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annuitant ... 496
annuitization phase ... 495, 506
beneficiary ... 496
death benefit ... 497, 506
deferred ... 495
definition ... 495
distributions
10% pendlty ... 503
before 59% ... 503
exceptions to penalty ... 503
nonperiodic ... 500
periodic ... 498
equity-indexed ... 497
federal withholding ... 504
fixed ... 497
general rule ... 498
glossary ... 506
ideal buyer characteristics ... 506
immediate ... 495
long-term careriders ... 513

ownership changes ... 505
partiesto a contract ... 496
qualified ... 498, 506
rider ... 506
surrender ... 507
surrendering ... 505
switching from one contract to
another ... 506
tax deferra ... 507
taxable portion ... 498
term-certain ... 497, 507
variable ... 497
withdrawals
simplified method ... 502
Appropriate economic unit ... 178
grouping activities ... 357
Archer MSA ... 473, 488
nonqualified distributions
penaty ... 470
over-the-counter drugs ... 470
ARRA. See American Recovery and
Reinvestment Act of 2009
Asset protection ... 235
At-risk limitations
Scorporation ... 21
Audit
automated under reporter
(AUR) ... 64,73
beauty salons ... 318
income sources ... 319
wage reporting ... 319
books and records ... 294
business audits techniques ... 308
car washes ... 321
income determination ... 321
cash intensive business
indicators of unreported
income ... 295
misappropriated cash ... 295
CP 2000 notice ... 64
how to respond ... 64
CP-2057 Soft Notice ... 73
direct sellers ... 313
hobby versus business ... 314
income earned by ... 313
income examples ... 313
typical expenses... 314
e-commerce business ... 309
revenue agent interview

Credits nonqualified ... 498, 506 questions ... 309
owner ... 496 typical expenses ... 310
grantor trust ... 496 food and beverage business ... 315
658 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.



2010 Workbook

grocery store retail business owners life estates ... 365
income sources ... 318 diverting inventory ... 300 revocable trust ... 365
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requirements ... 205
disreputable conduct ... 207, 590
duediligence ... 199
frivolous position ... 203
knowledge of client
omission ... 198
marketed opinion ... 204
reliance opinion ... 204
return of client records ... 201
feedisputes ... 201
penalties ... 202
sanctions ... 207
standards for tax returns,
etc. ... 203
who can practice before IRS ... 181
written advice ... 206
requirements ... 206
Client records
Cir. 230 requirements ... 201
defined ... 201
failure to return penalties ... 202
feedisputes ... 201
COBRA. See Hedlth insurance
CODI. See Cancellation-of-debt
income
Common-law marriage. See Marriage

2010 Workbook

Compensation
deferred
constructive receipt ... 422
exceptions ... 422
exceptions to 8409A ... 419
independent contractor ... 419
significant services ... 419
nonqualified ... 417
defined ... 418
distributionrules ... 421
election to delay
payment ... 422
employee
reimbursements ... 426
failure to meet 8409A
requirements ... 423
noncompete
agreement ... 424
nonstatutory stock
options ... 424
penalties ... 418
profitsinterest ... 426
prohibited distribution
events ... 421
reporting employee
distributions ... 423
small business use ... 424
stock appreciation
rights... 425
teacher payment
period ... 426
timing restrictions ... 421
risk of forfeiture ... 419
subject to 8409A ... 418
reasonable ... 7, 555
severance pay ... 418

FICA tax ... 428
Compliance
enforcement ... 189
OPR

enforcement ... 195
Conflict of interest

Cir. 230 ... 202
identifying ... 202
review

information disclosure
requirements ... 213

Construction loans

deductibility ... 119
Constructive ownership rule

fringe benefits ... 391
Constructive receipt doctrine ... 417
Contingent fee

Cir. 230 requirement ... 200

Continuing Extension Act of
2010 ... 446
Controlled group ... 32
Cooperatives
§1382(b)(3) ... 538
8199 deductions ... 538
farming business ... 355
grain payments ... 538
Corporations
entities under common
control ... 393
fringe benefits
attribution rule for stock ... 394
common control
provisions ... 392
restructuring ... 553
Corpus
trust ... 225
Covenants not to compete ... 424
Covered opinion
Cir. 230 ... 204
requirements ... 205
enforcement at company
level ... 206
examples ... 204
exceptions ... 204
materials not included ... 205
CPE requirements
tax return preparer ... 189
Credit and debit card transactions
backup withholding ... 380
information reporting ... 379
backup withholding ... 380
bookkeeping
adjustments ... 380
de minimis exception ... 380
what to report ... 380
who reports ... 380
merchant reporting ... 379
payment settlement entities ... 379
Credit card incentives ... 381
converted to cash ... 381
sale of frequent-flyer miles ... 382
taxable benefits ... 382
types of in-kind benefits ... 381
Credit to holders of tax credit bonds.
See Credits
Credits
adoption ... 346, 456
eligibility ... 346
foreign child ... 346
income limitations ... 346, 456
maximum amount ... 456
qualified expenses ... 346
special needsindividual ... 346
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alternative fuel mixture
black liquor ... 457
aternative fuel vehicle refueling
property ... 336
qualified property ... 336
alternative motor vehicle ... 323,
335
quaified vehicle ... 335
American opportunity ... 338
qualified expenses ... 338
child and dependent care ... 84,
323, 326
divorced/separated
parents ... 327
eligibility ... 326
income limitation ... 328
maximum amount ... 328
qualifying expenses ... 327
childtax ... 83, 323, 339
bankruptcy estate ... 540
eligibility ... 339
income limitations ... 339
disabled access ... 348
earned income ... 82, 145, 340
compliance
activities ... 146
duediligence ... 147-148
experienced preparers ... 147
new preparers ... 147
resources ... 149
divorced/separated
parents ... 342
duediligence ... 199
requirements ... 344
eligibility ... 340
fraud ... 145
IRSresponse ... 146
maximum amounts ... 344
no-qualifying-child rules ... 342
qualifying child rules ... 341
tiebreaker rules ... 342
education ... 323
elderly or permanently
disabled ... 323
eligibility ... 332
income limitations ... 332
employer ... 348, 452
employer differential wage
payments ... 348
employer socia security and
Medicare taxes paid on
tips... 348
first-time homebuyer ... 79, 113—
116, 345
added provisions ... 114

