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1040, Schedule H, Household 
Employment Taxes … 29, 
32–33

1040, Schedule R, Credit for the 
Elderly or the 
Disabled … 316

1040, Schedule SE, Self-
Employment Tax ... 412, 
419–420

1041, Schedule B, Income 
Distribution Deduction ... 
195–196

4797, Schedule D, Capital Gains 
and Losses … 83
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401(k) plans. See Retirement plans
403(b) plans. See Retirement plans
457 plans. See Retirement plans
50% bonus depreciation. See 

Depreciation

Accident and health insurance
LLC … 157

Agent or commission drivers … 18
Alimony

pension distributions … 586
Alternative depreciation system 

(ADS) … 251
Alternative minimum tax (AMT). See 

AMT
Amended return

§179 … 257
hurricane casualty loss … 432

American Jobs Creation Act (AJCA) 
of 2004 … 50, 558

AMT
2007 exemption amounts … 316, 

403
2008 exemption amounts … 317
nonrefundable personal 

credits … 404
personal credits allowed … 316
qualified hybrid vehicle … 317
refundable credit … 317

calculation … 318
income limitations … 323
tax planning … 323

statistics … 315
Tax Technical Corrections Act of 

2007 … 405
tax-exempt housing bonds … 429
trust … 180

Anti-abuse regulations … 124, 378
Attribution reduction … 482

amount … 483
basis reduction … 482
carryover credits … 482
minimum tax credit … 482
net captial loss … 482
NOL … 482
passive activity loss or credit 

carryover … 482

Audit
cost segregation study … 275

Bad debt. See Deductions
Bankruptcy

administrative expense … 562
Bankruptcy Abuse Prevention and 

Consumer Protection 
Act … 463

bankruptcy estate … 477
bright line rule … 464
Chapter 7 liquidation … 466

filing petition … 468
initiating … 467
qualifications … 467

Chapter 11 reorganization … 468
creditors’ committee … 469
plan … 469

confirmation and 
modification … 469

Chapter 12 reorganization … 470, 
521–522

creditors’ meeting … 471
eligible debtors … 470
farmers and fishers … 470
filing petition … 471
government claims … 523
plan … 471

confirmation … 472, 521
tax consequences … 521

Chapter 13 reorganization … 472
creditors’ meeting … 473
discharge … 474
eligible debtors … 473
filing petition … 473
plan … 473

confirmation … 474
charitable deductions … 465
credit counseling … 468, 471, 473
credit score impact … 485
debtor

expenses … 465
tax return preparation … 502

charitable 
contributions … 503

medical expenses … 503
nonrefundable credits … 503
pension income … 503
personal tax credits … 503

post-bankruptcy 
return … 503

pre-bankruptcy return … 502
spouse’s net income … 503
tuition and education 

expneses … 503
election to close tax year … 476
income taxation … 475
information collecting

legal counsel … 503
means test … 463
nondischargeable debts … 466
property

abandonment … 477
property definition … 465
S corporation … 495
straight bankruptcy … 466
substantial abuse standard … 463
tax attributes … 477
tax categories … 476
tax refunds … 566
trustee

tax return preparation … 503
types … 466

Bankruptcy Abuse Prevention and 
Consumer Protection Act of 
2005 … 463, 521

Basis
demutalized stock … 572
distributed property … 202
property transferred to trust … 164
recapture effect … 109
rules for gifted property … 191

Behavioral control … 3
instruction … 3
performance evaluation … 5
training … 5
worker identification … 5
worker occupation … 5

Beneficiary
trust … 161, 164

allocating deductions and 
carryovers … 190

death … 205
distributions … 187
DNI calculation … 198
excess deductions … 189
future interest … 164
income … 164, 198
income in respect of a decedent 

(IRD) … 205
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present interest … 164
qualified dividends … 200
remainderman … 164
taxation … 198

Biofuel
qualified cellulosic … 415

Bonds
first-time farmer … 416
tax-exempt housing … 429
veteran’s mortgage … 426

Bonus depreciation. See Depreciation
Built-in gain … 541

LLC … 137
recovery … 137

Business assets
reporting disposition of gains and 

losses … 77
sale or exchange … 77

Business expense
trusts … 180
worker classification … 6

Business plans
small businesses … 398

Business purchase
delinquent payroll tax … 38

Businesses
sideline. See Sideline businesses

Cafeteria plans
LLC … 158

Cancellation of debt income. See Debt
Capital gains

trust … 178
zero tax rate … 331

Capital interest
LLC … 123

Capital loss carryover
trust termination … 188

Carryovers
§179. See Depreciation

Casualty
definition … 86
involuntary conversions … 80

Casualty loss … 569
disaster area claims … 572
hurricanes

amended return … 432
Kansas disaster area … 421
trusts … 190

Casualty or theft
business reporting … 86
investment property … 84

Cattle and horses
§1231 property … 79

Cellulosic biofuel. See Credits
Centralized Authorization File 

(CAF) … 295, 302
Charitable contributions

deductions
trust … 183

distributions … 184
income interests … 184
qualified donee … 183
remainder interests … 184
source

tax-exempt income … 184
trust instrument … 183

Charitable remainder annuity trust 
(CRAT)

farm tax planning … 546
Charitable remainder trust

farm tax planning … 546
Charitable remainder unitrust (CRUT)

farm tax planning … 546
Check-the-box regulations … 139
Circular 230 … 2, 56

disciplinary sanction 
announcements … 636

Class lives. See Depreciation
property

Clergy
rental allowance … 573

Coal
§1231 property … 79
credits … 416

Collections due process
fair hearing … 609

Combat pay … 423
Commodity Credit Corporation (CCC)

payment reporting … 421
Common-law employee … 2
Companion sitters … 2, 20
Complex trust … 162

distribution deduction … 193
Computer software

bonus depreciation … 246
Condemnation

involuntary conversions … 80
Conservation reserve program (CRP)

payments
SECA … 411

Construction workers
tax home … 338
temporary versus indefinite 

assignment … 343
travel expense … 338

Constructive receipt
debt restructuring … 489

Contingent fees
attorney … 604
type of return … 56

Contract of service … 18
Contributions

IRA
excess … 349

CONUS standard meal 
allowance … 344

Copyright … 78
Corporate officer … 2, 16
Corporation

accelerated credit election … 434
constructive distributions … 574
conversion to LLC … 144

Corpus. See Trust
Cost Segregation Audit Techniques 

Guide … 274–275
Cost segregation. See Depreciation
Cost-sharing payments

recapture … 99
Coverdell education savings account 

(ESA) … 236–237
military death benefit … 425

Credit counseling
bankruptcy … 468, 471, 473

Credit reports … 75
Credits

agricultural chemical 
security … 416

alcohol fuel … 415
alternative motor vehicle … 581
AMT

offset … 316
refundable … 317

cellulosic biofuel … 414
child … 583–584, 587

divorced parents … 585
coal and gasification … 416
earned income … 583
EIC

adopted child … 304
age test … 303
child who was born or 

died … 304
common errors … 303
compliance audits … 306
disabled test … 303
due diligence 

requirements … 303, 305
filing status … 305
foster child … 304
kidnapped child … 304

C

670 2008 Index
Copyrighted by the Board of Trustees of the University of Illinois. 

is information was correct when originally published. It has not been updated for any subsequent law changes. 



