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Accumulated adjustments account
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refundable credit ... 8
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money laundering ... 281
Bankruptcy ... 512-513
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embezzlement ... 522
limitations ... 38
CCA
200117003 ... 181
200325002 ... 504
200524001 ... 353
200646014 ... 533
200650014 ... 398
Cellulosic biomass ethanol
property ... 486
Charitable contribution ... 571, 574—
575
conservation easement ... 571
IRA distribution. See Individual
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rejected ... 275
retained refunds ... 271
share expenses ... 274
unassessed liabilities ... 270
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(OPA) ... 260
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agreement (PPIA) ... 260
process ... 258
Combat pay ... 482
EIC ... 481
Commodity futures options ... 112
Commodity transactions ... 90
Company vehicle ... 544
Completed contract method ... 393
Computer software
IRC 8179 ... 495
Condemnation
like-kind exchange ... 131
Conservation easement ... 571
charitable contributions ... 571
like-kind exchange ... 131
Conservation reserve program (CRP).
See Farm payments
Conservation security program ... 503
Construction
allowance
leasehold improvements ... 388
tax treatment ... 386
completed contract method ... 393
percentage-of-completion ... 394
Controlled group
accrued liabilities ... 395
Corporation
dividends
zero tax rate planning ... 89
liquidating distributions ... 398
S election ... 523
Corpus ... 205
Cost basis
mutual funds ... 94
Credits
alternative incremental
research ... 483
child
noncustodial parent ... 534
child tax
religious sects ... 343
earned income ... 524
diligence test ... 60
limitations ... 34
religious sects ... 337
temporary absence ... 524
enhanced oil recover ... 182
general business
mining ... 485
GO Zone ... 493
hybrid vehicle ... 525
low income housing ... 171
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passive activity ... 171
qualified research expenses ... 483
research ... 483
work opportunity ... 491
Currency options ... 112

Day trader ... 81

Death. See Decedent

Debt
open account ... 406

Debt options ... 112

Decedent
assets not part of estate ... 193
elections on behalf of ... 197
estate and trust return ... 190
filing status ... 189

gift tax ... 191
inherited property
basis ... 202

holding period ... 204
installment sale proceeds ... 199
life insurance proceeds ... 201
medical bills ... 190
MSAs and HSAs ... 201
reporting Schedule K-1

income ... 200
returns ... 189
final Form 1040 ... 189
Roth IRA distributions after
death ... 197
sale of former residence ... 203
suspended losses ... 202
Deductions
8179 ... 174, 176, 391, 508
limitations ... 38

limits ... 487
8199 ... 178, 486
alimony ... 528

business expenses
inventory ... 518
charitable contribution
trusts ... 209
charitable contributions
passthrough entities ... 177
depletion ... 182
domestic production
activities ... 178, 486
health plans ... 529
health savings account
(HSA) ... 527
HSA contributions ... 529
lodging ... 531
medical insurance costs ... 353

office in home ... 356
payroll taxes ... 530
prepaid postage ... 530
prepayment for future
services ... 374
worthless partnership
interest ... 528
Deductions in respect of a decedent
(DRD) ... 201
items not included ... 202
Defined benefit plans ... 219, 238

USERRA ... 245
Defined contribution plans ... 219
USERRA ... 245

Delinquent payroll taxes ... 554
Demutualization ... 547
Dependency ... 532
Dependency exemption ... 532
noncustodial parent ... 534
religious sects ... 337
Dependent care assistance programs.
See Fringe benefits
Depletion deductions ... 45, 47
Depreciable tangible personal property
like-kind exchange ... 127
Depreciation ... 507, 509
accounting method change ... 324
bonus
qualified cellulosic biomass
ethanol property ... 486
changes not requiring Form
3115 ... 324
changes requiring Form
3115 ... 324
farming ... 508
immediate expensing ... 389
aggregate approach ... 391
heating and air
conditioning ... 390
income limitation ... 391
lodging ... 389
like-kind exchange ... 135
other than passenger

vehicles ... 136
passenger vehicles ... 138
recapture
81245 ... 382
81250 ... 382

81250 property ... 141
like-kind exchange ... 140
recovery periods ... 505
relinquished vehicle ... 138
replacement vehicle ... 138
vehicles ... 509
Disability benefits. See Social security

Disposition
8179 property ... 176
Distributable net income (DNI)
defined ... 205
Distributions
accumulated adjustments account

(AAA) ... 362
IRA
10% penalty ... 584
noncash

S corporation ... 365
partnership
hot assets ... 382
S corporation ... 362-363, 367,
382
S corporation with AEP ... 362
Dividends
income in respect of a decedent

(IRD) ... 198
S corporation ... 367
Divorce ... 532

Early deduction benefit ... 530
Earned income credit (EIC) ... 482,
524
2007 limitation ... 34
diligence test ... 60
Earnings and profits (E&P) ... 358,
493
Economic Growth and Tax Relief
Reconciliation Act of 2001
(EGTRRA) ... 119
Educational assistance programs. See
Fringe benefits
Electing small business trusts
(ESBT) ... 493
Elections
8179 ... 495, 508
8179 expense ... 174