MAGI limitations ... 114
qualified military
personnel ... 116
recapture requirements ... 115
foreigntax ... 323, 325
election to forgo filing ... 326
ineligibletaxes ... 325
qualified foreign entities ... 326
general business ... 347
government retiree ... 345
holders of tax credit bonds ... 338
ligibility ... 338
interest on certain home
mortgages ... 323, 333
ligibility ... 333
list of personal and general
business ... 350
making work pay ... 88, 345
eligibilty ... 345
phaseout amounts ... 88
new hire retention ... 448, 452
qualified employees ... 448
qualified employers ... 448
nonrefundable ... 323
partially refundable ... 338
premium assi stance for qualified
health plan ... 480
calculation ... 481
digibility ... 481
employer penalty ... 484
employer provided
coverage ... 482
reconciliation of advanced
payment ... 482
prior year minimum tax ... 323,
339
digibility ... 340
qualified plug-in electric and
electric vehicle ... 335
computation ... 335
qualified vehicles ... 335
qualified plug-in electric drive
motor vehicle ... 336
computation ... 336

eligibility ... 336
qualified tax credit bonds ... 448,
453

refundable ... 340
residential energy ... 323, 333
eligibility ... 333
nonbusiness energy property
improvements ... 334
qualified energy efficiency
improvements ... 333
334

residential energy efficient

property ... 334
residential energy
property ... 334

retirement savings
contributions ... 323, 330
computation ... 331
eligibility ... 330
small business
cellulosic biofuel
producer ... 377, 457
black liquor ... 457
health insurance ... 377, 461
applicable percentage ... 463
caculating ... 462
claming ... 465
defined ... 463
qualified employers ... 461
reduced credit ... 464
tax-exempt qualified
employer ... 464
qualifying therapeutic discovery
projects ... 377, 461
work opportunity ... 349, 452
covered groups ... 349

Daycare facilities
business use of home
deduction ... 136
De minimis exception
credit and debit card
transactions ... 380
Death
2010 filing requirements ... 370
Dehit card. See Credit and debit card
transactions
Debt
home mortgage ... 118
open account ... 20
qualified principal
residence ... 123
term ... 20
Deductible repairs
defined ... 435
Deductions
§179... 33
8179 limit extended ... 378, 448,
453
abandonment loss ... 602
alimony ... 569
attorney fees ... 568

business expenses ... 542, 545, 547
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business use of home ... 135

8121 exclusion ... 130
carryforwards ... 137
daycarefacilities ... 136, 383
depreciation ... 137, 385
eigibility ... 135
employees ... 135, 383
exclusiveuse ... 135, 383
limitations ... 137
principa place of
business ... 136
regular use ... 135, 383
reporting ... 138
requirements ... 135, 383
Separate structure ... 136, 386
telephone service ... 137
transportation expenses ... 137,
384

casualty loss ... 550, 552
charitable ... 560, 564
commission payments ... 584
compensation limitation ... 477
education expenses ... 559
estates ... 248

8179 ... 262
administration expenses ... 251
casualty and theft losses ... 266
charitable contributions ... 259
source of funds ... 260
depreciation ... 262
expenses related to tax-exempt
income ... 257
funeral expenses ... 256
interest ... 259
expense ... 253
medical expenses ... 257
miscellaneous administration
expenses ... 256
miscellaneousitemized ... 261
qualified residence
interest ... 254
sdleof residenceat aloss ... 255
selling expenses ... 255
set aside future
contributions ... 260
taxes ... 259

excisetax ... 490

fiduciaries ... 250

fringe benefits ... 546

gambling losses ... 548

health insurance companies ... 467
hobby renta ... 171

home mortgage interest ... 117

AMT ... 120
construction loans ... 119

2010 Workbook

election for business ... 120
limitations ... 117
qualified homes ... 118
secured debt ... 118
home-equity debt ... 119
in respect of adecedent ... 251
IRA contributions ... 90

itemized
medical expenses ... 562
unreimbursed medical

expenses ... 474
limitations for TARP
recipients ... 478
long-term care insurance ... 507
marital ... 366
medical expenses ... 558
mortgage interest ... 89
NOL carryback period ... 443
passive activitiesloss ... 606
rental real estate ... 174
points... 119
refinanced mortgages ... 119
repairs
additionsto value ... 442
repairs versus capitalization ... 435
IRS guidance ... 435
judicial opinions ... 439
SEtax ... 476
student loan interest ... 87
phaseout amounts ... 87
theft loss ... 551
transportation expenses ... 137,
624
trusts ... 248
8179 ... 262
casualty and theft losses ... 266
charitable contributions ... 259
source of funds ... 260
throwback election ... 260
depreciation ... 262
expenses related to tax-exempt
income ... 257
interest ... 259
expense ... 253
medical expenses ... 257
miscellaneous itemized ... 261
qualified residence
interest ... 254
set aside future
contributions ... 260
taxes ... 259
unearned premium reserve ... 467
vacation home expenses ... 131
Deferred compensation. See
Compensation

Department of Defense

Appropriations Act of
2010 ... 446

Depreciation

81245 property ... 397
81250 recapture ... 400
81250 unrecaptured ... 167, 400
bonus
81250 recapture ... 400
business use of home ... 137, 385
caculating gainon sae ... 385
carryforwards ... 137
recapture upon sale ... 130
change in accounting
method ... 416
former residence ... 165
like-kind exchange property ... 396
acquired ... 396
relinquished ... 396
vehicles ... 396
tobacco barns ... 442
trusts
reserves ... 262

Direct sellers. See Audit
Disahility

specia needstrust ... 229

Disabled access credit. See Credits
Disciplinary sanctions ... 197
Disclosure

tax return preparer
requirements ... 210

Distortion-of-income standard ... 437
Distributable net income. See DNI
Distributions

