b sa ekt e bt bt e bt eaeebeebt et ennenaen 3-107
PRASE-OUL ...ttt ettt b e bbbt bbbttt et 3-107
Special Spousal Participation Rule = §219(Z)(1)..cueevieriieiieriieiieieeie et 3-107
SPOUSAI TRA ...ttt ettt sttt ettt ettt et e b enaens 3-109
B IGIDILIEY ..ottt ettt ettt ettt ettt e et e st e st e st ensesbe s e b ebeeae et e ese st eseeneantensensensennans 3-109
Contributions & DEAUCTIONS ........eeiuiieriieiiiieieecie e erite et et e e et eesbe et e ebaeebeesebeessseesseeseensss 3-109
EMPloyer ContriDULIONS. ... .cocuieiietieiiete et ettt ettt sttt sttt et eee e teeteeneesnens 3-109
Retirement VEIICIES .....c..oouiiiiiiiie et st 3-110
Distribution & Settlement OPtiONS .........ceveieierierieieseeteete ettt ettt sbe et ettt eneeseeeeneeanens 3-110
Life ANNUIty EXEMPLION .....ocviiiiiiieiiieiiecieeie ettt ettt ettt eaesteesteeaeesaeseeesaeeseesnesssesseenseans 3-110
Minimum DIStEIDULIONS .....c.eoiiiiiiiiieiieect ettt et 3-111
Required Minimum DiStriDULION .......eeviiiiiiieiicieiceie ettt sre s aesseennees 3-111
DIETINITIONS ..ottt ettt ettt st b et eb et ettt 3-111
Distributions during Owner’s Lifetime & Year of Death after RBD ...........cccccveunneene. 3-112
Sole Beneficiary Spouse Who Is More Than 10 Years Younger..........ccoeveevevveniennennen. 3-114
Distributions after OWner’s Death ...........cccoooiiiiiierieiiee e 3-114
Inherited IRAS - Pre-SECURE ACE.......oooiiiiiieie ettt 3-116
Estate TaX DeAUCION .....cccviiiiiiiiieiiieeiieeiee ettt et steeeve e e veesbeessbeestaeessaeenseeenseessseees 3-117
Charitable Distributions from IRAS - §408 ..........ocovieiiiieiieie et 3-117
Post-Retirement Tax Treatment of IRA Distributions..........cccceveveieeiiiieiienieeee e 3-118
Income In Respect 0f @ DECedent ..........coueiiieiiiiiiiiiiieicec e 3-118
EState TaX CONSEQUEIICES. ...c.uuierureereieeireeiieeteeeteesereesreesaeesseeaseeasseessseesssesssseesssessseessseessseeses 3-119

xviii




L0SS€S 0N TRA INVESTMENTS ....evvvviiiiiiiiiiiieiece et eeettee e e e e eeaaae e e e e e eeaaaeeeeeeseeannees 3-119