2008 Workbook

This in
knowledge requirement … 305
married child … 305
military personnel

combat pay … 423
extended active duty … 304

preparer penalty … 306
reducing errors … 303
relationship test … 304
residency test … 304

military personnel … 304
student test … 303
temporary absence … 304

employee retention
Kansas disaster area … 421

ethanol … 415
first-time home buyers … 428

MAGI phaseout … 428
qualifying … 428

forestry conservation bonds … 413
Hope … 587

eligible student … 208
features … 207

Hope and lifetime learning
calculation … 211
comparison … 209
coordination

between credits … 213
with tuition and fees 

deduction … 221
dependency exemption … 217
divorced or unmarried 

couple … 217
electing not to claim … 217
eligible educational 

institution … 209
income limitations … 211
nonqualifying taxpayers … 208
payment timing … 210, 214
third-party payments … 210

housing … 432
community service 

facilities … 433
difficult to develop areas … 433

hybrid vehicles … 404
lifetime learning … 587

eligible student … 208
features … 207

low-income housing … 430
military income 

calculation … 433
nonfederally-subsidized 

buildings … 433
rehabilitation expenses … 433
volume limits … 432

overlooked … 575

qualified hybrid vehicle … 317
rehabilitation

nonresidential real 
property … 430

renewable energy 
production … 534–535

tax rebates … 406
Crop insurance proceeds

deferral … 557
Crop-share lease arrangements. See 

Farmland leases
Custodial parent. See Divorce

Daycare
business expenses … 568

Debt
alimony and child support … 467, 

475
attribution reduction

amount … 483
order … 482

cancellation of debt income … 479
cancellation of indebtedness

nonrecourse
tax treatment … 486

credit card debt forgiveness … 494
deductible items … 484
discharge of indebtedness

bankruptcy … 483
income … 521
LLC … 149
mortgage … 564, 566
nonrecognition … 481
nonrecourse … 149
partnership … 483
Pub 4781 … 566
real property business 

debt … 484
recourse … 151

tax treatment … 485
rules … 152
solvent farmers … 484

foreclosure. See Foreclosure
forgiveness … 404
in excess of basis … 122
insolvency … 481
LLC … 149

transfer of property … 122
mortgage forgiveness … 490
Mortgage Forgiveness Debt Relief 

Act of 2007 … 490
nondischargeable … 466

nonrecourse … 131, 135, 138, 479, 
521

mortgage … 487
principal residence 

indebtedness … 490
ordering rule … 493

recourse … 131, 139, 151, 479, 
521, 560

mortgage … 488
restructuring

constructive receipt … 489
student loans … 467
wrap-around … 132

Deductions
§179. See Depreciation
50% bonus depreciation. See 

Depreciation
bad debt … 562
business expenses … 567

§179 … 409
daycare … 569
federal per diem … 598
minister … 588

business use of home … 578
casualty loss … 569

disaster area claims … 572
education loans … 239

income limitations … 240
interest … 240

reporting … 241
gambling losses … 568, 577
higher education expenses … 619
home office … 361

administrative or managerial 
activities … 367

carryover of disallowed 
expenses … 363

employee limitations … 367
exclusive and regular use

exceptions … 363
general rules … 362
limitations … 362
local transportation 

expenses … 371
principal place of 

business … 367
renting home office to 

employer … 371
sale of home … 368
sideline business … 393

mortgage insurance … 405
pension distributions

divorce decree … 586
property tax … 430

D
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substantiation requirement … 567, 
589, 620

theft loss … 493, 569, 576
training … 582
travel expenses … 599, 638–640
trust … 179

§179 … 187
charitable contributions … 183
depreciation … 186
directly-related expenses … 181
interest expense … 183
net operating loss (NOL) … 188
taxes … 183
tax-exempt income … 180

tuition and fees … 218
claiming … 221
coordination with education tax 

credits … 221
eligibility … 219, 221
income limitations … 218
qualified higher education 

expenses … 218
repaying … 221

worthless securities … 493
Deficit Reduction Act of 1984 … 149, 

586
Defined benefit plans. See Retirement 

plans
Defined contribution plans. See 

Retirement plans
Demutualization

life insurance company … 571
Department of Justice Press Release 

#08-437 … 635
Dependency exemption … 583

custodial parent
releasing exemption … 587
rights … 587

divorced parents … 584–585
noncustodial parent … 584, 587

Depreciable property
sold at a gain … 84

Depreciation
§1245 recapture … 99
§1250 recapture … 101, 117
§179

economic stimulus … 409
property … 109
recapture … 558

§179 expensing … 247, 256
amended returns … 257
carryover … 261

C corporation income … 260
income limitations … 259
individual income … 259

partnership income … 260
S corporation income … 260

election
revocation … 257

heavy vehicle
limits … 265

limits … 246
multiple deductions … 260

mid-quarter convention … 257
partnership issues … 264
recapture … 258–259, 273

calculation … 259
reporting … 259

S corporation issues … 264
3-year property … 252
5-year property … 252
7-year property … 252
10-year property … 252
15-year property … 252
20-year property … 252
25-year property … 252
50% bonus … 245–247

alternative depreciation system 
(ADS) … 251

business vehicles … 247
change in accounting 

method … 277
disqualified vehicles … 267
Economic Stimulus Act 

(ESA) … 409
fiscal year filers … 249
heavy vehicles … 265
Kansas disaster area … 421
like-kind exchange … 247
MACRS

excluded property … 249
new law provisions … 247
nonqualified property … 246
original use property … 248
passenger vehicle limits … 267
placed in service date 

extension … 248
qualified leasehold 

improvements … 248
related parties … 248

qualified property … 246
tests to qualify … 246
vehicle limits calculation … 268

agricultural equipment … 528
alternative depreciation system 

(ADS) … 251
alternative minimum tax 

(AMT) … 247
business use of home … 579

change in accounting method
§481(a) adjustment … 278
amended return … 276
Form 3115 … 276
impermissible to 

permissible … 278
permissible to 

permissible … 278
class lives

Table B-1 … 252
Table B-2 … 252

cost segregation … 274
benefits … 274
change in accounting 

method … 275
IRS audit … 275
property classification … 274
specific industries … 276
standards … 275
when to segregate … 274

deduction
trust … 186

franchises … 386
general depreciation system 

(GDS) … 251
heavy vehicles … 265
irrigation equipment … 527
listed property

recapture … 272
luxury auto limits … 265, 410, 559
MACRS … 251

class life
types of property … 252

mass assets … 277
method

MACRS … 251
passenger vehicles … 265

standard mileage rate … 270
trade-ins … 269

property
class lives

exceptions … 252
original use … 248

race horses … 417
recapture … 79, 272

rules … 99
recovery periods … 254

Table B-1 … 252
Table B-2 … 252

renewable energy systems … 535
standard mileage rate … 270
trust

allocation … 186
computation … 186
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trust accounting income 
(TAI) … 169

vehicles
business use requirement … 266
straight-line method … 272
unrecovered basis … 269

vine trellises … 527
Depreciation reserve … 169
Designated beneficiary

§529 plans … 223
changing … 223, 229
new regulations … 230

Direct sellers … 2, 20
Discharge of indebtedness. See Debt
Disclosed positions … 44
Disclosure

adequate … 46–47
Disguised sale

LLC … 122
Disregarded entities … 120
Distributable net income (DNI)

allocation among 
beneficiaries … 198

computation … 193–194
net operating loss (NOL) … 188
tier system of allocation … 199
trust … 192–193