8454 ... 197
8754 ... 172, 383
§83(b) ... 506

check-the-box ... 413
grouping rental activities ... 377
mark-to-market ... 83-84
QSUB ... 383, 493
revoke or change ... 495
S corporation
bypass AAA ... 367
deemed dividend ... 368
S corporation distributions ... 367
Electronic filing ... 552
electronic PIN ... 553
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Electronic payment options ... 565
Employee business expenses ... 572
Employee stock ownership plan
(ESOP) ... 113, 219
Employee stock purchase plan
(ESPP) ... 482
Employer Support of the Guard and
Reserve (ESGR) ... 245
Employment taxes ... 433
agent appointment ... 561
expense allowance
payments ... 378
farm income averaging ... 433
installment agreement ... 554
S corporation ... 350
student exception ... 538
trust fund penalty ... 412
Energy efficient commercial
buildings ... 482
Energy Policy Act of 2005 ... 525
Engagement letter
contents ... 72
negative ... 73
E-Postcard ... 276
Equitable relief ... 551
Equity options ... 106
Erroneous claims ... 494
ESOP
Form 1099-R reporting ... 116
lump-sum distribution ... 114
Estate
business interest valuation for
minority interest ... 204
deductible expenses ... 201
deductions in respect of a decedent
(DRD) ... 201
example ... 217
final return ... 190
funeral expenses ... 539
income distribution deduction
(IDD) ... 190-191
income in respect of a decedent
(IRD) ... 194
loss reporting ... 191
medical bills ... 193
net operating loss (NOL) ... 191
pass-through entity
valuation ... 204
property valuation ... 202
returns ... 190
tax brackets ... 191
tax reporting ... 192

Ethical dilemmas ... 65-68, 74-79
Ethics
Circular 230
penalties ... 49
EIC diligence test ... 60
engagement letters
contents ... 72
ethical dilemmas ... 65-68, 74-79
indictments of tax preparers ... 54
licensing tax preparers ... 56
malpractice ... 57
calculation errors ... 61
documentation ... 62
election errors ... 62
engagement letters ... 61
inaccurate advice ... 60
late tax filing ... 61
phantom tax returns ... 62
referrals ... 63
risk management ... 63
OPR
allegation letters ... 69
appeals of sanctions ... 71
disciplinary proceedings ... 70
pre-litigation procedures ... 70
referrals ... 68
settlement negotiations ... 69
preparer penalities ... 59
reporting tax fraud ... 51
Whistleblower Office ... 51
willful and reckless conduct ... 59
Exchange accommaodation titleholder
(EAT) ... 148
Expense reimbursements
employment tax ... 378
nonaccountable plan
arrangements ... 378

Farm Bill
2002 ... 415
2007 ... 415

Farm income averaging ... 431, 503
amended return ... 433
AMT ... 433
capital gain ... 434
elected farm income (EFI) ... 432
employment tax ... 433
filing status ... 434
kiddie tax ... 433
ordinary income ... 434

Farm program payments ... 415
active engagement test ... 420, 422
AGI limitation ... 416
business planning

implications ... 423
combination rules ... 418
conservation reserve program

(CRP) ... 428, 504

court rulings ... 429
SE tax ... 428
contributions of labor and

management ... 421
contributions of land, capital or

equipment ... 421
corporation rules ... 423
definition of a person ... 416
entity eligibility ... 416
family operations ... 422
Form 1099 ... 431
limited partnership rules ... 423
partnership rules ... 421
rules for trusts ... 417
scheme or device rule ... 425
separate and distinct

requirement ... 417
significant contributions ... 421
spouses ... 419
substantive change rule ... 424
tenant rules ... 422
three-entity rule ... 424

FICA. See Employment taxes

Fiduciary
defined ... 205

Fiduciary responsibility
defined ... 205

Filing requirements
Form 1099

farm program payments ... 431

Filing status
farm income averaging ... 434

First-time homebuyers ... 482

Fix and flip transactions
like-kind exchange ... 131

Flexible spending arrangement (FSA)
transfers to HSA ... 21

Flexible spending arrangements

(FSA) ... 247

Formation
entity ... 379
gainorloss ... 379
recapture ... 379

Fraud

Estate tax tax planning ... 433 reporting ... 51

bond ... 565 Farm operations ... 508 Fringe benefits ... 297

deposit ... 568 2% shareholder ... 352, 426
618 2007 Index

Copyrighted by the Board of Trustees of the University of lllinois.
This information was correct when originally published. It has not been updated for any subsequent law changes.