Prohibited TranSACHONS .......ccviiiiieieitieiieeteete ettt ettt eb et e te et e esseessestsesbeesseseaesseesseessesasesseenseenes 3-119
Effect of DiSqUalifiCatiON. ........cccveviieiiiieiiecie ettt ettt a et ae b esseere e beesbeesaesseens 3-119
PONAILICS .....eiieieie ettt ettt ettt b e e tb e ae e te e b e eraeere e bt esbeesbeete e reesaeesaeraens 3-120
Borrowing on an ANNUIity CONIACT .........ccuiecverieriieiteeienteeteetesieesesstesteessesesesseesesssessaesesssesseenss 3-120
TaX-FIEE ROIIOVETS......eiiiiiiiiii ittt ettt ettt et e st e s beessesnaesaeenseenseenseseensennns 3-121
Rollover from One TRA t0 ANOLHET ........cceeovieiieiieiieieeieeeie ettt 3-122
Waiting Period between ROIIOVETS .........cccuevieiiiiiieieeeeeeeeee et 3-122
Partial ROIIOVETS ...c..viiiiieiieiiieciee sttt ettt ettt et estb e et e e baeenbeesbaesaseesssaensneenes 3-122
Rollovers from Traditional IRAs into Qualified Plans ..........c.cccceevieeiiiieiieniiecieeee e 3-122
Rollovers of Distributions from Employer Plans............ccoccoooiiiiiiiiiiinieieeeeeeee 3-122
Withholding ReqUIrement ...........ccoouiiiiiiiiiiie e 3-123
Waiting Period between ROIIOVETS .........cooiiiiiiiiiiieieeeeeeeee e 3-123
CONAUIE TRAS. ...ttt ettt ettt te e teebeereeeae e beesseeasesssesbaesseessesssesaeas 3-123
KON ROIIOVETS.....uiiiiiiiiciieciiecieee ettt ettt ettt be b e ssestaebeesbeesnesneas 3-123
Direct Rollovers from Retirement Plans to Roth IRAS .........ccocveviiiiiviiiiieiiceceees 3-124
Rollovers of §457 Plans into Traditional IRAS..........cc.ocovviiiiieeiieeieecee e 3-124
Rollovers of Traditional IRAS into §457 Plans...........ccccevveeviiieeiiioieeiee e 3-124
Rollovers of Traditional IRAs into §403(B) Plans ........c.ccceeveeiiiienienieieeiereee e 3-124
Rollovers from SIMPLE TRAS .......ocviiiiieiieciee ettt sttt ese e nseens 3-125
NONSPOUSE ROIIOVELS ...ttt sttt e 3-125
ROth TRA = §A0BA ...ttt ettt ettt et et e be s eebeeseeseeseeseeseessensansensensansensens 3-126
EIIGIDILILY ..e.veve ettt ettt ettt ettt ettt e st et e e s e b e b e et e be sttt eneeneen e e st entensensensenne 3-127
Contribution LimItatioN .....c.ceeevieeiiieiiieiieesieeeieeeree e eeteeseteesteeebeessbeessbeessseessaeenseessseesnseensses 3-127
ROth TRAS ONLY ...ttt ettt et sbe e e eaeas 3-127
Roth IRAS & Traditional TRAS........ccieiiiiiiiieiecieeeeee ettt eaeae s 3-127
COMVETSIONS ....eeuvieurieereeeresteesteeeseessesteesseessesssesseesseesseessesseesseesseassesssesseesseesseessesseeseessesssesseessenss 3-128
AGI Limit Exception Repealed ...........coviviiiiiiiiiiiiieiceeceeeeeeeee et 3-129
REChArACIETIZALIONS ... eevviieieeeieiieie ettt ettt ettt e e et e e estteste e beesaeseeesseesseessessnesseesseesseessensanns 3-130
RECONVETSIONS ... eeuvieeiieiieiieiiete et et et e et e st e s e ebesttesteesbessaesseesseessesssesssesseessesssesseessenssenseensenns 3-130
Taxation Of DiStrTDULIONS ........eecveeieriieiieieceeie ettt sttt sre st esaeessesaaesseenseessessaenseens 3-130
No Required Minimum DiStribULIONS ........c.eeverieriieieiierieie et 3-131
Simplified Employee Pension P1ans (SEPS)........coccoeririiiiiiiiieiiieictceneeseesese e 3-131
Contribution Limits & TaXation ........ceeeeveeiiiieriieiiieeiieeireeeieeeveesveesteeesreesreesbeessaeeseeeseesnnes 3-133
STIIMPLE PLANS .....etitieiieieieie sttt ettt ettt et et e ettt e be s s e eteeseeseeseeseeseessensansense s eseeseeseeneansansensansenes 3-133
SIMPLE TRA PLAN ..ottt ettt et e be st eteeaeeneene e st ensensensensenseneas 3-134
EMPIOYEE LIMIL ...oeiiitiiiieiieeeee ettt et sttt et sae e b et eeneeeneenaeens 3-134
Other QUAlITIEA PIAN ......coviiiii ettt et e e eaaeeeaneens 3-134
T o USSP PRTUPSP 3-134
ContriDULION LIMILS 1..viivviiiiiitieiieieiieriteste ettt sie et et esteesaeebeesaesteesseesseessesssesseesseessesssasenns 3-135
Salary Reduction COntribULIONS. ........ccueeeveiieriieiieieiiesieete et see e esaeseesreesseessessnesseessessnenns 3-135
Employer Matching COntribULIONS ..........cccevveriieiiirieniieieeieseeieeeeeseeeseesesseesseesessnesseessens 3-135
Deduction of CONtIIDULIONS ......c.eccvirieriieiieieiie st ete ettt et eesee e eaesaaeseesseesaesseenseessensnens 3-136
DISIIIDULIONS ....veuvieeiieiieeiieie ettt ettt et e e aesaeesbeessessaesseeseesaesseesseenseensesseeseensesssenseensenns 3-136