Distribution codes
Form 1099-R … 347

Distributions
beneficiary’s obligation … 187
IRA … 346

corrective … 349
reservists … 425

Dividends
qualified

tax rate … 401
Divorce

custodial parent
defined … 587
releasing exemption … 587
rights … 587

pension distributions … 586
Due diligence requirements

EIC … 305
Dwelling unit

primary place of business … 579

Earned income tax credit (EIC). See 
Credits

Easements
contributions of property … 413

eminent domain … 385
payments

annual lease … 538
basis in property … 538
characterization … 536
crop damage … 538

perpetual … 383
basis determination … 383
property determination … 383

pipelines … 382
wind turbines … 536

Economic Growth and Tax Relief and 
Reconciliation Act of 
2001 … 218, 403

Economic risk of loss … 132
Economic Stimulus Act of 2008 

(ESA) … 245, 406, 423, 559
Economic stimulus payments

direct deposits … 613
Economic substance doctrine … 378, 

381
burden of proof … 378
codifying … 381
court cases … 378

Education
§529 plans. See Section 529 plans
adjusted qualified higher education 

expenses … 210
Hope tax credits. See Credits
qualified higher education 

expenses … 209
tuition and fees deduction. See 

Deductions
Education loans. See Loans
Educational institution

eligible … 209, 219
reporting requirements … 232

EIC Assistant … 311
Elections

§179
amended returns … 257
mid-quarter convention … 257
partnership issues … 264
revocation … 257
S corporation issues … 264

§754 … 541, 627
alternate valuation … 516
income averaging … 549
qualified joint venture … 512
special-use valuation … 517

Electronic Account Resolution 
(EAR) … 302

Electronic records. See Records
Eligible student

Hope credit … 208

lifetime learning credit … 208
tuition and fees deduction … 219

Emergency service providers
benefit and pay exemption … 404

Employee
common-law … 2
corporate officer … 2
deceased … 36
four categories … 2
Social Security Act … 2
statutory … 2
terminated … 36

Employee benefits
misclassified workers … 13
See Fringe benefits

Employee stock option plan (ESOP)
zero tax rate … 335

Employment status
determination … 25
determination request

employer … 26
worker … 25

Employment tax
common law standard … 2
common-law employee … 2
companion sitters … 2
contract of service … 18
corporate officer … 2, 16
deceased employee … 36
direct sellers … 2
employee

Social Security Act … 2
employee categories … 2
employment status 

determination … 25
Form SS-8 … 25
IRS training manual … 1
miscellaneous payroll rules … 36
Questionable Employment Tax 

Practices (QETP) … 1
real estate agents … 2
reporting fringe benefits … 35
section 530 relief. See Section 530 

relief
selling business stock … 38
statutory employee … 2, 17
statutory nonemployee. See 

Statutory nonemployee
substantial investment … 18
Tax Talk Today … 1
terminated business … 36
terminated employee … 36
worker classification … 1

employee … 2

E
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Endangered species
recovery expenses … 413

Endangered Species Act of 
1973 … 413

Energy Independence and Security 
Act of 2007 … 403, 405

Enhanced expensing. See Depreciation
Entity classification … 140

consequences of changes … 142
elective changes … 142
taxed as partnership 

election … 141
Entity conversion

corporation to LLC … 144
divisions and mergers … 145
LLC to partnership … 143
partnership to LLC … 143

Equipment lease … 108
e-Services

disclosure authorizations … 302
Estate

beneficiary disclaimer … 595
partial disclaimer … 597–598

charitable trust … 598
retained life estate … 596

Estate tax
farmland valuation … 515

§2032A adjustment … 519
alternate valuation … 516
post-death … 517
pre-death planning … 519
special-use valuation … 517

property value … 516
Estimated tax

large corporations … 423, 434
trust … 175

Ethanol
credits … 415

Ethanol plants
liquidating interests … 539
loss characterization … 539

Excess deductions … 188
termination … 189

Exclusive-and-regular-use 
requirement. See Deductions

Exemption deduction
complex trust … 178
simple trust … 178

Expatriates
deemed sale of assets … 427
gifts and bequests … 428

Expenses
business travel away from 

home … 344
construction worker travel … 338

daycare business … 569
debtor … 465
endangered species 

recovery … 413
information reporting requirements

tuition and fees … 232
MBA degree … 619
meals … 345, 638
meeting expenses … 582
qualified higher education … 209
sideline businesses

3 tiers … 394
travel … 638–640
trust

deductible … 179
excess deductions … 188
nondeductible … 181

Expensing election. See Depreciation
Expired tax provisions … 434–435
Extension to file return … 612

corporations … 612
estates … 613
individuals … 612
partnerships … 613
trusts … 613

Failure to file penalty
LLC … 130

Fair Credit Reporting Act … 67
Fair Information Practices

guidelines … 61
Farm bankruptcy. See Bankruptcy
Farm crops

uniform capitalization rules … 528
Farm program payments … 127

3-entity rule … 513
actively engaged

rules … 128
actively-engaged test … 513

spouse … 513–514
audit issues … 515
direct-attribution rule … 513
eligibility … 128
farming couples … 513
farmland leases … 533
material participation … 129
qualified joint venture … 514
trade or business test … 128

Farm Security and Rural Investment 
Act of 2002 … 127

Farming business
definition … 549

Farming syndicate
definition … 125

Farmland leases
crop-share arrangements

material participation 
test … 530

farm program payments … 533
material participation

estate tax planning … 533
social security benefits 

planning … 533
passive activity

material participation 
test … 531

reporting income … 529
SE tax

material participation 
test … 530

tax considerations … 529
Federal Family Education Loan 

Program (FFEL 
Program) … 243

Federal Perkins Loans. See Loans
Federal Trade Commission (FTC) 

Act … 61
Fiduciary

responsibility … 165
trust … 161

Financial aid
§529 plan impact … 227

Financial control … 5
business expense … 6
method of payment … 7
realize a profit or loss … 6
services available to relevant 

market … 7
significant investment … 5

Financial distress
bankruptcy. See Bankruptcy
foreclosure. See Foreclosure

Financial institution
defined … 63

Financial Privacy Rule
consumers v customers … 63

Fishermen
income averaging … 558

Flexible spending account (FSA)
distributions

military personnel … 426
Food and Energy Security Act of 

2007 … 411
Food, Conservation, and Energy Act 

of 2008 … 121, 128, 381, 411, 
437, 513

Foreclosure … 478

F
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adjustment to the purchase 
price … 484

alternatives
installment sale … 489
like-kind exchange … 489
modifications to 

indebtedness … 489
restructuring debt … 488

avoidance
short sale … 484

tax treatment … 485
bankruptcy … 483
credit score impact … 485
expenses … 488
Form 1099-C

filing requirements … 500
insolvency … 481
lender’s tax consequences … 487
loss deductibility … 486
nonrecognition of gain … 480
nonrecourse debt … 479, 487
recourse debt … 479, 488
tax consequences … 479
timing of loss … 486
types of indebtedness … 479