Scorporation ... 18
special dividends ... 554

Divorce... 100

attorney fees ... 568
capital loss carryforwards ... 107
charitable contribution
carryforwards ... 107
dependency exemption ... 566
efile
Form 8453 ... 36
estimated tax payments ... 109
estimated tax penalties ... 110
first-time homebuyer credit ... 115
general business credits
carryforwards ... 109
innocent spouse ... 100, 105
equitablerelief rules ... 105
itemized deductions ... 111
kiddietax ... 112
net operating loss
carryforwards ... 108
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property settlement ... 105
basis ... 106
S corporation suspended
loss... 108
saleof principa residence ... 126
signing joint return ... 112
transfers of property
timing ... 107
DNI ... 238
estates and trusts ... 264
Drought
involuntary conversion
livestock ... 374
replacement period ... 374
Due diligence
Cir. 230 requirements ... 199
earned income credit ... 344
EIC ... 147
requirements ... 148
Durable power of attorney ... 528

Earned income credit
See Credits
Easement
conservation ... 564
E-commerce. See Audit
Economic benefit rule ... 417
Economic Growth and Tax Relief
Reconciliation Act of
2001 ... 91, 456
estate tax exemption ... 363
Economic substance doctrine ... 458
EESA. See Emergency Economic
Stabilization Act of 2008
e-file
attachments ... 39
court case ... 588
disclosure authorization ... 48
divorce ... 36
electronic account resolution ... 48
electronic funds withdrawal ... 45
electronic return originator ... 40
epay ... 43
debit or credit card ... 46
electronic federal tax payment
system (EFTPS) ... 45, 47
electronic funds
withdrawal ... 43
timing ... 45
e-services ... 47
incentive products ... 48
information return matching ... 48

MeF
advantages ... 38
phasein strategy ... 38
supported forms ... 38
noncustodial parent ... 36
online application process ... 47
preparer tax identification number
(PTIN) ... 184
reporting agents ... 48
signature authorization ... 40
transcript delivery system ... 48
update ... 35
EFTPS. Seeefile
EGTRRA. See Economic Growth and
Tax Relief Reconciliation Act
EIC. See Credits
earned income
EIN. See Employer identification

number
Elections
basis adjustment ordering
rules... 16

Electronic federal tax payment system
(EFTPS). See efile
Electronic fundswithdrawal. See e-file
Electronic return originator. See e-file
Emergency Economic Stabilization
Act of 2008 ... 2, 444
Eminent domain ... 583
Employee classification
versus independent
contractor ... 571
Empl oyee Retirement | ncome Security
Act. See ERISA
Employee stock ownership plan ... 1
Employer identification number
(EIN) ... 56
Employer returns
annual ... 63
quarterly ... 63
small businesses
requirement changes ... 63
Energy saving improvements ... 333
Energy Star ... 333-334
ERISA
nondiscrimination
requirements ... 390
ERO. Seeefile
electronic return originator
ESOP. See Employee stock ownership
plan
Estate
administration expense ... 251
interest expense ... 253
miscellaneous ... 256

selling expenses ... 255
basis of property ... 225
casualty and theft losses ... 266
charitable contributions ... 259
community property ... 224
compressed tax rates ... 246
deductionsin respect of a

decedent ... 251
definition ... 223
depreciation ... 262—-263
early distributions of

income ... 246
EIN ... 243
estimated tax rules ... 246
executor duties ... 224
expenses

tax-exempt income ... 257
extension due date ... 243
fiduciary accounting ... 231
filing requirements ... 243

2010 death ... 370
funeral expenses ... 256
gain on distribution of

property ... 250
income

undistributed net investment

Medicare withholding

amount ... 475
interest deductions ... 259
medical expenses ... 257
miscellaneous itemized

deduction ... 261

limitation ... 262
NOL

alocation to beneficiary ... 266

year of termination ... 265
nonprobate assets ... 224

retirement plans ... 224

trusts ... 224
opening and closing ... 244
passive activity 10ss ... 266
personal exemption ... 248
probate ... 223

assets ... 224

expenses ... 252
qualified residenceinterest ... 254
related party ... 250
rental real estate exception ... 268
return due date ... 243
sale of residence

loss... 255
tax exemption ... 363
tax rates ... 244
taxable income

caculation ... 247
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taxableyear ... 244

tenancy by the entirety ... 570

tenancy-in-common ... 224, 570

termination commissions ... 259
Estate planning

2010 considerations ... 368-369

asset sales

basis ... 364

disclaimer wills ... 369

documents ... 366

formula clause language ... 366

2010 potential problems ... 367

gifting ... 531

gifts... 369

modifying plans ... 368

QTIPtrusts ... 369

Scorporation ... 33
Estate tax

marital deduction ... 99

marriage ... 98
Estimated tax

corporations ... 453, 459

estate and trust ... 246
Estimated tax payments

divorce ... 109
Ethical dilemmas... 217
Excise tax

failure to provide health
insurance ... 378
high-cost empl oyer-sponsored

health coverage ... 378, 487

calculating ... 489
deductibility ... 490
underreporting penalty ... 489

indoor tanning services ... 378, 469

medical devices... 476
manufacturers ... 378
not included ... 476
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Farm
adjusted gross farm income
defined ... 372
determining ... 372
employee benefits ... 545
incorrect calculation of tax
ligbility ... 376
livestock
involuntary conversion ... 374
net income
defined ... 354
NOL ... 354
passivelossrules ... 356
prepaid expense ... 351, 354
50% limitation ... 352
rent ... 353
tests for deductibility ... 351
prepaid interest ... 354
spousal arrangements ... 363
fringe benefits ... 358
Farm Bill ... 354, 370-372
Farm payment program
adjusted gross farm income ... 370
defined ... 372
determining ... 372
adverse notice ... 374
ligibility
reporting to FSA ... 372
income compliance
certifications ... 371
income limitations ... 370
income verification ... 372-373
consent forms ... 373
Farming
trade or business ... 543
Farming business