2007 Workbook

2007 developments ... 426
business entertainment
associated test ... 302
directly related test ... 302
business premise defined ... 301
cafeteria plans ... 303
nondiscrimination rules ... 304
types of benefits covered ... 304
company vehicles ... 307, 544
deductibility according to entity
type ... 310-312
dependent care assistance
programs ... 305
requirements ... 305
educational assistance
programs ... 304
health insurance ... 299, 425
health reimbursement arrangements

(HRA) ... 298
health savings accounts
(HSA) ... 299

job-related moving
expenses ... 307
minimum distance
requirements ... 308
minimum employment

period ... 307
timing requirement ... 307
lodging ... 301

meal reimbursements
accountable plan rules ... 302
meals and lodging ... 300
medical reimbursement
plans ... 297, 425
classification test ... 298
nondiscriminatin rules ... 298
percentage test ... 298
qualified transportation ... 308
commuter highway
vehicle ... 309
qualified parking ... 309
transit passes ... 309
qualified tuition reduction ... 300
S corporation ... 352
employment taxes ... 355
health savings accounts
(HSA) ... 354
meals and lodging ... 355
parking and transit ... 355
tax-exempt ... 297
transit passes ... 542
working condition benefit ... 306
Frivolous tax returns
penalties ... 485

FSA. See Flexible spending
arrangement (FSA)
Funeral expenses ... 193
FUTA. See Employment taxes
Future services
economic performance ... 374
prepayments
accounting method ... 374
Futures contracts ... 90

Gambling
business expenses ... 516
trade or business ... 518
Gas and oil well
percentage depletion ... 486
Gift tax
decedent ... 192
exclusion ... 37
limitations ... 37
Gifting
zero tax rate planning ... 89
GO Zones. See Gulf Opportunity
Zones
Grain cooperatives ... 181
Grantor
defined ... 205
Grantor trusts ... 207
reporting income ... 208
Gross income
discrimination settlement ... 549
law suit settlement ... 544
property rebate program ... 545
stock options ... 546, 548
therapeutic work program ... 547
Gulf Opportunity Zone Act of
2005 ... 532, 559
Gulf Opportunity Zones (GO
Zones) ... 493, 495
bonus depreciation ... 482

HDHP. See High deductible health
plan

Health flexible spending arrangements
(health FSAS) ... 527

Health insurance. See also Fringe
benefits

Health Opportunity Patient
Empowerment Act of
2006 ... 527

Health reimbursement arrangements
(HRA) ... 527
rollovers to HSA ... 299
See also Fringe benefits
Health savings accounts (HSA) ... 15,
248, 529
2007 and 2007 amounts ... 520
changes
TRHCA of 2006 ... 20
contribution limitations ... 16
deductible contributions ... 20
guidance ... 529
nondiscrimination rules ... 22
rollovers to ... 527
S corporation ... 354
transfers from HRA or FSA ... 21
transfers from IRA ... 21
See also Fringe benefits
High deductible health plans
(HDHP) ... 248, 529
deductible contributions ... 20
inflation adjustments ... 16
Home equity
reverse mortgage ... 470
Home-sale exclusion ... 437, 485
Hospitals
tax-exempt status ... 555
Hot assets ... 382
HR 5441 ... 572
HRA. See Health reimbursement
arrangements (HRA)
HSA. See Health savings accounts
(HSA)
Hurricanes
victims relief ... 557

Immediate expensing
income limitation ... 391

Imported prescription drugs ... 572
Imputed interest ... 383

computing ... 385
Incentive stock option (ISO) ... 219,

244, 482
alternative minimum tax
(AMT) ... 506

Income

nonpassive ... 376

rental

nonpassive ... 376
recharacterization ... 376
self-rental rule ... 376
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Income distribution deduction
(IDD) ... 183,191
defined ... 205
reporting ... 208
Income in respect of a decedent
(IRD) ... 194
common items ... 194
correcting Form 1099 ... 198
crop shares ... 201
employer reporting ... 195
incomplete sales ... 200

installment sales proceeds ... 195

interest and dividends ... 198
IRAs ... 195
pass-through income ... 200
Income taxation
state issues
mulit-state
apportionment ... 393
nexus ... 392
Incremental research credit ... 483
Independent contractors
versus employees ... 536
Individual retirement arrangement
(IRA) ... 228
aggregate balances ... 241
contribution limits ... 231
eligibility ... 228
qualified charitable distribution
(QCD) ... 479
strategies to maximize
benefits ... 480
tax reporting ... 480
taxability ... 479
who benefits ... 479
required minimum distribution
(RMD) ... 241
Roth ... 197
transfers to HSA ... 21
Innocent spouse ... 550
equitable relief ... 551
Installment agreement. See
Collections
Installment sale
benefit ... 436
disposition of installment
obligation ... 437
electing out ... 436
farm ... 436
farm residence ... 437
personal residence
calculating gain ... 439
reporting ... 437
sale price allocation ... 436
unstated interest ... 436

2007 Workbook

Insurance
group health plans
parity requirements ... 482
qualified long-term care (LTC)
taxability of payments ... 477

reinvested dividends ... 94
REMIC ... 95
speculating ... 91
sale of ESOPs ... 113
speculative commodity reporting

Intelligence community ... 485 errors ... 90
Interest trader
income in respect of a decedent court cases ... 82, 84
(IRD) ... 198 definition ... 81
reporting IRS forms to use ... 86
state and local tax-exempt mark-to-market election ... 83
bonds ... 557 substantial, continuous and