Forestry conservation bonds … 413
Forestry conservation project … 413
Franchises … 385

abandonment … 391
contract settlements … 391
loss deductions … 391
recapture … 391

allocating purchase price … 386
depreciation … 387
fees

tax treatment … 388
operations … 388
purchase … 386

cost segregation … 387
selling … 389
start-up and organizational 

costs … 386
Fringe benefits

LLC … 156
accident and health insurance 

premiums … 157
cafeteria plans … 158
group term life insurance … 158
meals and lodging … 158

reporting … 35
worker classification … 7

Frivolous tax returns … 46
Full-time life insurance 

salesperson … 18

FUTA
surtax … 405

Gambling
gross income … 600
loss deductions … 600
losses … 577–578
trade or business … 568

Gasification
credits … 416

General depreciation system 
(GDS) … 251

Generation-skipping transfer 
tax … 164

Gifts
§529 plans … 223, 231
annual exclusion … 159, 223
Coverdell ESA … 231
irrevocable trust … 162
LLC interest … 159
tuition and fees … 231

Goodwill … 389
GO-Zone

Kansas disaster area … 423
Gramm-Leach-Bliley Act … 63

safeguards rule … 66
Grantor … 161
Grantor trust … 162

income tax … 173
Grape growers

uniform capitalization rules … 529
Gross income

calculation
usual method of 

accounting … 606
damages awarded … 604
defined … 600, 602
earned in international 

waters … 598
gambling … 600
gifts … 602
legal fees paid to attorney … 604
tips … 605
trust … 178

Group term life insurance
LLC … 158

Group-health plans
mental health benefits … 427

Guaranteed payment
LLC … 126

Habeas corpus … 616
Health savings account. See HSA
Heroes Earnings Assistance and Relief 

Tax Act of 2008 
(HEART) … 423

Higher Education Reform Act of 2005 
(HERA) … 227

Hobby loss
cattle and horses

IRS audit technique 
guide … 375

disallowance rules … 373
enforcement issues … 372
profit expectation … 624, 626
recommendations … 377

Home equity loan. See Loans
Home office deduction. See 

Deductions
Home workers … 19
Hope tax credit. See Credits
Hot assets … 541
Household worker … 29

Form I-9 … 29
Form W-2 … 31
payroll taxes … 30
self-employed … 34
state unemployment taxes … 31

Housing and Economic Recovery Act 
of 2008 … 428

Housing Assistance Tax Act of 
2008 … 428, 493

HSA
contribution maximums … 580
contribution rules … 579
high deductible health plan … 579
IRS guidance … 579
zero tax rate … 337

Husband-wife qualified joint 
venture … 510, 627

Hybrid entity … 119
Hybrid vehicles. See Credits

Identity theft … 61, 74
Income

characterization … 602
trust

taxable … 177
Income averaging

election … 549
eligible income … 549

G
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eligible taxpayers … 549
fishermen … 558
fixed-lease payment … 549

Income in respect of a decedent (IRD)
trust … 178, 205

Income limitations
AMT refundable credit … 323
education loan deduction … 240
first-time home buyers 

credit … 428
Hope and lifetime learning 

credits … 211
itemized deductions … 402
personal exemptions … 402
tuition and fees deduction … 218
U.S. savings bond interest 

exclusion … 237
Income tax

trust … 172, 174
Independent contractor … 593

behavioral control … 3
business expense … 6
financial control … 5
realize a profit or loss … 6
service to relevant market … 7

Individual retirement arrangement 
(IRA). See IRA

Information disclosure … 612
tax returns

veterans’ programs … 427
Information reporting

CCC loans … 421
credit card companies … 434
Form 1099-A

filing requirements … 498
Form 1099-C

reporting income … 501
Form 1099-R … 346
retirement plans … 456

Information Return Program 
(IRP) … 289

Innocent spouse
equitable relief … 607–608

8 factors … 607
revoked relief … 606

Insolvency
attribution reduction

amount … 483
order … 482

defined … 481
discharge of indebtedness … 481
election to reduce basis first … 483

Installment sale … 105
§1231 gains … 83

Insurance … 86

Intangible asset
franchise fees … 387

Intangible drilling and development 
costs

recapture rules … 99
Interest expense

deductions
trust … 183

Internal Revenue Manual … 51
Internal Revenue Service, Statistics of 

Income Division … 614
Investment company

LLC … 123
Investment property

casualty or theft … 84
Involuntary conversions … 77, 115

casualty … 80
condemnation … 80
easements … 385
Kansas disaster area … 421
reporting casualty losses … 86
theft or seizure … 80
types … 80

IRA
5-year distribution rule … 633
contribution limits … 402
converting traditional to 

Roth … 451
distributions … 346, 630
early withdrawal penalty … 629
required minimum 

distributions … 632
failure to take penalty … 632

rollovers … 630
to Roth IRA … 402

Roth
401(k) and 403(b) … 447
contribution limits … 402
contributions … 449
conversion … 632
MAGI … 450
military death benefit … 425
rollover rules … 451
versus traditional … 451

SEP … 453
discrimination rules … 455
eligible employee … 453
establishing … 454
highly-compensated 

employee … 455
maximum contribution … 454
plan year … 455
qualified plans … 453
self-employed taxpayer … 454
top-heavy plan … 455

SIMPLE … 452
allowable contribution … 453
eligible employee … 453
matching contribution … 453
nonelective 

contributions … 453
traditional … 447

catch-up contributions … 447
contribution limits … 447
distributions … 449
MAGI … 448

Iron ore
§1231 property … 79

Irrevocable trust. See Trust
IRS Retail Industry Audit Technique 

Guide … 385
Itemized deductions

income limitations … 402

Joint venture
definition … 509
husband-wife … 509

electing qualified status … 511
filing requirements … 511
SE tax … 512

Kansas disaster area
50% bonus depreciation … 421
tax breaks … 421

casualty loss … 421
clean-up costs … 422
employee retention 

credit … 421
involuntary conversions … 421
theft loss … 421

Kiddie tax … 326, 403
2008 provisions … 326
calculation … 327
criteria … 326
election to report unearned income 

on parent’s return
tests … 329

tax planning … 330
§529 plans … 330
IRA … 330
Series EE savings bonds … 330

tests to apply rules … 327
zero tax rate … 334

J
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Lease arrangement
exchange of machinery … 108

Leasehold improvements
50% bonus depreciation … 248

Lifetime learning tax credit. See 
Credits

Like-kind exchange
bonus depreciation … 247
certain mutual ditch, reservoir or 

irrigation company 
stock … 416

development rights … 622
dwelling unit … 623
leasing arrangement … 108
LLC … 148–149
machinery … 108
multi-party exchange … 622
qualified intermediary … 621
recapture rules … 102
reporting depreciation 

recapture … 96
reporting long-term gains … 83
single-member LLC … 148

Limited entrepreneur
definition … 155

Limited liability company (LLC). See 
LLC

Livestock
§1231 property … 79

LLC
§704(b) minimum gain … 135–136
§732(d) election … 148
§754 election … 147, 627
accident and health insurance 

premiums … 157
allocation of nonrecourse 

debt … 135
annual filing fee … 121
anti-abuse regulations … 124
benefits compared to 

corporations … 120
built-in gain/loss … 137
business reasons … 159
cafeteria plans … 158
capital interest … 123
conversion to partnership … 143
debt … 131
default provisions … 120
discharge of indebtedness … 149, 