Food and beverage industry
credit for employer social security
and Medicare taxes paid on
tips... 348
See also Audit
Foreclosure
homes ... 121
Foreign adoption. See Credits
Foreign tax credit. See Credits
Fringe benefits
adoption assistance ... 377
cafeteriaplan ... 473
common control provisions ... 392
entities under common
control ... 393
constructive ownership rule ... 391
corporations
attribution rule for stock ... 394
health accounts
nonprescription health
products ... 377
health insurance ... 358, 388
adult children ... 377, 468
defined ... 468
highly-compensated
employees ... 389
pass-through entities ... 390
sole proprietorship ... 392
spouse ... 360-362
health savings accounts ... 389
long-term care insurance ... 507
medical reimbursement plan
spouse ... 358, 360-362, 545
salary-reduction contributions
FSA ... 377
SIMPLE cafeteriaplan ... 377, 471
eligibility ... 471
eligible small employer ... 472

Exclusions . minimum contribution
§121 ... 167 g‘;ﬁ‘:gda“vféé' 35 requirement ... 471
Exzcelfjto;d 364 Farming syndicate sole propneto;z 0
q t!n "'224 prepaid expense exceptions ... 352 SPOUSE ...
UUEs.... Federal Food, Drug, and Cosmetic Spouse.
Exemptions Act ... 476 requirements ... 359
depmdency Federal Insurance Contribution Act. tax t_r eaiment ... 388
divorce ... 566 See FICA highly-compensated
personal = I employees ... 388
phaseout ... 86 ngird poverty level .... 480 work-related clothing ... 580
composed of ... 474 Frivolous position ... 585
Fiduciary accounting ... 232 Cir. 230 ... 203
o L2 FSA ... 473, 488
Fiduciary accounting income See )
Income adult children coverage ... 468
Fiduciary income taxation ... 242 annual contribution limit ... 473
- . over-the-counter drugs ... 470
Flexible spending accounts. See FSA salary-reduction limitation ... 377
FUTA. See Tax
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GAAP ... 231,234
Gambling
business expenses ... 548
GAO
S corporation
2003 report ... 5
2005 report ... 4
2009 report ... 4,13
basisreporting ... 5
compensation reporting ... 6
shareholder basis ... 13
Gender identity disorder ... 563
Generd rule
plan distributions ... 498
Generd UtilitiesDoctrine ... 1, 23
Generally accepted accounting
principles. See GAAP
Generation skipping transfer tax. See

GSTT
Gift certificates. See Audit
Gift splitting
husband and wife ... 99
Gifttax ... 530

annual exclusion ... 99, 530
gift splitting ... 99
lifetime exclusion ... 530
marriage ... 99
unlimited marital deduction ... 530
Government Accountability Office.
Se GAO
Grantor ... 225
Grocery store. See Audit
Grossincome. See Income
Grouping activities
passivelossrules ... 357
reporting changes ... 358

GSTT ... 531
2010 planning ... 368
Guaranteed payments
partnership

health insurance
premiums ... 390

Health Care and Education
Reconciliation Act of
2010... 377,454

Health insurance

adult children coverage ... 377
defined ... 468
annual fee for providers ... 486

applicable employer-sponsored
coverage ... 472
COBRA subsidy ... 446
excisetax ... 487-488
free-choice vouchers ... 482
fringe benefits ... 388
spouse ... 358-362
health insurance issuer
requirements ... 454
health-benefit exchanges
requirements ... 455
information reporting ... 472
requirements ... 485
minimum coverage
excisetax ... 478
pass-through entities ... 390
premium assi stance credit
employer penalty ... 484
quaified health plan
defined ... 454
value of employer-sponsored health
insurance
calculation ... 472
Health Insurance Portability and
Accountability Act of 1996
(HIPAA) ... 507
Health insurance provider fee ... 486
Health reimbursement arrangement.
See HRA
Health savings account ... 389
nonqualified distributions
penalty ... 470
Highly-compensated employee
defined ... 389
Hiring Incentives to Restore
Employment Act ... 378, 448
Hobby versus business
factors used to determine ... 314,
547
Home health care
payroll tax issues ... 518
Home mortgage interest. See
Deductions
Home ownership
delinquent mortgage
obligations ... 121
bankruptcy ... 123
insolvency ... 124
qualified principal residence
debt exclusion ... 123
first-time homebuyer credit ... 113
like-kind exchange ... 140
mortgage interest deduction ... 117
qualified principal residence
debt ... 123

reverse mortgages ... 120
Home-equity debt
deductibility ... 119
Horse activities
hobby versus business ... 547
Household worker
defined ... 518
factors used to decide worker
status ... 519
Housing Assistance Tax Act of
2008 ... 379
8121 exclusion
nonqualified use ... 130
first-time homebuyer credit ... 113

HRA ... 488
over-the-counter drugs ... 470
HSA ... 488

over-the-counter drugs ... 470
Husband-wife qualified joint
venture ... 173

Identity theft ... 65
aerting IRS ... 67
IRSe-mail ... 69
IRSresponse ... 67
methods used ... 66
uses of stolen information ... 66
IMRS... 71
examples ... 72
reports ... 72
Income
adjusted gross farm ... 370
defined ... 372
defined by FSA ... 371
defined by USDA ... 371
defined under Farm Bill ... 371
determining ... 372
defined by UPIA ... 233
fiduciary accounting ... 231
defined ... 233
GAAP
versus fiduciary income ... 231
gross
attorney fees ... 577
CODI ... 579
damage awards ... 580
de minimisfringe
benefits ... 580
eBay sdles... 581
housing assistance
benefits ... 578
lifeinsurance ... 573
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mandatory pretax

contributions ... 579
mediation agreement ... 575
trust ... 248
unreported bank deposits ... 576
unreported income ... 581
wrongful death

clam ... 574

settlement ... 577
IRD ... 249
limitations

conservation programs ... 371
farm payment program ... 370
net investment
M edicare withholding amount
individuals ... 474
taxable
versusfiduciary income ... 231
trust
character ... 280
undistributed net investment
M edicare withholding amount
estatesand trusts ... 475
Income beneficiary ... 232
Income in respect of a decedent. See
IRD
Income limitations
adoption credit ... 346, 456
child and dependent care
credit ... 328
child tax credit ... 339
credit for elderly or permanently
disabled ... 332
retirement savings contributions
credit ... 330
Indirect methods. See Audit
Individua retirement arrangement.
SeeIRA
Information reporting
applicable employer-sponsored
coverage ... 472
corporation requirements ... 378
credit and debit card
transactions ... 379
backup withholding ... 380
bookkeeping
adjustments ... 380
de minimis exception ... 380
what to report ... 380
who reports ... 380
employees’ health insurance
coverage ... 378, 472, 485
Form 1099
2010 requirements ... 375
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Form W-2
value of health benefits ... 376
property ... 459
property purchases of $600 or
more ... 378
purchases of $600 or more ... 459
value of employees' health
insurance ... 378, 472, 485
cost not included ... 473