Interest abatement ... 555
Interest expense
mortgage insurance
premium ... 484
Internal Revenue Manual ... 271-274
Interrelated activities ... 579
Investment advice ... 541
Investment income

regular test ... 82
traders ... 81
traders vs. investors ... 81
wash sale rules ... 83
IRA. See Individual retirement
arrangement (IRA)
IRD. See Income in respect of a
decedent (IRD)

Investment property

controlled entity ... 380
like-kind exchange ... 132
sale ... 380

Investments

capital gains
zero tax rate ... 87
common reporting errors ... 90
ESOP
lump-sum distributions ... 114
hedging ... 91
investment interest rule ... 83
investor initiated lawsuit
settlements ... 97
municipal bonds ... 93
puts and calls ... 106
buyers ... 106
definitions ... 106
equity options ... 106
holder (buyer) ... 106
nonequity options ... 112
sellers ... 110
writer (seller) ... 106
qualified dividends
zero tax rate ... 86
reporting charitable remainder trust
income ... 100
reporting errors
accrued interest ... 92
redemption of tax-exempt
bond ... 93

election ... 25 IRS

Investment interest bad checks ... 494
definition ... 24 Commissioner's Advisory Group
expense ... 23 (CAQG) ... 279

Financial Crimes Enforcement
Network (FinCEN) ... 280
Information Reporting Program
Advisory Committee
(IRPAC) ... 279
Internal Revenue Service Advisory
Counsel (IRSAC) ... 279
levies ... 494
money service business (MSB)
anti-money laundering
compliance
program ... 287
civil penalties ... 295
compliance reviews ... 281
criminal penalties ... 295
FinCEN Form 103, Currency
Transaction Report by
Casino ... 292
FinCEN Form 104, Currency
Transaction
Report ... 287
FinCEN Form 109, Suspicious
Activity Report, ... 288
Form 8300, Report of Cash
Payments Over $10,000
Received in a Trade or
Business ... 292, 295
Letter 1112, Title 31 Violation
Notification ... 282
registration as MSB ... 287

620 2007 Index

Copyrighted by the Board of Trustees of the University of lllinois.
This information was correct when originally published. It has not been updated for any subsequent law changes.



2007 Workbook

money service businesses
(MSB) ... 281
office of audit (OA) ... 277
office of investigation (Ol) ... 278
penalties
erroneous claim for
refund ... 494
penalties for bad checks ... 494
reporting misconduct ... 278
Treasury Inspector General for Tax
Administration
(TIGTA) ... 277
IRS collections. See Collections
IRS transparency
taxpayer advocate report ... 256
Itemized deductions
Canadian prescription drugs ... 572
charitable contributions ... 574
employee business expense ... 572
medical expenses ... 574
residency agreement ... 570

I

Jobs and Growth Tax Relief
Reconciliation Act of
2003 ... 23, 367
Joint tenancy
like-kind exchange ... 134
Joint ventures
husbhand and wife
partnerships ... 491

Kiddie tax ... 433, 494

I

Large and mid-size business (LMSB)
directive ... 394
Leasehold improvements ... 482
construction allowance ... 388
Lessee
construction allowance ... 386
Lessor
construction allowance ... 386
Liabilities
nonrecourse ... 399
recourse ... 399
Lien ... 257
complex issues ... 257
discharge ... 257
inquiries ... 257

offer in compromise (OIC) ... 271
release from ... 257
secondary to another lien ... 257
Life annuity
8412(i) retirement plans ... 234
Life estate ... 210
remainder interest value ... 211
Like-kind exchange
81245 property ... 140
81250 property ... 140
basis ... 135
allocation ... 122
multiple asset exchanges ... 151
boot ... 122, 142
avoiding ... 144
common sources ... 143
offset rules ... 144
seller financing ... 153
capital gain vs equity ... 121
condemnation ... 131
conservation easements ... 131
co-ownership ... 133
dealer properties ... 131
delayed exchange ... 145
180-day rule ... 146
200% rule ... 145
3-property rule ... 145
45-day rule ... 145
95% rule ... 145
contract language ... 147
property identification
rules ... 145
timing restrictions ... 145
written agreement ... 146
depreciation
basis allocation ... 122
deferred exchanges ... 139
passenger vehicles ... 138
recapture ... 140
§1250 property ... 141
relinquished vehicle ... 138
replacement vehicle ... 138
rules ... 135
election out ... 136
easements ... 131
exchange requirement ... 125
fix and flip transactions ... 131
held for test ... 133
holding requirement ... 133
improvement exchange ... 149
incidental property ... 153
investment property converted to
personal use ... 132
joint tenancy ... 134
land sold on contract ... 129