152
discounting interest … 156
disguised sale … 122

earnings from self-
employment … 126

entity classification … 140
estate planning tool … 159
failure to file penalty … 130
features … 120
federal farm program … 121
filing requirements … 130
formation … 120

debt in excess of basis … 122
gift tax liability … 123
property for LLC interest … 122

fringe benefits … 156–158
gift of member interest … 160
group term life insurance … 158
guaranteed payment … 126
handling disagreements … 161
history … 119
insulation from creditors … 161
investment company … 123
IRS guidance … 628
like-kind exchange … 148

fractional interests … 149
rules … 148

limited entrepreneur … 156
limited liability for 

members … 134
liquidating interest … 540

holding period … 540
liquidating interests

built in gain … 541
gain on contributed 

assets … 541
hot assets … 541

management … 120
manager fiduciary duty … 121
meals and lodging … 158
member

as employee … 158
economic risk of loss … 132

method of accounting … 124
operating agreement … 121, 161
passive activity loss … 152

active participation rule … 154
grouping activities … 155

profits interest … 123
rental real estate activities … 155
self-employment tax … 126
single member … 120, 142, 148
tax shelter … 124
tax year … 125
taxable transactions … 122–123
taxation of fringe benefits … 156
taxed as partnership … 131
transfer of property … 122

subject to debt … 122
wrap-around debt … 132

Loans
CCC … 421
Federal Family Education Loan 

Program (FFEL 
Program) … 243

Federal Perkins … 242
cancellation … 242
deferrment … 242
interest rates … 242

federal student programs … 242
home equity

used for college 
expenses … 241

PLUS for parents … 244
cancellation … 244
deferrment … 244

qualified education
defined … 239
interest paid by third 

party … 240
Stafford … 243

cancellation … 244
deferrment … 243
interest rates … 243
subsidized … 243
unsubsidized … 243

William D. Ford Federal Direct 
Loan Program (Direct Loan 
Program) … 243

Long-term unused minimum tax 
credit … 317

Loss limitation
trust

related party … 179
Luxury auto

depreciation limits … 265, 410

MACRS property. See Depreciation
Material participation … 130

farming operation … 129
test … 152

Meal allowance
CONUS … 344
special … 345
standard … 345

Meals and lodging
LLC … 158

Medicaid … 163
Medical expenses

trust
deductions … 187

L

M
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Medicare … 163
Merger or division

LLC
assets over … 146
assets up … 146

Method of accounting
§481(a) adjustment … 278
cash … 124
changes

impermissible to 
permissible … 278

permissible to 
permissible … 278

depreciation changes … 277
amended return … 276

LLC … 124
Mid-quarter convention. See 

Depreciation
Military personnel

combat pay … 423
differential wage payments … 424
EIC … 304
extended active duty

EIC … 304
flexible spending account (FSA)

distributions … 426
reclassification of benefits

statute of limitation for 
amending return … 425

retirement plan distributions … 425
state and local bonuses … 424
survivor

death gratuity … 425
SGLI program … 425

survivor benefits … 426
veterans’ mortgage bonds … 426

Miscellaneous itemized deductions
2% limitation … 96, 186
trust … 180, 184

Mortgage
debt relief … 404
discharge of indebtedness … 564, 

566
insurance premiums … 405

prepaid … 629
Mortgage Forgiveness Debt Relief Act 

of 2007 … 403–404, 425, 490, 
564, 629

Mortgage. See Debt

National Fiduciary Accounting 
Standards … 167

National Research Program 
(NRP) … 287

National Taxpayer Advocate … 315, 
361

Net capital gain
tax rate … 401

Net operating loss (NOL)
distributable net income 

(DNI) … 188
trust termination … 188

New legislation
Economic Stimulus Act of 

2008 … 406, 423
Energy Independence and Security 

Act of 2007 … 405
Food, Conservation, and Energy 

Act of 2008 … 411
Heroes Earnings Assistance and 

Relief Tax Act of 
2008 … 423

Housing Assistance Tax Act of 
2008 … 428

Mortgage Forgiveness debt relief 
Act of 2007 … 404

Tax Technical Corrections Act of 
2007 … 405

Virginia Tech Victims Tax 
Relief … 405

Noncompete agreement … 389
Nonfilers … 287, 618

business tax compliance … 294
defined … 287
information reporting … 294
IRS compliance plans … 293
preparer penalities … 295
return preparation … 288
Servicewide Nonfiler Executive 

Advisory Council … 293
tax returns

sequence … 289
taxpayer penalties … 294
types … 288

Nonqualified distribution
§529 plans … 225

Nonrecourse debt … 521
foreclosure … 479, 486–487
LLC … 131

allocation … 135
discharge of 

indebtedness … 149, 151
excess … 138

Not for profit. See Hobby loss

Offer in compromise (OIC) … 614
default … 615

Office in home. See Deductions
Omnibus Reconciliation Act of 

1993 … 99
Ordinary income … 84, 99

§1231 gains … 82
from installment sale … 96

Partnership
§179 issues … 264
§732(d) election … 147–148
§754 election … 147, 541
anti-abuse rule … 378, 381
capital interest … 123
conversion to LLC … 143
debt … 131, 483

at risk … 561
disguised sale … 122
disposition of §179 property … 110
electing out … 130
failure to file penalty … 130, 510
filing requirements … 130, 510
general partners … 129
guaranteed payments … 126
like-kind exchange

fractional interests … 149
limited partner … 126
merge or consolidate … 146
merger or division safe 

harbor … 146
partner

economic risk of loss … 132
penalties

failure to timely file … 405
profits interest … 123
qualified joint ventures … 627
renewable energy credits

allocation … 535
safe harbor allocation 

method … 535
revaluation event … 136
SE tax liability … 129
tax year … 125
wrap-around debt … 132

Passenger vehicle
defined … 266
depreciation … 265

Passive activity loss (PAL)
active participation rule … 154

N

O
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grouping activities … 155
LLC … 152
trust … 190

Pass-through entity
§179 property … 110

Payroll rules
buying a business … 38
deceased employee … 36
entity changes … 38
terminated business … 36
terminated employee … 36

Payroll tax
correcting errors … 281
failure to pay … 591–592
household worker … 30
overpayment … 282
responsible person … 591–592

Penalties
§6695(b) … 43
accuracy related … 557, 568, 586, 

588, 598, 600, 602, 604–606, 
619, 631

adequate disclosure … 46
assessment guidelines … 51
failure to file … 427, 577, 588, 618, 

641
LLC … 130
partnership … 510

failure to pay estimated tax … 618
failure to take RMD … 633
failure to timely file … 618

partnerships … 405
S corporations … 405

frivolous tax returns … 46
HSA recapture … 580
inaccurate appraisals … 519
Notice 2007-54 … 43
Notice 2008-11 … 43
Notice 2008-12 … 43
Notice 2008-14 … 46
Rev. Proc. 2008-14 … 47
tax preparer … 39, 50, 295