Inherited property
basis ... 160
death of remainder
holder ... 163

sadleof lifeestateinterest ... 163
basis adjustment ... 163
uniform basis ... 161
Injured spouse ... 96
Innocent spouse ... 100, 105
equitablerelief rules ... 105
Inter vivos trusts. See Trust
Involuntary conversion
gain recognition ... 583
IRA
deducting contributions ... 90
Roth
basis ... 156
contribution limitation ... 151
conversion ... 151

401(K) ... 158
AGI limits ... 151
AMT ... 154

estimated taxes ... 154
into separate accounts ... 159
Medicare premiums ... 152
passive activity losses ... 154
reconverting ... 159
social security
benefits ... 153
recharacterizing
conversions ... 158
deadlines ... 159
SIMPLE
automatic contributions ... 617
IRD
S corporation treatment ... 28
trust ... 249
| ssue Management Resol ution System.
See IMRS
Itemized deductions phaseout
MFJ... 85
Itemized deductions. See Deductions

I

JGTRRA. See Jobs and Growth Tax
Relief Reconciliation Act of
2003

Job Creation and Worker Assistance
Actof 2002 ... 2

Jobs and Growth Tax Relief
Reconciliation Act of
2003 ... 77,91

Kiddie tax
divorce... 112

Legal fees
reimbursement ... 584, 589
Life estate ... 160, 365
Life insurance
accelerated benefit
provisions ... 512
grossincome... 573
Lifetenant ... 160
Like-kind exchange ... 26, 599
basis
adjusted basis election ... 396
of property ... 395
boot ... 395
depreciated property ... 396
sling ... 397
home owners ... 140
qualifying use standards ... 141
related party
defined ... 143
rules... 143
types ... 140
use of property ... 140
vacation home ... 141
Liquor stores. See Audit
Living trust. See Trust
Loans
student ... 460
forgiveness ... 460
National Health Service
Corps... 461
Long-term care
annual costs ... 509
custodial care ... 509
defined ... 509
Medicaid eligibility
partnership programs ... 513
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personal care ... 509
skilled care ... 509
who pays ... 510

Long-term care insurance ... 507
association policies ... 512
covered services ... 513
deductibility limits ... 508

deductibility of premiums ... 507
employer policies ... 512
exclusions and limitations ... 514

individual policies ... 512
joint policies ... 512
lifeinsurance policies ... 512
Patient Protection and Affordable
CareAct ... 515
payments
excluded from gross
income ... 508
expense incurred method ... 514
indemnity method ... 514
scope of coverage ... 515
tax benefits ... 507
types of policies ... 511
where services can be
provided ... 514
who should buy ... 510
Loss
casualty ... 550, 552
suspended at-risk ... 22, 28
theft ... 551
Loss limitation
related party
estates and trusts ... 250
LTC. See Long-term care

Making work pay credit. See Credits
Marketed opinion
Cir.230... 204
Marriage
8121 exclusion ... 78
bonus example ... 79
penalty example ... 79
ARRA ... 83
assuming new Spouse's tax
liahilities ... 96
bonus ... 75, 78
child tax credit ... 84
earned income credit ... 82
making work pay credit ... 838
personal exemption
phaseout ... 87
social security benefits ... 81

student loan interest ... 88
child and dependent care

credit ... 84
common law ... 76
defined ... 76

genera elements ... 76

states that recognize ... 76
credit shelter trust ... 99
defined ... 76
earned income credit ... 82
estate tax

marital deduction ... 99
federal estatetax ... 98
first-time homebuyer credit ... 115
gift splitting ... 99
gifttax ... 99
impact ontax ... 75
injured spouse ... 96
IRA deduction phaseout ... 90
itemized deductions phaseout ... 85
mortgage interest deduction ... 89

penalty ... 75
child and dependent care
credit ... 85

child tax credit ... 83
earned income credit ... 82
high-income taxpayers ... 92
history ... 77
IRA deductions ... 90
itemized deductions
phaseout ... 86
JGTRRA ... 77-78
making work pay credit ... 88
personal exemptions
phaseout ... 87
social security benefits ... 80
student loan interest ... 87
tax ratetables ... 91
personal exemption phaseout ... 86
Revenue Act of 1951 ... 78
sale of principal residence ... 78
same sex ... 77
savings bond interest income
exclusion ... 89
social security benefits ... 80
student loan interest ... 87
Material participation
rental real estate ... 175
Medicaid
eligibility ... 510
gift exclusion ... 530
long-term care ... 510
Medical device manufacturer ... 476

Medical reimbursement plan
employees allowed to be
excluded ... 389
fringe benefits
sole proprietor plans ... 360
spouse ... 358, 360-362
nondiscrimination
requirements ... 389

Medicare
long-term care ... 510
Part A
coverage ... 520
premiums ... 521
Part B
coverage ... 521

premiums, deductibles,
copayments ... 522
Part D
coverage ... 523
coveragegap ... 523
supplemental insurance ... 520
Medicare tax
high-income taxpayers ... 475
self-employed ... 476
withholding amount
net investment income
individuals ... 474
undistributed net investment
income
estatesand trusts ... 475
wages ... 474
Medigap. See Medicare
supplemental insurance
MeF. See e-file
Military
first-time homebuyer credit ... 116
Military personnel
residency ... 447
Military service
employer differential wage
payment credit ... 348
Military Spouses Residency Relief