like-kind requirement ... 126
personal property and
intangibles ... 127
long-term triple-net lease ... 130
luxury auto limitations ... 138
MACRS property ... 135
multi-party exchange ... 578
multiple asset exchanges ... 150
new construction ... 154
oil, gas and mineral
interests ... 128
overview ... 119
partial interests ... 129
partnership
interest ... 132
tenant-in-common interest in
real estate ... 152
transactions ... 134
personal residence in multiple asset
exchange ... 151
planning pointers ... 124
qualified intermediary (QI) ... 122
function ... 123
restricted parties ... 122
role ... 123
qualified property
requirement ... 126
real property ... 128
refinanced property ... 121
related parties ... 155, 578
related-party exchange
cashing out ... 156
replacement property
adjusted basis ... 121
location ... 120
reporting ... 124
requirements ... 125
reverse exchange ... 148
exchange accommodation
titleholder (EAT) ... 148
qualified exchange
accommodation
arrangement
(QEAA) ... 148
safe harbors ... 126
sale/leaseback ... 152
simultaneous exchange ... 149
Starker ... 145
tenancy-in-common (TIC) ... 134
arrangements ... 130
investment real estate ... 152
timberland ... 128, 578
title vesting ... 149
tenants-in-common ... 149
types ... 145
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unharvested crops ... 129
vacation home ... 154, 577
water rights ... 129
written agreement ... 123, 125
Limestone royalty payments ... 43
Limitation provisions ... 30
Limited liability company (LLC)
liabilities
basis ... 400
new members
refinancing ... 400
Livestock replacement period ... 504
Loans
basis
partnerships ... 160
S corporation ... 162, 165
below market ... 384
calculating basis for Schedule K-1
reporting ... 160
demand ... 384
inputed interest ... 383
nonrecourse ... 160
reverse mortgage ... 470
qualified nonrecourse real property
indebtedness ... 160
recourse ... 160
repayments
S corporation ... 166
term ... 384
Lodging
fringe benefits ... 301
Long-term care (LTC)
insurance
reporting payments ... 478
taxability of payments ... 477
premiums
limitations ... 37
Long-term triple-net lease
like-kind exchange ... 130
Losses
S corporation ordering rules ... 361
Lump-sum distributions ... 113

MACRS property
like-kind exchange ... 135

Malpractice ... 57
calculation errors ... 61
dabbling ... 63
documentation ... 62
election errors ... 62
engagement letters ... 61
inaccurate advice ... 60

late tax filing ... 61
phantom tax returns ... 62
referrals ... 63
risk management ... 63
Mandatory bond ... 565
Manufacturer’s deduction
Puerto Rico wages ... 486
Mark-to-market
election ... 83
Meal and incidental expenses
(M&IE) ... 588
fringe benefits ... 300
Medicaid ... 449
Medical (Archer) savings accounts
(MSA) ... 248, 482
Medical expenses
itemized deductions ... 574
long-term care premiums ... 37
Medical insurance costs

S corporation deductibility ... 353
Medical marijuana

business expenses ... 519
Medical reimbursement plans ... 247,

425
See alsoFringe benefits
self insured ... 396
Medicare ... 247, 449
Mental health benefits ... 482
Method of accounting
completed contract ... 393
Military service personnel
Uniform Services Employment and
Reemployment Act ... 245
Mine safety ... 485
Money laundering ... 281
Money purchase plans ... 237
Money service business (MSB) ... 281
Mortgage
reverse. See reverse mortgage
Moving expenses. See fringe benefits
MSA. See Medical (Archer) savings
account (MSA)

National Taxpayer Advocate ... 255
priorities ... 562

Native American reservation
accelerated depreciation ... 482

Net operating loss (NOL) ... 171

Net unrealized appreciation (NUA)
ESOPs ... 113

New markets tax credit ... 482

Nexus ... 392

Nonaccrual-experience method
(NAE) ... 511
Noncustodial parent ... 534
Nonequity options ... 112
Nonprofit organizations
annual information filing ... 276
e-Postcard ... 276
rental income ... 562
revoking tax-exempt status ... 277
Nonqualified deferred compensation
plans ... 219-220, 582
general rule ... 242
Nonqualified stock options ... 219,
244
North American area ... 531
North American Industrial
Classification System
(NAICS) ... 127
NPRM Reg-149856-03 ... 532

Offer in compromise (OIC). See
Collections
Office in home
S corporation ... 356
Office of Professional Responsibility
(OPR)
director ... 51
allegation letters ... 69
appeals of sactions ... 71
disciplinary proceedings ... 70
pre-litigation procedures ... 70
sanctions ... 70
settlement negotiations ... 69
share information with state
licensing authorities ... 72
fraud reporting ... 51
referrals ... 68
Oil and gas industry ... 182
Oil, gas and mineral interests
like-kind exchange ... 128
Omnibus Budget Reconciliation Act
of 1989 ... 279
Open account debt ... 406
Options ... 106
contracts ... 90
Ordering rule
S corporation basis ... 162
Ordinary income
farm income averaging ... 434
Other adjustments account
(OAA) ... 362
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Parent
noncustodial ... 534
Partnership
8731 nonrecognition rules ... 398
at-risk ... 161
basis ... 160
capital account ... 161
debt relief ... 179
distributions
hot assets ... 382
drop and swap transaction ... 134
fringe benefits deductibility ... 310
husband and wife joint
ventures ... 491
liabilities
basis ... 400
like-kind exchange ... 134
medical reimbursement ... 396
new partners
refinancing ... 400
organization fees ... 179
publicly traded ... 170
specially allocated items ... 171
syndication expenses ... 179
Partnership interest
abandonment ... 528
like-kind exchange ... 132
Passive activity
multiple activities treated as