SIMPLE §40T(K) PIAN .....ccutitiiiieieieiesieieeteeteeie ettt ettt ettt ssesbesbesseesessesseesaessassessassassessensas 3-136

CHAPTER 4 - Losses, AMT & Compliance ........cccceervnerecccscsansecccsssanssecssssssd=1

PaSSIVE LLOSSES .. e ettt ettt e e e e ettt e e e e e e et e e e e e ettt et e e e e e ——teeeesaa i ———teeeseaaaaaaeeeeeeaan 4-1
i 5 (o) G 572 PR RROTRR 4-1
PaSSIVE LLOSS RULES.....cooiiiiiiiiiiii et e e et e e e e e et e e e e e e e eaaaeeeeessenaaaaeeeas 4-3

XiX




APPLICALION .ttt e b et et b bttt et h e bt ettt sae e e e e 4-3

AACHIVE LLOSSES -ttt ettt ettt sttt b e h e bt ea e s e st et e et et e bt et ekt be bt e bt e nteneenn et e bennen 4-3
CLOAILS ..ttt etttk b e s h e bt e bt bt e bt e st e s e st e n s et e b e be bt bt bt bt eb e eneent e st et et e 4-4
Calculating PasSIVE LLOSS ...ueevieiiiiiiiieiieiieteete ettt et et ete st e te e beesaesseesaeesbeessesaeesseenseesseessenseenseens 4-4
Categories Of INCOME & LSS ...ocuiiiieiieieiietieie ettt et e steebe s aesaaebessaesaeesseessesseesseenssensenns 4-4
PASSIVE ...ttt bbbttt b e bbbttt ebe st 4-4
POTEEOLIO ¢ttt b ettt nae 4-5
Material PartiCIPAtION .......eveeeeiiieieiete ettt et ettt et et e et e s st e st enteestesseenseensesneesneenseensennes 4-5
Self-Charged Interest REGUIALIONS .........coerueririiiiieieicictetecteteste e 4-6
Passive Deduction - Portfolio INCOME .........ccueecuiiiiiiiiiiiiiieciccceee e 4-6
REGUIALIONS ...ttt sttt ettt s bt et e et e eseesae et e emeeeae e teenteeneeseens 4-6
Suspension 0f DiSalloWed LOSSES. ......cecuiriiiiiiieiieiieieeie ettt sttt 4-11
Fully Taxable DiSPOSITION ......cccueitiiieiieiiiie ettt ettt st 4-11
Abandonment & WOrthIESSNESS. .......coueiuirtirtiriieiieieieieie ettt ettt 4-11
Related Party TranSaCtIONS .......c.cceevveecvieieriestieteeeesteesteetesseesteeseessesseesseessesssesseesseessesssessenns 4-12
LIS ..ottt ettt ettt sttt b e bt bbbt e bt et e s et et b b e bt b e bt bt aeen e eneene e st et enean 4-12
DISALIOWAINCE ...ttt st e b e eb bbb et et eneen 4-12
Increase Basis EIECLION . ......c.oooiiiiiiiiiiieieiesee ettt 4-12
ENEITE INTETEST ..ottt ettt ettt be bbbt st ees et et ennens 4-12
PartnerSID . .ceueieie ettt sttt et et e nneene e 4-13
GIANTOT TTUSE ...eviiiiiie ettt ettt et e e ettt e ettt e e s ebteeessaeesssaeesssaeeenssaeeensssaeesssseanns 4-13
OthET TIANSTRIS ......viiiiiecie ettt e et e et e et eesabe e s tbeesaaeesbaeesseeesseesnsaeenseesnsaensnas 4-13