§6694(a) … 43
abatement … 51
avoiding … 617
EIC … 306
greater than 50% 

likelihood … 44
more likely than not 

standard … 44
signature … 43
substantial portion … 44
transitional relief … 43

taxpayer … 294
§6662 … 46

underpayment … 594
understatement … 577

Pension Protection Act of 
2006 … 425, 519

Personal exemptions
income limitations … 402

Personal information protection … 61
access and participation … 62
administrative security … 71
basic security … 69
checklist for tax practice … 69
choice and consent … 62
customer notification 

requirements … 64
disposal rule … 67
employee training … 74
enforcement and redress … 62
general regulations … 61

disposal rule … 67
Fair Credit Reporting Act … 67
Federal Trade Commission 

Act … 61
Financial Privacy Rule … 63
Gramm-Leach-Bliley Act … 63

Safeguards Rule … 66
international data laws … 68
security breach 

notification … 67
website privacy … 68

integrity and security … 62
notice and awareness … 61
opt-in … 62
opt-out … 62
physical security … 73
safeguards rule … 66
security breach notification … 67
technical security … 72
website privacy … 68

PLUS Loans. See Loans
Power of attorney (POA) … 295

enrolled preparers … 295
modifying authority … 296
non-IRS … 297
reasons for rejection … 296
revoking … 297
unenrolled preparer … 296
uses … 296

Prepaid tuition programs. See Section 
529 plans

Presidentially-declared disaster area
casualty loss … 572

Principal (corpus) … 161
Principal place of business. See 

Deductions

Principal residence
deductions

business use … 579
exclusion on sale

limitations … 430
surviving spouse … 404

first-time home buyers
credits … 428

qualifying … 428
foreclosure

nonrecognition of gain … 480
home office sale … 368
nonqualifying purposes … 430
sale … 578

foreign service personnel … 426
intelligence personnel … 426
military personnel … 426
Peace Corps personnel … 426

Privacy
notice

requirements … 64
sample … 65

protecting … 61
Privacy and information security 

program … 68
Probate

avoidance … 162
Profit motive

determination
subjective factors … 374

objective presumption … 373
Profits interest

LLC … 123
Property

§1231 treatment … 78
abandonment

reporting income … 498
alternative depreciation system 

(ADS)
requirements … 251

bankruptcy … 465
capital asset … 78
casualty or theft … 77
class lives … 252

exceptions … 252
cost segregation … 274
depreciation recovery 

periods … 254
disposition

depreciation recapture … 79
excluded from §1231 … 78
included in §1231 … 79
involuntary conversions. See 

Involuntary conversions
listed … 272
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original use … 248
qualified for bonus 

depreciation … 246
reporting business casualty or 

theft … 86
used in a trade or business … 78

definition … 79
Property dispositions

where to report … 113
Property distributions

trust … 202
Protective refund claims

requirements … 60
timing … 60

Publicly-traded partnership … 123
Purchase price adjustment … 484

QDRO. See Qualified domestic 
relations order (QDRO)

Qualified disability trust. See Trust
Qualified distributions

§529 plans … 224
Qualified dividends

trusts … 200
zero tax rate … 331

Qualified domestic relations order 
(QDRO) … 586

Qualified education loan. See Loans
Qualified educational savings 

accounts. See Section 529 plans
Qualified higher education expenses 

(QHEE)
§529 plans … 224
adjustments … 210, 218, 224
Hope and lifetime learning 

credits … 209
tuition and fees deduction … 218
U.S. savings bonds … 236–237

Qualified hybrid vehicle
AMT … 317

Qualified intermediary … 621–622
Qualified joint venture. See Joint 

venture
Qualified leasehold 

improvements … 248
Qualified real estate agents … 20
Qualified tuition programs 

(QTP) … 221
Qualifying child … 583

age test … 303
relationship test … 304
uniform definition … 323

Qualifying relative … 323, 583
clarification from IRS … 324
defined … 583
tests for dependency 

exemption … 324
Questionable Employment Tax 

Practices (QETP) … 1

Race horses
depreciation … 417

RAL. See Refund anticipation loans
Real estate agents … 2
Realistic possibility … 41
Reasonable basis … 45

test … 12, 15
Reasonable compensation … 573
Recapture

§1231 losses … 82
depreciation. See Depreciation

Recapture rules
§1245 property … 99
§1250 property … 101
depreciation … 99
intangible drilling and development 

costs … 99
like-kind exchange … 102
soil and water conservation … 99

Recordkeeping … 620
sideline businesses … 392
small businesses … 398

Records
account statements … 312
businesses … 312
electronic … 311

storage … 313
individuals … 311
IRS publications … 311
requirements … 311
retention periods … 313

Recourse debt … 521
foreclosure … 479, 488
LLC … 131

allocation … 139
discharge of 

indebtedness … 149, 151
Refund anticipation loans … 613
Rehabilitation credit. See Credits
Relationship of parties … 7

contractual … 7
discharge or termination … 8
employee-type benefits … 7
incorporation … 9

intent … 7
key aspect of business … 8
permenancy … 8

Religious Liberty and Charitable 
Donation Clarification Act of 
2006 … 465

Remainderman. See Beneficiary
Remedial allocation method … 138
Rental real estate

activities … 155
exception

trusts … 191
passive losses … 628
SE tax … 512

qualified joint venture … 512
single activity … 628

Reporting consistency test … 12–13
Reporting fringe benefits

Form W-2 … 35
Required distributions

trusts … 204
Restructuring and Reform Act of 

1998 … 232
Retirement

§401(k) plan
early withdrawal penalty … 632

annual return of savings … 461
calculating expenses … 457
calculating retirement income 

deficit … 459
estimating future value of 

investments … 460
estimating post-retirement 

income … 459
financial planning … 457
inflation factor impact … 459
life expectancy … 459
qualified pension plan

early withdrawal penalty … 631
social security. See Social security

Retirement plans
401(k) plans … 444

catch-up contributions … 444
employer 

bankruptcies … 445
employer maximum 

deductible … 444
maximum compensation … 444
maximum contribution … 444
nondiscrimination tests … 444