single ... 580
recharacterization ... 377
rules ... 169

Passive investment income ... 492

bank income ... 369

dividend rules ... 369

planning strategies ... 371

rents ... 370

royalities ... 370

S corporation ... 368

sources ... 369

tax on excess ... 370

tax-exempt interest ... 369
Passive loss rules ... 168-169, 377

exceptions ... 169
Pass-through entity

ownership termination ... 409
Payments

coal royality ... 38

limestone royalty ... 43
Payroll taxes

single member LLC ... 537

See also employment tax

Penalties
bad checks ... 494
Circular 230 ... 49
erroneous claims ... 494
interest abatement ... 555
other ... 59
return preparer ... 568
trust fund ... 412
trust fund recovery ... 513
willful or reckless conduct ... 59
Pension Protection Act of 2006
(PPA) ... 253, 276, 479, 571,
575
Percentage depletion
oil and gas ... 486
Percentage-of-completion

method ... 394
Personal residence
sale

8121 exclusion ... 132
income exclusions ... 485
Personal service corporation (PSC)
accounting firm ... 403
architectural firm ... 402
business valuation firm ... 404
function test ... 401
law firm ... 402
ownership test ... 401
Phantom option plans ... 245
Phaseout provisions ... 30
Postretirement health care ... 219
Prepaid postage ... 530
Preparer fraud ... 563
Preparer penalties ... 568
Previously taxed income (PTI) ... 362,

368
Private Letter Ruling
104-191 ... 353

Professional gambler ... 576
Property settlement

stock options ... 534
Puerto Rico wages ... 486
Puts and calls

buyers ... 106

definitions ... 106

equity options ... 106

expiration
buyer ... 106
seller ... 110

mark-to-market rules ... 112
nonequity options ... 112
sellers ... 110

QDRO. See Qualified domestic
relations orders (QDRO)
QILDRO. See Qualified Illinois
domestic relations order
QMCSO. See Qualified medical child
support orders
Qualified dividend income
zero tax rate planning ... 89
Qualified dividends
zero tax rate ... 86
Qualified domestic relations orders
(QDRO) ... 250
Qualified Illinois domestic relations
order (QILDRO) ... 250
Qualified intermediary (QI) ... 122
function ... 123
restricted parties ... 122
role ... 123
written agreement ... 123
Qualified joint venture ... 491
Qualified medical child support orders
(QMCSO) ... 250
Qualified personal service corporation
(PSC) ... 401
Qualified plans ... 219
distribution rules ... 241
Qualified property
like-kind exchange ... 126
Qualified research expenses ... 483
Qualified subchapter S Subsidiary
(QSub) ... 493
Qualified tuition
reporting requirements ... 564
Qualified tuition reduction. See Fringe
benefits
Qualifying child ... 524

Rabbi trust ... 220
Railroad Retirement Act ... 227
Real estate
fix and flip ... 323
investors vs. dealers ... 323
professional ... 169
Real Estate Mortgage Investment
Conduits (REMIC) ... 95
Real property
like-kind exchange ... 128
transfers ... 541
Reasonable compensation
S corporation ... 349
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Recapture
81245 ... 379, 382
81250 ... 379, 382
Refunds ... 512
Reinvested dividends ... 94
Related parties
coal mining royalities ... 38
definition ... 156
like-kind exchange ... 155
Relation-back doctrine ... 389
Religious sects
child tax credit ... 343
dependency exemption ... 337
earned income credit ... 337
employer issues ... 334
nonqualifying employer ... 337
SE exempt ... 332
REMIC. See Real estate mortgage
investment conduits (REMIC)
Rental activities
grouping ... 377
Rental income
recharacterization ... 376, 378
Repair allowance method
(RAM) ... 318
cost limitations ... 319
eligible property ... 318
ineligible costs ... 319
limitations ... 320
Required minimum distribution
(RMD)
calculation ... 241
IRA
qualified charitable
distribution ... 479
rules ... 241
Research credit ... 483
Reserve method
banks ... 493
Restaurant property ... 482
Restructuring and Reform Act of
1998 ... 277
Retirement ... 219
8412(i) plans ... 234
advantages ... 234
disadvantages ... 235
8457 plans ... 222
deferral limits ... 223
reporting distributions ... 225
civil service retirement system
(CSRS) ... 226
deferred compensation ... 219
defined benefit plan ... 219, 238
defined contribution plans ... 219

employee stock ownership plans

(ESOP) ... 219
federal employees retirement plan
(FERS) ... 226

federal government plans ... 226
government plans ... 226
individual retirement arrangement
(IRA)
aggregate balances ... 241
contribution limits ... 231
contribution worksheet ... 228