Transfer By Reason Of Death - §4609(2)(2) ..veoueeiuieiiiieiiee ettt 4-13
Transfer by Gift = §469(J)(6)..vevermearierieieieieet ettt ettt sae e ee e enenes 4-13
Installment Sale - §469(Z)(3) -uerreeruerieriieieie ettt 4-14
Activity No Longer Treated As Passive Activity - §469(£)(1)...coveverieneieieeieeeeeee 4-14
Closely Held To Nonclosely Held Corporation- §469()(2) .....ccvevveevieierieiieienieereeieeveenens 4-14
NONtaXabIe TTANSTET ....evitiitieiieiiiieeeee ettt 4-15
OTFAETING OF LLOSSES ....vvivieiieiiieiieiiesti et ette et e it ebeeeteettesteesbeesseessesseeseesseessesssesseessesssesseesseensenssenses 4-15
Capital LoSS LIMItAtION ....vvevieiiiiiieiieiieiesieseesteeieeteste e eaesaeseeesteesseessesssesseenseensesssensaensenns 4-16
L 4 L1 £ 1 (o LSRR 4-17
Allocation of SUSPENAEd LOSSES.......cveruieiirieiieiieie ettt re e s e sae e ees 4-17
TaxXPAYETS ATTECEA. ..c..euiiiieiiiiei ettt ettt et sttt ettt et eens 4-17
INONCOTPOTALE TAXPAYETS .uvveeueieiurieeiieeniieenite ettt et ettt ettt e b tesb e et e e sateesabeebeeebeesabeesabeesaneens 4-17
Regular Closely Held COrporations............ceeerueeriieiertieniieieeiest et et stesiee st ee e st esee e eneeseeenes 4-17
Personal Service COrPOTatiONS. ........eeuiiuiertieieeiiestiete et teteete et et et e st esbeeteeneeseeenseeneesneesaeeneesne 4-17
D3 511115 o)« USSP SRPRUSRPSRTONt 4-17
Real Estate ProfeSSionals..........cccoieiiiiieiiiiese ettt 4-18
AACHIVIEIES. ¢ttt ettt ettt ettt a et a et et et e bt e bt e bt bt eh e eb e e mtea e et en s e b et e ke bt ebeebeeaeebeeneeneeneeneententens 4-18
Facts & CircumStanCes TSt .....c..eueruiriirieriieieieeieet ettt sttt ettt e e 4-19
RELEVANE FACOTS ...ttt ettt sttt et ne 4-19
RENEAL ACLIVILIES ..ottt ettt ettt ettt sttt b e sttt et e e eaenee 4-20
Limited Partnership ACHVILIES .....ccuveveiieriiiieiie ettt ete st et aaesseenbeessessaeseensessnens 4-20
Partnership & S Corporation ACHIVILIES .......cevevereierieriereierie ettt eie et eeesee e ereseeesseennenes 4-21
LO10) 11 13 157 1 o) OSSP 4-21
L4 (011 1 =PSRRI 4-21
Partial DiSPOSITIONS. ... .eeueeuieriieiteete ettt te et ettt et e et e et et e enteese et e enseentesseesseeseeneesneenneeneenns 4-22
Alternative MInimum TaX = §55. . uii ittt et e s e et e e staeesteeesaeeaseesabaessseessseesnennes 4-24
L0103 v410] 117215 (o) s NSO OO PRRURSRPSRRTNt 4-24
Tentative MInImMUM TaX......coiiiiiiiiieie e ettt e e e 4-25
AMT Exemption Amount = §55(d)...c..ccierrieiinieiieiiiieieeieeteste et ere e ese e eaesene e 4-25