Act ... 447
Minimum income probes. See Audit
Mortgage

reverse ... 529
Mortgage credit certificate ... 333
Mortgage interest. See Deductions
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National fiduciary accounting
standards ... 234
Net operating loss. See NOL
Net recognized built-in gain ... 24
Net worth method. See Audit
New hire retention credit. See Credits
NOL
$300,000 limitation ... 354
carryback period ... 443
election ... 444
TARP recipients ... 444
carryforwards
divorce ... 108
CCCloans... 354
distributable net income ... 264
estates and trusts ... 264
excess deductions ... 264
farm ... 354
definition ... 354
scope ... 354
farm program payments ... 354
Noncustodial parent
efile
Form 8453 ... 36
Nonprofit organization. See Tax-
exempt organization
Nonrecourse debt
mortgage ... 121
North American Industry
Classification System (NAICS)
analysis... 306

OASDI
withholding amount
wages ... 474
Offer in compromise. See OIC
Office of Professional Responsibility.
See OPR
OIC ... 49
appealsprocess ... 51
low income exemption ... 51
payment options
deferred periodic payment
offer ... 50
lump sum cash offer ... 50
short term period payment
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Open account debt ... 20

OPR
Cir. 230 ... 195
disciplinary sanctions ... 197
practitioner compliance ... 195
right to practice versusright to

prepare ... 181

Ordering rules

basis adjustments ... 15

PAL. See Passive activity
Parent-subsidiary group ... 32
Partial payment installment agreement
(PPIA) ... 53
collection information
statement ... 53
equity in assets ... 54
Partnership
alocation ... 603
fringe benefits
spouse ... 358
health insurance premiums ... 390
Passive activity
grouping ... 177
disclosure requirements ... 179
failureto report ... 180
partnership and S corp
rules... 180
Passive activity loss ... 177, 605, 607,
609
estate ... 266
meaterial participation ... 266
suspended ... 267
trust ... 266
Passivelossrules ... 22, 356
appropriate economic unit ... 357—
358
grouping activities ... 357
reporting changes ... 358
hobby rental ... 134
recent developments ... 356
Patient Protection and Affordable Care
Act ... 377, 389, 453-454
Form 1099 ... 375
Payments
estimated tax
divorce ... 109
Payroll tax ... 571
home health care workers ... 518

86662 ... 214-215, 553, 559, 569,
603

§6662(a) ... 551, 565-566, 576

§6662(d) ... 214

§6664 ... 549
86672 ... 572
§6694(a) ... 214
§6695 ... 184

§6695(b) ... 215-216
accuracy related ... 215, 453, 546—
548, 550, 553, 558-559, 565,
569, 574, 582, 584, 591, 593,
597, 599, 602-603, 621
early distributions ... 615616
annuity ... 503
Roth IRA ... 151
employees who receive premium
assistance credit ... 484
estimated tax payments ... 110
failure to carry health
insurance ... 479
failuretofile ... 592, 596, 598
S corporation and
partnership ... 445
failure to offer minimum health
coverage ... 483
failure to pay trust fund
taxes ... 572
failureto provide PTIN ... 184
failureto signreturn ... 215, 217
fraud ... 623
frivolous position ... 597
information disclosure ... 594-595
knowledge requirement ... 199
lack of economic substance ... 459
latefiling ... 621
mandatory referral to OPR ... 196
preparer ... 597
substantial underpayment ... 549
tax return preparer
sanctions ... 206-207
trust fund recovery ... 53
underpayment of tax ... 214, 592
understatement due to an
unreasonable position ... 214
Pension Protection Act of 2006 ... 2,
616
Percentage markup method. See Audit
Personal service corporations ... 554
Phishing ... 66
Pizza restaurants. See Audit

offer ... 50 ) POA. See Power of attorney
rejected offer ... 585 Pmr:;};)/onsble person ... 572 Points
types ibili
P eftectivetax 86651(a)(1) ... 592 onvoductise . 19
administration ... 49 86654(9) ... 592
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prepaid expense exception ... 352

Power of appointment ... 365
Power of attorney ... 528
attorney-in-fact ... 528
durable ... 528
grantor ... 528
healthcare ... 528
options ... 528
reasons elderly need one ... 529
types ... 528
PPA. See Pension Protection Act of
2006
PPACA. See Patient Protection and
Affordable Care Act

PPIA. See Partial payment installment

agreement

Practitioner priority service ... 65
Prepaid expense

12-monthrule ... 353

50% limitation ... 352

exceptions ... 352

interest ... 354

rent ... 353

tests for deductibility ... 351

Preparer tax identification number. See

Tax return preparer
Prescription drug manufacturers
annual fee under PPACA ... 473
Prescription drug plans ... 477
Principal
defined by UPIA ... 233
Principal residence
8121 exclusion ... 78, 614
requirements ... 126
safe harbor tests ... 127
basis calculation ... 125
converting to renta ... 165
defined ... 125
factors used to determine ... 125

first-time homebuyer credit ... 113

qualified military
personnel ... 116
nonqualified use ... 167
sde

installment ... 613
while married ... 78
Prior year minimum tax credit. See
Credits
Probate ... 223
administrative expenses ... 252
reasonsto avoid ... 227
Profitsinterest ... 426
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Profit-sharing plan
contributing unused paid time
off ... 618
Property
basis
like-kind exchange ... 395
information reporting ... 459
Property settlements. See Divorce
Protective refund claims
FICA taxes on severance
pay ... 429
perfect aclaim ... 430
PTIN. See Tax return preparer
Public Health Service Act ... 389

Qualified education expenses
U.S. savingsbonds ... 89
Qualified energy saving
improvements ... 333
Qualified intermediary ... 599

Qualified plug-in electric drive motor

vehicle credit. See Credits
Qualifying child
definition ... 83

Rabbi trusts ... 417

Real estate professional ... 608, 612
Reasonabl e apportionment test ... 240

Reasonable compensation ... 13

factors used to determine ... 11
Recognized built-in gains ... 24
Recognized built-in losses ... 24
Recourse debt

mortgage ... 121
Refund

statute of limitation for

requesting ... 589

REIT

special dividend

distributions ... 554

Related party

defined ... 143

estates ... 250

loss limitations

trust and estates ... 250

trusts ... 250
Reliance opinion

Cir. 230 ... 204
Remainder interest ... 160
Remainderman ... 232

Rent
prepaid expense ... 353
Rental real estate
husband-wife qualified joint
venture ... 173
Repairs. See Deductions
Residential energy credit. See Credits
Retirement
401(k)
automatic enrollment ... 616
annuities ... 495

qualified plan
contributing unused paid time
off ... 617
early distributions ... 615
pendty ... 616

early withdrawals ... 618
rollover ... 619
Revenue Act of 1951 ... 78
Reverse mortgages ... 120
types... 120
Revocable trust. See Trust
Roth IRA. See IRA