eligibility ... 228
individual retirement arrangement
(IRAs) ... 228

Keogh plans ... 240
Medicare ... 247
money purchase plans ... 237
nonqualified deferred
compensation plans ... 220
nonqualified plans ... 219
distribution rules ... 241
general rule ... 242
nonqualified stock options
(NQs) ... 219
plan contributions
COLA adjustments ... 583
qualified incentive stock options
(1S0O) ... 219
qualified plans ... 219
distribution rules ... 241
rabbi trust ... 220
railroad retirement ... 227
required minimum distribution
(RMD)
calculation ... 241
Roth 401(Kk) ... 236
salary reduction arrangement
plans ... 232
SAR-SEP plan ... 232
savings incentive match plan for
employees (SIMPLE) ... 233
share value plans ... 219
SIMPLE plan ... 233
simplified employee pension—
individual retirement
arrangements (SEP-
IRAS) ... 231
small business plans ... 231
Keogh plans ... 240
solo-401(k) plans ... 236
contribution limits ... 236
deferral limitations ... 236
stock appreciation rights
(SARs) ... 219
target benefit plans ... 237
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thrift savings plan (TSP) ... 226

top-hat plans ... 222
Retirement plan limitations ... 583
Return preparer fraud ... 586
Revenue Act of 1978 ... 536
Revenue Reconciliation Act of

1990 ... 353

Reverse mortgage ... 470

benefits ... 476

borrower rights and

responsibilities ... 475

definition ... 470

effect on social security ... 476

fees, costs and payments ... 473

FHA-insured ... 471

home equity ... 470

lender responsibilities ... 475

lender-insured ... 471

loan amounts ... 472

loan repayment ... 474

other alternatives ... 477

payments from ... 473

qualifying for ... 472

risks ... 475
tax issues ... 476
types ... 471

uninsured ... 472
RMD. See Required minimum
distribution (RMD)
Rollovers
IRA
60-day requirement ... 585
Roth 401(k) plans ... 236

S corporation ... 345
2% shareholder
fringe benefits ... 352
accumlated adjustments account
(AAA) ... 362
accumulated earnings and profits
(AEP) ... 360, 362
basis ... 162
guaranteed loans ... 410
open account debt ... 406
ordering rule ... 162
basis adjustments ... 362, 364
1983 t0 1996 ... 360
post 1996 ... 361
capital gain treatment ... 492
cash distributions ... 358
compensation ... 348-349
constructive distributions ... 346
debt forgiveness ... 179
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deductions
medical insurance costs ... 353
deemed dividend election ... 368,
371
distributions ... 362-363, 367, 382
as salary ... 348
earnings and profits ... 358
no AEP ... 360
with AEP ... 362
dividend bypass election ... 371
dividends ... 367
election to bypass AAA ... 367
employment taxes ... 350
family income shifiting ... 347
financial institutions ... 493
fringe benefits ... 352
deductibility ... 311
employment taxes ... 355
meals and lodging ... 355
parking and transit ... 355
health savings accounts
(HSA) ... 354
loan basis ... 165
repayment ... 166
medical fringe benefits ... 353
new legislation ... 492
noncash distributions ... 365
nonpassive investments ... 371
office in home ... 356
officer
compensation ... 348
open account debt ... 406
basis ... 406
ordering rules for losses ... 361
other adjustments account

(OAA) ... 362
passive investment income ... 368,
492

bank income ... 369
dividend rules ... 369
planning strategies ... 371
rents ... 370
royalties ... 370
tax on excess ... 370
tax-exempt interest ... 369
previously taxed income
(PTI) ... 362, 368
property rented to ... 356
reasonable compensation ... 349
rentals between corporation and
shareholder ... 356
self-employment tax ... 351
shareholder
compensation ... 346
excess compensation ... 347

insufficient
compensation ... 347
social security benefits ... 351
stock basis adjustments ... 360
termination
excess passive income ... 370
Sale
business
bad debt ... 388
Sale of personal residence
information reporting ... 559
Sales tax
calculator ... 575
deduction ... 482
Schedule K-1 ... 159, 391
8179 reporting ... 174
at-risk rules ... 168

basis ... 160
basis determination for new
client ... 168

charitable contributions ... 177
credits ... 171

enhanced oil recovery ... 182
entity loans ... 160
errors ... 186
estate ... 168, 183, 190
Form W-2 ... 181

grain cooperative members ... 181

inconsistent treatment ... 187
oil and gas industry ... 182
partnership

capital account ... 161

publicly-traded partnership ... 170

reporting ... 159
gains ... 171
information on Form
1040 ... 171
losses ... 171
SE income ... 180
syndication expenses ... 180
trust ... 168, 183
trust reporting ... 206
SECA. See Employment tax
Section 1244 stock losses ... 165
Section 179 deduction
limitations ... 38
Securities violations ... 97
Self-created musical works ... 482
Self-employment tax
exempt religious sects ... 332
exemption
application ... 332
S corporation ... 351