XX




AMT Exemption Phas@ouL.........cocoiiiiiiiiiiiiieeeeeee et 4-26

Regular Tax Deduction = §55(C) ..uecviiiiiieriieiieieitieieeiesre et ere st e e esresresteesbeseaesaeeseesaesaeesaeesneees 4-26
Tax Preferences & AdJUSTMENLS .......coccvieiiiieriietieeeeteere ettt et et seesbeesseseaesaeeseessesreesaeesseens 4-26
Preferences & Adjustments for All TAXPAYETS ......ccvvevirieriierieiieriieee et eteseee e eeeseeesseesnens 4-27
Preferences & Adjustments for Noncorporate Taxpayers Only............ccocvevvieveenienieecieneennenns 4-27
Preferences & Adjustments for Corporations Only Prior to 2018 .........c.ccceevvevieniereicieneeieeene 4-27
AJUSIMENTS = §56 ..ottt ettt ettt ettt et e et et e e st e esaeesa e seensesnaesraeneeneennenns 4-27
[temized DEAUCHIONS .......eoiuieiieiieiieieeie ettt ettt ettt et ete e s eeesseeaesneesseeseensesneenseensenns 4-28

A (T e T B q o 4 1< RS SPS 4-28
TAXES .eveeeietieeeetiee ettt e ettt e e ettt e e ettt e e s staeeeetate e e saaeeenaee e e nbeeeentaee e nbaeeantaeeennsaeeeannneeeasraeeannns 4-28

51 () PRSPPI 4-28
DIEPTECIATION. ...ttt ettt ettt ettt et e bt et e ee e s et e s bt e et eeeesaee et enteeaeesaeenteeneeeneeneeens 4-29
Alternative Depreciation System (ADS) ....cccooiiiiiiiiiieieeee e 4-29

ADS RECOVETY PEIIOAS ... ccuviiiiiiieiiciie ettt ettt ettt ve et be b e essesaneneas 4-29
Asset Placed in Service After 1998 ......co.ooiiiiiiiiiiiee e 4-30
Mining Exploration and Development COStS..........cievverieriieciieieniieieeeeseesieeseeeeeseesseesessnens 4-31
BaSTS .ttt et b e bbbt b e eb ettt et et 4-31
ELECHIOMN. ...ttt ettt st b e sb ettt eb et 4-31
LONG-TEIM CONIIACES. ...ccuieeiieiiieeiierittertt ettt erte ettt st e st e it e sibeebeesbeesabeesabeesaneesaseenaneenne 4-31
Home Construction CONLIACES ..........cceeieieieierieieniinienenteetesie ettt eieeseeeseteseeens 4-32
Pollution Control FACIIITIES .........cccviiiiiieiieeiieeiee ettt ettt steeeteeeve e e v e e veesaaeeseveesaneenns 4-32
INStAlIMENE SALES ... .eiiiiiiiitiieiie ettt et e et e et e s beeteeesaeebeeebeessseessbeensnaenns 4-32
Circulation EXPenditures ..........coceeiieiiiieiieieee ettt et et e eeneeneeens 4-32
INCentive STOCK OPLIONS.......ieuiiieiieieiieie ettt sttt ettt sttt et sae et e e eneenaeens 4-32
Credit for Prior Year Minimum Tax & ISOS.....c.ccooiiiiiiiniiiieieeeeeeeeee e 4-33
Research & Experimental EXPenditures ..........c.covevviiieiiieiieieieeie et ve e sve e ns 4-33
PasSIVe FaIM LOSSES . .c..eiuieuieiieiieieiee ettt sttt ettt ettt nee 4-33
DIETINITION L.ttt ettt ettt b e st b e bbbt e st es e eneen et et et eneens 4-34

L0SS DISAIIOWANCE. .....c.veviiieiieiieieieste sttt ettt sttt st eb et ebt ettt et e e naen 4-34
ATLOCALION ...ttt et ettt be s bbbt sbe bt ebe bt e bt et ease e eneen 4-34