S corporation

8179 deduction ... 33

American Jobs Creation Act of
2004 ...2

American Recovery and
Reinvestment Act of

2009... 2
at-risk limitations ... 21
basis... 13

adjustments ... 15
aquired by inheritance ... 14
beginning ... 14
reporting ... 5
stock acquired by gift ... 14
stock transferred in
divorce ... 15
BIGtax ... 23
like-kind exchange ... 26
brother-sister group ... 32
built-in losses ... 24
buyer purchasing assets ... 31
buyer purchasing stock ... 30
compliance improvements ... 620
consolidated return ... 620
controlled group ... 32
conversion from C
corporation ... 23
debt basis ... 13, 18
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adjustments ... 19
dissolution ... 29
distributions ... 18
capital gain ... 18
post termination ... 27
E&P from C corporation ... 18
elections
basis adjustment ordering
rules... 16
Emergency Economic Stabilization
Act of 2008 ... 2
employee stock ownership
plan... 1
estate planning ... 33
transferring the business ... 33
valuation of transferred
assets ... 33
fringe benefits
spouse ... 358
GAO report
2003...5
2005 ... 4
2009 ... 4,13
General Utilities Doctrine ... 1, 23
government reports ... 3
growth between 2000-2006 ... 2
health insurance premiums ... 390
history ... 1
liquidation ... 29, 31
corporation distributing
assets ... 31
corporation selling assets ... 31
losses
suspended at-risk ... 22, 28
material participation rules ... 22
National Research Program ... 4
net recognized built-in gain ... 24
open account debt ... 20
parent-subsidiary group ... 32
passivelossrules ... 22
Pension Protection Act of
2006 ... 2
post-termination transition
period ... 27
reasonable compensation ... 7, 13
court cases ... 7
factors used to determine ... 11
revenue rulings ... 7
situations ... 12
recognized built-in gains ... 24
recognized built-in losses ... 24
shareholder selling assets ... 30
shareholder selling stock ... 29
Small Business Job Protection Act
of 1996 ... 1, 15, 27
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stock basis ... 13
Subchapter S Revision Act of
1982...1
suspended at-risk loss ... 28
suspended loss
divorce ... 108
Tax Reform Act of 1986 ... 1, 23
term debt ... 20
TIGTA report ... 3
treatment of IRD ... 28
trust as shareholder ... 1, 27
unreglized built-in gain ... 24
Worker, Retiree, and Employer
Recovery Act of 2008 ... 2
Sde
home used for business ... 130
principa residence ... 125
8121 exclusion
calculation of
reduction ... 128
disabled taxpayer ... 129
reduced ... 127
requirements ... 126
safe harbor tests ... 127
basiscalculation ... 125
divorce provisions ... 126
gain attributed to nonqualified
use... 167
home used for business ... 385
like-kind exchange ... 142
nonqualified use ... 130
rental property
loss... 170
vacant land ... 129
Same-sex marriage. See Marriage
Saver’s credit. See Credits
Savings bonds interest income
exclusion ... 89
phaseout amounts ... 89
SBJPA. See Small Business Job
Protection Act of 1996
SECA tax
composed of ... 474
Secured debt
home mortgage interest ... 118
Self-Employment Contribution Act.
See SECA
SEP ... 419
Series EE U.S. savingsbond ... 90
Service stations. See Audit
Severance pay ... 418
FICA tax ... 428
protective refund claim ... 429
Short sale
homes ... 121

SIMPLE ... 419
SIMPLE cafeteriaplan ... 377, 471
igibility ... 471
eligible small employer ... 472
minimum contribution
requirement ... 471
Simplified method
annuity withdrawals ... 502
Skimming ... 66
Small Business Job Protection Act of
1996 ... 1, 15, 27,578
Social mediawebsites ... 298
Social security benefits
marriage ... 80
supplemental security
income ... 230
Sole proprietors
fringe benefits
spouse ... 360
Specia needs adoption. See Credits
Specia needs trust. See Trust
SSI. See Supplemental security
income
Stakeholder Liaison
office locations/phone
numbers ... 72
Standard Industrial Classification
(SIC) code ... 306
Standards of conduct
tax return preparer ... 189
State income tax
spouse of military personnd ... 447
Stock appreciation rights ... 425
Stock options ... 424
Student loans. See Loans
Subchapter S Revision Act of
1982 ... 1
Substantia authority ... 533
evaluation of authorities ... 533
nature of analysis ... 534
Supplemental security income ... 230
Supplemental unemployment benefits
FICA tax ... 428

Taverns and bars. See Audit
Tax
FICA ... 474
FUTA ... 445
Medicare
high-income taxpayers ... 475
SECA ... 474
Tax evasion ... 623
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Taxgap ... 3
Tax liabilities
partial payment installment
agreement ... 53
Tax rate tables ... 91
Tax rates
estates and trusts ... 244
Tax ReformAct of 1986 ... 1,23, 117,
244
Tax Reform Act of 1997 ... 135
Tax return preparer
adequate disclosure
requirements ... 214-215
Cir. 230 ... 181, 189
duediligence ... 199
knowledge of client
omission ... 198
competency testing ... 185, 192
compliance enforcement ... 189
CPE requirements ... 189, 193
defined ... 184, 212
disciplinary sanctions ... 197
electronic return originators ... 193
information disclosure
requirements ... 210-211
anonymous statistical
data... 213
conflict of interest
review ... 213

licensing ... 183
comparison to EAs ... 191
FAQs... 190
mandatory referralsto OPR ... 196
penalty

failureto sign return ... 215
forms considered a
return ... 216
practice beforethe IRS ... 181

public awareness campaign ... 190
registration ... 183
FAQs... 190
licensed public
accountant ... 191
PTIN ... 184, 190
fees... 193
requirements ... 190
target date ... 191
signing requirements ... 217
solicitation of tax return
business... 211
suitability checks ... 189
third-party service
providers ... 212
unenrolled
limits of practice ... 182