SEP-IRA. See Simplified employee
pension - individual retirement
arrangement (SEP-IRA)

Signature requirement ... 552

SIMPLE. See Savings incentive match
plan for employees (SIMPLE)

Simplified employee pension -
individual retirement
arrangement (SEP-IRA) ... 231

Single-member LLC
(SMLLC) ... 377, 398, 537

at-risk rules ... 398
employment taxes
trust fund penalty ... 412

Small Business and Work Opportunity
Act of 2007 (SBWOA) ... 369,
441, 487, 568

Small Business Job Protection Act of
1996 ... 364, 369

Small business plans

Keogh plans ... 240
Social security ... 449
benefits
S corporation
shareholder ... 351
coordination with railroad
retirement ... 227
decision to draw benefits ... 457
delaying benefits ... 460
disability benefits ... 456
work credits needed ... 456
drawing benefits
deision factors ... 458
exemp religious sects ... 332
factors affecting benefits ... 450
family business succession ... 453
full retirement age (FRA) ... 457
restructuring business for
benefits ... 453
return on investment ... 450, 452—
453
Social Security Personal Earnings
and Benefit Statement
(PEBES) ... 455
spousal benefits ... 455
taxability ... 461
strategies to lower ... 468
tier | base amounts ... 461
tier 11 base amounts ... 462

Social Security Publication No. 05-
10029 ... 456

Sole proprietor

fringe benefits deductibility ... 310

Solo-401(K) plans ... 236
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Standard Industrial Classification
(SIC) Manual ... 128
Starker exchange ... 145
Stock
capital gains ... 521
Stock appreciation rights
(SAR) ... 219, 245
Stock options ... 534, 548
gross income ... 546, 548
property settlement ... 534
Stock transfer ... 521
Student exception ... 538
Substantial authority ... 497
evaluation of authorities ... 497
nature of analysis ... 498

Tangible personal property
deductibility of
improvements ... 315
expenses to improve value ... 315
expenses to restore property ... 316
repair allowance method
(RAM) ... 316
cost limitations ... 319
cost recovery ... 320
eligible property ... 318
ineligible costs ... 319
repair allowance methods (RAM)
limitations ... 320
repairs
expense vs capitalization ... 312
types ... 313
unit of property rules ... 313
Target benefit plans ... 237
Tax fraud ... 586
dirty dozen ... 587
Tax gap ... 556
taxpayer advocate report ... 256
Tax Increase Prevention and
Reconciliation Act of 2005
(TIPRA) ... 86, 263
Tax preparer
licensing ... 56
Tax Reform Act of 1986 ... 95
Tax Relief and Health Care Act of
2006 (TRHCA) ... 51, 299, 481
minimum tax credit ... 7
Tax-exempt bonds
redemption ... 93
Tax-exempt organizations. See
Nonprofit organizations
Taxpayer Bill of Rights 2 ... 255

Teacher’s classroom expense
deduction ... 482
Tenancy-In-Common (TIC)
arrangements
like-kind exchange ... 130, 134
Theft loss
gems and jewelry ... 522
TIGTA Report No. 2006-30-
158 ... 503
Timberland
like-kind exchange ... 128
Tip credit ... 489

Trader
court cases ... 82
definition ... 81

IRS forms to use ... 86
mark-to-market election ... 83
substantial, continuous and regular
test ... 82
tax advantages and
disadvantages ... 83
Transfers
liabilities ... 381
of assets for stock ... 380
Transit passes ... 542
Travel
away from home status ... 589
standard mileage rates ... 588
Treasury Inspector General for Tax
Administration (TIGTA) ... 277
TRHCA of 2006
HSA changes ... 20
Trust document ... 205
Trust fund recovery penalty ... 513
Trusts ... 205
allocations of income and
expenses ... 209
charitable contribution
deduction ... 209
complex ... 207
created to save taxes ... 213
income distribution deduction
(IDD)
reporting ... 208
irrevocable ... 206
qualified personal residence trust
(QPRT) ... 477
reporting income ... 206
returns ... 190
revocable ... 206
simple ... 207
example ... 214
types ... 206
Tuition deduction ... 482

U.S. Troop Readiness, Veterans’ Care,
Katrina Recovery, and Iraq
Accountability Appropriations
Act of 2007 ... 441

Uniform Services Employment and
Reemployment Act
(USERRA) ... 245

Unlawful discrimination ... 549

Unstated interest

installment sale ... 436

Vehicles
depreciation ... 509

Wages

8199 ... 178
Water rights

like-kind exchange ... 129
Whistleblower

rewards ... 487
Whistleblower Office ... 51

Will ... 205
Work opportunity tax credit
(WOTC) ... 491

designated community
resident ... 441
rural employers ... 441
rural renewal counties ... 441
claiming the credit ... 445
credit amount ... 445
eligibility requirements ... 445
rural renewal county ... 441
Worker classification ... 535
Working Families Tax Relief Act of
2004 ... 532
WOTC. See Work opportunity tax
credit (WOTC)
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