Same ACtiVILY SUSPEINSION .....eeiuieriieiieieriieteeteetestteteete st eaeeeesseeseesseesaesseenseessesssenseensenns 4-34
PasSIVE ACHIVILY LOSSES ..eouveruieiieiieiieiiesit et et e ette st et et e stte st eteesaeseeesseeseensesneesseenseensessnenseans 4-35
Corporate Business Untaxed Reported Profits (Pre-1990) .......c.coceeveviverinenienenincncncncnene 4-36
Corporate ACE Adjustment (1990 t0 2018) ...cc.eouieiririiieieieieicieieeneeneese e 4-37
Adjusted Current Earnings Regulations............coooiiiirieiieiineieeeee e 4-38
TaX PreferenCes = §57 . uvi ittt ettt et e e st e et e e s abeestaeetaeenseeenbaeesbeessseenseeenns 4-40
DIEPIELION ...ttt ettt et h e bt b e ettt sae ettt et e nae et eae 4-40
Intangible DIIIIING COSLS.......oiiiiiiiitieieeie ettt sttt be et se et eseess et eneesesseneenes 4-41
EXCESS DITIING COSES ..ouvvivieiieiieiiciieciieie ettt sttt te et e e v esseeaseete e seesseessesssessaesseessenenas 4-41
Accelerated DePIECIatiON........cc.ievuiiieriieriieiieeesteeieereeeesteeteebessaeseeesseesaeeseesseesseessesssesseessenns 4-41
REAL PLOPEILY ...veeviieiieeiiecieeie ettt ettt et sttt e e st e steesbeesseesaessaessessseesaesseessesssenneas 4-41
Personal PIOPEILY .....ocveiiiiiiiieiiecieeie ettt ettt et ete e e esseesaessaebaessessnensees 4-42
Private Activity Bond INTEIESt .........c.oeciirieiieiieieiieieeeest e ae e 4-42
Alternative Tax NOL Deduction ..........cocevireriiiniiiiieieicenctee sttt 4-42
Carrybacks & CAITYOVEIS ...ouvevieiieieiiesiiesieeteeteseeesteetesetesseeseenseeseesseenseensesnsenseenseensensnensenns 4-42
Alternative Minimum Foreign Tax Credit.........oooiiiriineninneeeeceeeeetereeeseeie e 4-43
Foreign Tax Credit Carryback or CarTyOVET .........cccuveieriieriieieeiesieeieeeesitesieeeeeeeeseeie e sneens 4-43
Tentative MInImMUM TaX......ooieiiiiiieiee ettt ettt se e te e sneesae e eee 4-43
MiINIMUIM TAX CIEAIE .ttt ettt ettt et e sttt et e e bt e bt et e e et e e be e teenteeneesbeeneeas 4-43
Regular Income Tax ReAUCEd .........ooueiiiiiiiiiieiecee e e 4-44
Carryforward OF CIEdit........cciiiiiiiiiiciieieeeete ettt e aeste e re b e saaesraesaeesaeenneeeas 4-44

xx1




(013515 G O3 ¢=1¢ 111N 4-44

COMPIIANCE ...ttt ettt ettt e et e et e te et e e st e eteebeesbeess e seesseesseessassesseessesssesssessesssessseseessessnesees 4-47
REPOIting REQUITCIMEILS .......veiviiiieiiieiieitieie e cee st eteete e testeesteesaeestesteebeesseesaesseesseesseessesseessesssanssesens 4-47
Real Estate Transactions [FOrm = 1099S]......ccoviiiiiiiiieiieieeieieeie et 4-47
Independent CONIACLOTS. .........ccuieieeietieteeieeteesteeteeteseesbeebeesseseaesseeseessesssesseesseensesssesseensesssenses 4-48

Cash Reporting [FOrm 83007 .......cc.eeciirieriieiieieeierieie et steste et saesee e esaesnaeseeesseensessaesneesseenseses 4-50
EXCOPLIONS ...evviiieiiiesieeie ettt ettt et et e et e et e st e et e esbessaesseenseessesseesseanseensesnsenseenseensenseensenns 4-51
Recipient’s KNOWICAEE. ......couveiiiiiiieiiee ettt sttt e s nse e 4-52