403(b) plans … 446
catch-up contributions … 446
qualified employee

catch-up 
contributions … 447

Q
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qualified organizations … 446
tax-sheltered annuities

catch-up 
contributions … 446

457 plans … 445
catch-up contributions … 445

defined benefit plans … 443
maximum annual benefit … 443

defined benefit/401(k) plans … 443
defined contribution plans

elective contributions … 444
IRA

converting traditional to 
Roth … 451

designated Roth account … 447
distributions … 449
Roth … 449

contributions … 450
modified AGI … 450
rollover rules … 451

Roth versus traditional … 451
SEP

eligible employee … 453
establishing … 454
highly-compensated 

employee … 455
maximum 

contribution … 454
nondiscrimination 

rules … 455
permitted disparity … 455
plan year … 455
qualified plans … 453
self-employed 

taxpayer … 454
top-heavy plans … 455

SIMPLE … 452
allowable 

contribution … 453
eligible employee … 453
matching 

contribution … 453
nonelective 

contributions … 453
traditional … 447

catch-up 
contributions … 447

military personnel
differential wage 

payments … 424
required reporting … 456
rollovers … 402
SARSEP … 456

annual requirements … 456
self-employed … 13

survivor benefits
active duty personnel … 426

tax-sheltered annuities … 446
Revaluation event … 136
Revenue Act of 1978

section 530 relief. See Section 530 
relief

Revocable trust. See Trust
Rollovers

§529 plans … 226
retirement plans … 402
See IRA

Roth IRA. See IRA

S corporation
§179 issues … 264
bankruptcy … 495
disposition of §179 property … 110
disproportionate 

distributions … 574
filing revocation of S 

election … 496
passive income … 633
penalties

failure to timely file … 405
rental income … 633
revoking S election … 496

ineligible shareholders … 497
Sale of a business

depreciable assets … 389
goodwill … 570
goodwill and other 

intangibles … 389
Sale of business assets

advantages of using Form 
4797 … 77

reporting income and losses … 84
Sale of principal residence. See 

Principal residence
Sales tax

deductions
trusts … 183

SARSEP. See Retirement plans
SECA. See Self-employment tax
Section 179 expense deduction … 109

pass-through entity … 110
recapture reporting … 109
See Depreciation

Section 529 plans … 221
account owner … 222

choices … 229
aggregating contributions … 223

new regulations … 231
anti-abuse rules … 611

new regulations … 230
comparing with other college 

funding sources … 228
designated beneficiary … 223

change … 223, 229
new regulations … 230

distributions
tax consequences … 224

evaluating plans … 227
financial aid impact … 227
gift treatment … 223
grandchild … 229
higher education savings 

accounts … 224
kiddie tax planning … 330
loss recognition

new regulations … 231
new regulations … 229
nonqualified distribution … 225
plan requirements … 222
prepaid tuition programs … 224
qualified distributions … 224
rollovers … 226
tax treatment

new regulations … 230
Uniform Gifts to Minors Act 

(UGMA) … 222
new regulations … 230

Uniform Transfers to Minors Act 
(UTMA) … 222

new regulations … 230
Section 530 relief … 2, 11

current status … 16
industry practice … 15
IRS requirements … 12
judicial precedence … 15
other reasonable basis … 15
past audit … 15
reasonable basis

safe havens … 15
reasonable basis test … 12
reporting consistency test … 12–13
substantive consistency test … 12, 

14
tax consequences for workers … 12
tax reporting actions … 14
tests … 12

Section 1221 property
copyright … 78
letter, memorandum, or similar 

property … 78
literary, musical, or artistic 

composition … 78

S
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sale of … 114
U.S. government publication … 78

Section 1231 gains … 82
installment sale … 83

Section 1231 losses … 82
recapture prior years … 82

Section 1231 property … 79
aggregating gains and losses … 77, 

118
cattle and horses … 79
coal … 79
examples … 115
excluded property … 78
gain on sale … 99
involuntary conversions. See 

Involuntary conversions
iron ore … 79
livestock … 79
qualifications for treatment … 78
reporting a loss … 85
requirements … 79
sale of … 115
timber … 79
types of dispositions … 115
unharvested crops … 79

Section 1245 property
sale of … 116

Section 1250 property
sale of … 117

Security breach notification … 67
Self Employment Tax Contributions 

Act (SECA) … 12
Self-employed retirement plans

misclassified workers … 13
Self-employment

farm program payments … 127
actively engaged … 128

rules … 128
income test … 128
independent contractor … 594
LLC or partnership … 126
taxation

limited partner … 127
Self-employment tax

Conservation Reserve Program 
(CRP) payments … 411

farm optional method … 419
farmland leases … 530–531
foreign earned income … 594
insurance commissions … 590
ministers … 588
nonfarm optional method … 419
rental real estate … 512

qualified joint venture … 512
sale of business assets … 84

SECA … 411
Selling

collectibles … 396
nonbusiness assets … 395
services … 394

SEP IRA. See Retirement plans
Series EE savings bonds

kiddie tax planning … 330
qualified higher education 

expenses … 236
Series I savings bonds

qualified higher education 
expenses … 236

Sideline businesses … 392
business plans … 398
employees or independent 

contractors … 397
hobby versus profit … 392
income … 392
proper records … 398
recordkeeping … 392
reporting business activities … 393
reporting nonbusiness 

activities … 394
selling

collectibles … 396
nonbusiness assets … 395
services … 394

Simple trust … 162
distribution deduction … 193

Single-member LLC … 120, 142, 148
Small Business and Work Opportunity 

Tax Act of 2007 
(SBWOTA) … 39, 257, 326, 
403, 509, 627

Small Business Job Protection Act of 
1996 … 11, 20

Small-issue bonds … 416
SMLLC. See LLC
Social security

delaying benefits … 440
disability … 442

appealing denial of 
benefits … 442–443

divorced spouse … 439
early retirement

effect on benefits … 439
husband-wife coordination … 439
indexing factor … 438
minimize social security tax … 441

§179 expense … 441
employing a spouse … 441
employing taxpayer’s 

child … 441
incorporate the business … 441

normal retirement age … 439
qualified child … 439
retirement benefits

estimating … 438
qualifying … 437

spouse of a worker … 439
Social Security Act … 2
Soil and water conservation

recapture rules … 99
Solicitation

written consent requirement … 55
Special depreciation allowance. See 

Depreciation
Special meal allowance … 345
Special needs trust … 163
Sport utility vehicle (SUV) … 246, 

265
Stafford Loans. See Loans
Standard meal allowance … 345
Standards of conduct

disclosed positions … 44
undisclosed positions … 44

Statutory employee … 2
agent or commission driver … 18
corporate officer … 16
full-time life insurance 

salesperson … 18
home workers … 19
taxation issues … 20
traveling or city salesperson … 19
types … 17
withholding … 17

Statutory nonemployee … 2, 20
companion sitter … 20
direct sellers … 20
newspaper carriers and 

distributors … 20
qualified real estate agents … 20

Step-transaction doctrine … 381
Straight-line depreciation. See 

Depreciation
Subprime problem

theft loss … 494
worthless securities … 494

Substance-over-form doctrine … 381
Substantial authority … 44, 551

evaluation of authorities … 551
nature of analysis … 552
tax treatment … 41
taxpayer’s jurisdiction … 42
when determined … 42
written determinations … 42

Substantial investment … 18
Substantive consistency test … 12, 14
Supplemental needs trust. See Trust
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Supplemental security income … 163

Tax authorization
e-Services … 302
information … 300
special use … 302
third-party authorization … 302