Tax-exempt number
compared to EIN ... 56
Tax-exempt organization
applying for tax-exempt
status ... 55-56
audits ... 62
charitable contribution
substantiation and
disclosure ... 61
employment taxes ... 61
exemption application ... 57
exceptions ... 57
exemption requirements ... 56
IRS web-based training ... 62
jeopardizing exemption ... 60
organizing document
what to include ... 55
penalties for inurement ... 60
political campaign activity ... 61
private foundations ... 55
reporting changesto IRS ... 62
required filings ... 59
small
required filing
e-Postcard ... 59
termination ... 62
Teachers
compensation ... 426
Temporary Extension Act of
2010 ... 446
Tenancy-in-common ... 224
Testamentary trust. See Trust
Testator
defined ... 160
Third-party service providers
information disclosure
requirements ... 212
TIGTA
installment agreements ... 587
S corporation report ... 3
tax collection ... 586
Tips

audit issue in beauty salons ... 320

credit for socia security and
Medicaretaxes ... 348
Total return investment
strategy ... 239
Total return unitrusts ... 233
TRA. See Tax Reform Act of 1986
Treasury Inspector General for Tax
Administration. See TIGTA
TRU. See Total return unitrusts
Trust
A/B ... 99

allocation to corpus
calculating FAI ... 238
distributions from
entities ... 238
alocation to income ... 236
charitable contributions ... 281
direct expense ... 281
distributions from
entities ... 237
income taxes ... 237
indirect expenses ... 257, 281
caculation ... 257
ordinary expenses ... 237
property taxes ... 237
asset protection ... 235
basis of property ... 226
beneficiary ... 225
charitable ... 263, 269, 275
income ... 225
remainderman ... 225
reporting year ... 283
bypass ... 99, 366
capital gainsand losses ... 249
casualty and theft losses ... 266
charitable contributions ... 259
complex ... 229
corpusor principa ... 225
credit shelter ... 99
death of beneficiary ... 284
definition ... 225
depreciation ... 236, 262
calculation ... 237
discretionary distributions
65-day rule ... 283
distribution deduction
calculation ... 269, 278
DNI ... 238, 269
allocation among
beneficiaries ... 279
charitable contributions ... 280
tier system for allocating ... 279
EIN ... 243
estimated tax
election ... 246
rules... 246
expenses
tax-exempt income ... 257
extension due date ... 243
fiduciary accounting ... 231
income
calculating ... 234
taxation ... 242
filing requirements ... 243
gain on distribution of
property ... 250

Index 671 “

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.



generation skipping ... 531
grantor ... 225, 228
tax reporting ... 228

taxation ... 242
grossincome ... 248
income

character ... 280

character to the
beneficiary ... 287

defined by UPIA ... 233

taxable ... 243
caculation ... 247
taxation ... 241

undistributed net investment
Medicare withholding
amount ... 475
inter vivos ... 227
interest deductions ... 259
IRD ... 249
irrevocable ... 227
itemized deductions ... 248
items of income and
expense ... 236
marital ... 366
medical expenses ... 257
miscellaneous itemized
deduction ... 261
limitation ... 262
multiple ... 245
national fiduciary accounting
standards ... 234
NOL
allocation to beneficiary ... 266
year of termination ... 265
nonprobate assets ... 224
operative presumption for
distributions ... 242
passive activity loss ... 266

suspended ... 267
personal exemption ... 248
pour-over will ... 227
principal

defined by UPIA ... 233
protection from creditors ... 228
qualified disability ... 229
qualified dividends

taxation ... 283
qualified residence interest ... 254
qualified revocable ... 365
Rabhi ... 417
reasonable apportionment

test ... 240
related party ... 250
required distributions ... 283
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reserve for depreciation ... 236,
262
return due date ... 243
revocable ... 227-228, 365
managing property ... 228
tax reporting ... 228
revocable grantor ... 161
rule against perpetuities ... 225
simple ... 229
situs ... 235
reasons to change ... 235
special needs ... 229
tax treatment ... 230
supplemental needs ... 229
tax conseguences ... 226
tax rates ... 244
tax reporting
grantor is not trustee ... 229
grantor istrustee ... 228
taxableyear ... 244
termination commissions ... 259
testamentary ... 226-227
throwback election ... 260
total return ... 239
trustee ... 225
types ... 227
Trust accounting income. See Income
Trustee ... 225
power to adjust ... 233

UBIT
modifications, exclusions, and
exceptions ... 59
tax-exempt organization ... 59
Unemployed workers
COBRA subsidy ... 446
hiring
payroll-tax exemption ... 448—
449
qualified employees ... 448
qualified employers ... 448
tax benefits for
employers ... 448
tax credit ... 448
incentivesto hire ... 378
Uniform basisrules ... 160
Uniform Principal and Income
Act ... 231, 233
Uniform Prudent Investor Act ... 233
Unrealized built-ingain ... 24
Unrelated business income tax. See
UBIT

UPIA. See Uniform Principal and
Income Act

Vacation homes
hobby rental
deductions allowed ... 131
passivelossrules ... 134
like-kind exchange ... 141
persona use
deductions allowed ... 131
defined ... 131
rental ... 131
deductions allowed ... 131
expense allocation ... 132
Bolton method ... 132
lossallocation ... 134
passive activity loss ... 133
Valuation
closely-held corporation ... 34
Vehicles
like-kind exchange
depreciation ... 396
Voluntary conveyance

homes ... 121
Websites ... 298
Will

pour over ... 227
Worker classification
employee versus independent
contractor ... 571
Worker, Homeownership, and
Business Assistance Act of
2009 ... 79, 443
first-time homebuyer credit ... 114
Worker, Retiree, and Employer
Recovery Act of 2008 ... 2
Written advice
Cir. 230 ... 206
requirements ... 206
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