Cash Reporting RUIES = ATOITIEYS ...c.eeveruiruirieiiieienieieniestenie ettt ettt aesae e nes 4-52

Sale of Certain Partnership Interests (FOrm 8308) .......c.ooouieiiriiiieieieeeeeeeee e 4-52

Tax Shelter Registration Number [FOrm 82717 .....cccoiiiiiiiiiieieeeeeee e 4-52

Asset Acquisition Statement [FOrm 8594 ..o 4-53
Accuracy-Related Penalties.........coiiuiiiiiiiiiiieeee ettt 4-55
INEGLIZEIICE ...ttt h ettt e a e e b et en e ea e s bt e b e embeesbesetesbeenbeentesaeeneee 4-55
Substantial Understatement of INCOME TaX.......ccererieieiiiieiereeserese e e 4-55

Penalty on Carryover Year RETUIM.........ccvvciiiiiiieiicie ettt sraens 4-56
Substantial Valuation OVerstatemMeNtS . ........cceeeeureieieierierieriertesie et ste sttt sie ettt eseesseeenseseneenes 4-56
Substantial Estate & Gift Tax Valuation Understatements..............ecevverieeviesienieesiesienieesieseenens 4-57

FINal REZUIALIONS........ecuiieiiieiieiieie ettt sttt ettt esteeaeesae st e sseesseesseeseeseenseensenssenseensesssenseensens 4-57
Negligence or Disregard 0f RUIES ........ccoeiiiiieiieiieeceeee ettt 4-57
Substantial Understatement Penalty ..........c.cccecueviiriiniinininininincneenceeeeetee e 4-58
AdeqUate DISCIOSULIE.......c.eiiiieiieeieet ettt ettt ettt st e st e e te et e sseesaeenteeneeeseenseentenseeneeens 4-59
Information Reporting & Penalties - §6721 €t @l.......ccoiiiiiiiiiieiiee e 4-59
Corrections Resulting in Reduced Penalties ...........cccoiieiiiiiiiiiiii e 4-60
SMALL BUSINESSES ...ttt sttt ettt ettt ettt ettt et e et e bt emteebe et e e teeneeennesaeenseas 4-60
REASONADIE CAUSE ..ottt ettt sttt et h et a et e st e et e s e st e besbe et e ebeeneenseneenseneans 4-60
Penalty for UnrealiStic POSItION. ........cciiviiiieiicieeie ettt sae et e aeseeesbeesaeereesaeesbeesaesseesseenseans 4-60
Realistic Possibility Standard .............cccocveriieiiiiieiiiie ettt raera s 4-61
AdEQUALE DISCIOSUIE......eevieiieiieiiietieie et steste ettt et e ste et e et e steesseesbeessesseesseesseessesssessaessesseessesssesseensens 4-62
FOTM 8275-R .ttt et ettt st b e bbbt bt ettt eb e ebt et et ennens 4-62
Statute of Limitations fOr ASSESSIMENLS .....coueruiruiiiiiiieierterie ettt ettt ettt bbbt et es et eanennens 4-62
Three Year AssesSMENt PETIOAS ......cc.oouiriririiiiriiinceeectet ettt 4-62
Six-Year ASSESSMENt PEIIOQ. .........coiiiiiiiiiiecii ettt et e v sbe et e e taeeare e esraeearee s 4-63
NO Statute Of LIMITATIONS. .....eeivieeiieiiiieeieeitieeeteeeeteeeteeebeesbeestaeesteeeseeesbeasseesssesssseessseessseessssesssensenns 4-63
Extension of Statute Of LIMItations .......ccceccvieiiiieiiieiiieiieeeieeeieesteesieeesteeesaeesereesaeessaeessaeesseessseesseeenns 4-63
EXamination Of RETUITIS........cc.ooiiiiiieeee ettt s se et et eae ettt eeaeesaeeneeene 4-63
How Returns Are SIECte. ... ...oouiiuiiiieii ittt sttt be e 4-63
Arranging the EXamINation........cocooiiiiiiiiiiiiee ettt ettt st sbeeae s 4-63
THANSTETS ..ottt et b e b et sbte bt bt e ae s 4-64
REPIESENIATION .....vevviiieiieii ettt ettt ettt et teesbeesbeeteesteesbeesseessesseesseessesseesseesaeessesseesens 4-64
RECOTAINES ....eovtieeiieiieiieie ettt ettt et ettt et e b e e te e e ta et e esbeessesseesbeesseessessaesseensesssesseensessnesses 4-64