Tax evasion … 635, 637
Tax fraud

861 argument … 635
fuel credit scheme … 634
telephone excise tax … 634

Tax gap … 287, 295
Tax home

3-factors test … 339
construction worker … 338
main place of business or 

work … 338
temporary v. indefinite 

assignment … 641
Tax Increase Prevention Act of 2007 

(TIPA) … 316, 403
Tax Increase Prevention and 

Reconciliation Act of 2005 
(TIPRA) … 326, 331, 389, 434

Tax levy
suit for damages

statute of limitations … 610
Tax liability

understatement. See 
Understatement

Tax lien … 610
Tax planning

high-income farmers … 542
accelerating operating 

expenses … 543
CCC loan treatment … 546
charitable remainder annuity 

trust (CRAT) … 546
charitable remainder 

trust … 546
charitable remainder unitrust 

(CRUT) … 546
crop insurance and disaster 

assistance 
proceeds … 545

delaying sales … 543
expensing rather than 

capitalizing … 545
income averaging. See Income 

averaging
installment sales … 546

itemized deductions 
acceleration … 546

leveling income among 
entities … 548

loss of tax benefits … 548
trade versus selling depreciated 

equipment … 546
weather-related livestock 

sales … 545
high-incomes farmers

controlling income 
streams … 542

Tax preparer penalties. See Penalties
Tax rates

trust … 176
Tax rebates. See Credits
Tax Reform Act of 1986 … 11, 125, 

153
Tax Relief and Health Care Act of 

2006 (TRHCA) … 46, 317, 323, 
579, 629

Tax return information
defined … 52
disclosure … 51, 54
quality or peer review … 53
related taxpayer … 54
transferred inside U.S. … 54
transferred outside U.S. … 54
use … 54
written consent … 55

Tax return preparer
defined … 44, 52
how to choose … 636
protecting client information … 68
protecting personal 

information … 61
Tax shelter

farming business … 125
LLC … 124
Son of BOSS … 380

Tax Talk Today … 1, 627
Tax year

LLC … 125
partnership … 125

Tax-exempt housing bonds … 429
Tax-exempt income

trusts … 180
Taxpayer Relief Act of 1997 … 127, 

232, 239
Tax-sheltered annuities (TSA). See 

Retirement plans
Technical Corrections Act of 2007 

(TCA) … 317, 403, 405
Theft loss … 569, 576

deductibility … 493

Kansas disaster area … 421
Theft or seizure

involuntary conversions … 80
Timber

§1231 property … 79
holding period

sales for conservation 
purposes … 413

qualified gain treatment … 413
Total return trust … 170
Trade or business

definition … 128
Trade-in of machinery for a leasing 

arrangement … 108
Transcript Delivery System 

(TDS) … 302
Transitional relief (2007) … 43
Transitional relief (2008) … 43
Travel expenses. See Expenses
Traveling or city salesperson … 19
Treasury Inspector General for Tax 

Administration (TIGTA) … 75
Report #2008-30-107 … 581

Trust
agreement terms … 161
alternative minimum tax 

(AMT) … 180
basis of property … 164
beneficiary … 161

allocating deductions and 
carryovers … 190

excess deductions … 189
types … 164

business expense … 180
capital gain/loss … 178
casualty losses … 190
charitable contribution

elections … 184
complex … 162
corpus … 161
creation … 164
deductions … 179–180

§179 … 187
charitable contributions … 183
directly-related expenses … 181
interest expense … 183
medical expenses … 187
net operating loss (NOL) … 188
sales tax … 183
taxes … 183

definition … 161
depreciation

deduction … 186
discretionary distributions

65-day rule … 204

T
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beneficiary reporting … 204
distributable net income (DNI). See 

Distributable net income 
(DNI)

distribution
beneficary death … 205
beneficiary reporting … 204
character of income … 200
gain or loss election … 202–203

distribution deduction … 192
amount … 193
complex trust … 193
computation … 197
simple trust … 193

distribution of property … 179
estimated tax … 175
excess deductions … 188
exemption deduction … 178
fiduciary … 161
filing date … 174
filing requirements … 174
gift … 164
grantor … 161–162
gross income … 178
income beneficiary … 164
income in respect of a decedent 

(IRD) … 178, 205
income shifting … 177
income tax … 172

computation … 173
grantor trust … 173

instrument … 161
investment strategy … 170
irrevocable … 162
miscellaneous itemized 

deductions … 180
multiple … 177
net operating losses (NOL) … 188
nondeductible expense 

calculation … 181
passive activity loss (PAL) … 190
passive losses

rental real estate 
exception … 191

property distribution … 202
qualified dividends … 200
remainderman … 164
rental real estate exception … 191
reporting distributions … 204
required distributions

beneficiary reporting … 204
revocable … 162

filing requirements … 174
sales between related 

parties … 179

sales tax … 183
simple … 162
situs … 168
special needs … 163

creation … 163
suspended passive loss

activity distribution … 191
basis … 191

tax rates … 176
taxable income

computation … 174
defined … 177

taxable year … 174
termination

capital loss carryover … 188
deductions … 188
excess deductions … 188–189
net operating loss (NOL) … 188

termination commissions … 182
total return trust … 167, 170
total return unitrusts (TRU) … 167
trustee … 161

duties … 161
types … 162

Trust accounting income (TAI) … 165
computing … 168
definition … 166, 168
depreciation … 169

methods … 169
GAAP … 168
income from entities … 169
income tax … 169
items allocated to corpus … 170
items allocated to income … 168
miscellaneous itemized 

deductions … 169
ordinary expenses … 169
passive losses … 169
premiums and discounts … 169
property tax … 169
purpose … 167
reserve for depreciation … 169

Trustee … 161
duties … 161

Tuition
information reporting … 232

Tuition and fees deduction. See 
Deductions

U.S. Census Bureau
offices in the home … 361

U.S. savings bonds
interest exclusion income 

limitations … 237
qualified higher education 

expenses … 236–237
series EE … 236
series I … 236

Understatement
adequate disclosure … 46
realistic possibility … 41
reasonable cause exception … 40
unreasonable position … 40

Undisclosed positions … 44
Unharvested crops

§1231 property … 79
Uniform capitalization rules … 528
Uniform Gifts to Minors Act (UGMA)

§529 plans … 222
Uniform Limited Liability Company 

Act … 120–121
Uniform Partnership Act … 509
Uniform Principal and Income Act 

(UPIA) … 166
Uniform Prudent Investor Act in 

1994 … 166
Uniform Transfers to Minors Act 

(UTMA)
§529 plans … 222

Unreasonable position … 40
Unreimbursed business expenses

independent contractor … 7
misclassified workers … 13

USCIS Form I-9, Employment 
Eligibility Verification … 29

Vehicles
bonus depreciation

passenger auto limits … 267
depreciation

business use requirement … 266
luxury autos … 265, 410
passenger auto

trade-ins … 269
standard mileage rate … 270

heavy
depreciation … 265
gross vehicle weight … 265

nonpersonal use … 266
passenger autos

defined … 266
depreciation … 265
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Virginia Tech Victims Tax 
Relief … 403, 405

Volunteer firefighters
benefit and pay exemption … 404

William D. Ford Federal Direct Loan 
Program (Direct Loan 
Program) … 243

Wind energy
development … 534
easement

landowner tax reporting … 536
partnership allocation … 535

Wine producers … 527
Worker classification

common law standard … 2
employee … 2
statutory nonemployee … 2
Twenty Factor Test … 3

Working Families Tax Relief Act of 
2004 (WFTRA) … 323, 423

Worthless securities
loss deductibility … 493

Wrap-around debt … 132
Written consent … 55
Written determinations … 42

Zero tax rate … 331
HSA contributions … 337
tax planning

high income taxpayers … 338
retired taxpayers … 334–336
working taxpayers … 337

taxpayers unlikely to 
benefit … 334

taxpayers who benefit … 334
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