Repeat EXAMINAtIONS ......cc.eeiiriieiieieeiiesiieteeteste st eteetesaesteesaeesaesseesseesseesseeseesseenseesseessenseensesssenseensens 4-64
Changes t0 RETUITI .....cc.eeiiiiiiieieii ettt ettt ettt et et et e esbeseaesseesseessessaesseansessseassesseanseensenns 4-64
Appealing EXxamination FINAINGS .......c.cccevuiiiiiiieiieiiee ettt snae e senenneas 4-65
APPELALS OFFICE. ...ttt ettt sttt sttt ettt ettt neen 4-65
APPEALS 0 the COUIES ....eveiieiiiiieieieteereet ettt ettt sttt st sttt et eae oo eennennens 4-65

COUIt DIECISIONS ...evieiiieiiieiieeiie et e bt e steestteestteebeesbeesaseessbaeseeesssaanseessseassseesssenseeensesenseensss 4-66
Recovering Litigation EXPENSES ........cecuieuiriiiieieiieitieieeie ettt sttt naens 4-66

Other REMEAIES .....oueeiiiii ittt ettt sttt e e et a e bt ettt eeaeenaeeneeeaeenteeneeens 4-66
Claims fOr REfUN .......ooiiiiiie e ettt e e 4-66
Cancellation Of PENAtIEs .........ccueieiiiiiiiie ettt nee 4-66

xxii




RedUCHION OF INTETEST ...t e e e et e e e e s eeaaaeeeeessenaareeeeas 4-66

Learning Objectives

After reading Chapter 1, participants will be able to:
1. Identify federal revenue tax sources citing the definitive role of gross in-
come and, determine a client’s tax liability using current rates, tables, ex-
emptions, and statutory amounts, and their withholding and/or estimated
tax responsibility.
2. Specify the various filing statuses and their filing requirements recogniz-
ing the advantages and disadvantages of each.
3. Determine what constitutes gross income under §61 stating the tax
treatment of compensation, fringe benefits, rental income, Social Security
benefits, alimony, prizes, and awards, identify dividend and distribution
types and their tax differences, and specify how debt discharge can result in
taxable income.

4. Identify the mechanics of income exclusions such as education-related
exclusions, gift and inheritance exclusions, insurance, personal injury
awards, interest on state and local obligations, and the foreign earned in-
come exclusion.

5. Recognize income tax deductions and their use to reduce tax liability by:
a. Identifying personal, spousal and dependency exemptions and report-
ing requirements including pre-2005 dependency rules;

b. Specifying the deductibility of §163 interest categories, §162 educa-
tional expenses, pre-2018 §217 moving expenses, pre-2018 §165 casual-
ty & theft losses, and §164 taxes stating their proper reporting and sub-
stantiation;

¢. Determining variables that impact the deductibility of charitable con-
tributions, and identifying qualified organizations, permissible contribu-
tions contribution limitations, their tax treatment, and substantiation re-
quirements;

d. Identifying the deductibility of medical care expenses including medi-
cal insurance, meals and lodging, transportation, home improvements
and lifetime care payments recognizing the impact of Medicare;

e. Specifying deductions that are subject to the pre-2018 2% of AGI
limitation, deductions not subject to the 2% limit, and nondeductible ex-
penses.

6. Determine distinctions among several types of tax credits identifying the

eligibility requirements and citing changes created by recent tax legislation

to individual tax returns.
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