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Index

Abandonment, foreclosure, and
repossession of property:

abandonment, 118
abandonment versus selling of

property, 466
foreclosure or repossession, 118–119
lender’s perspective, 119

Above-market loans, 284–286
Accelerated cost recovery system

(ACRS), 114
Accelerated depreciation, 190–191
Acceptable standards for the elderly and

handicapped, 225–226
Accident insurance, 427
Accountable plans, 177–178, 210
Accounting

accrual method, 41–43
cash method, usage 38–40
fees, 424
for discount, 46–47
mark-to-market method, 46
methods 37–47; See also Long–term

contracts
restrictions 26

periods, 33–37
restrictions 26

Active participant, 334
Active participation (rental real estate),

84
Actual expense method, See Cars
Adjusted basis, 92–93, 115–116
Adjusted gross income (AGI), 150

floor, percentage, 22
limitations, 350
limits, 417
threshold amounts, 416

Adoption assistance, 135–136
Advance rents, 245–246
Advances and prepayments, 65–66
Advertising expenses, 307–313:

ordinary advertising expenses,
307–308

promotion of goodwill, 308–311
where to deduct, 312–313

Agricultural payments, 69
Alcohol fuels credit, 455
All events test, accrual method, 41
Alternative depreciation system (ADS),

279, 285, 288–289
Alternative minimum tax (AMT), 104:

alternative minimum tax basics,
495–497
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Alternative minimum tax (AMT) (Cont.)
credit offsets, 499
deduction limits for alternative

minimum tax, 497–499
exemption for small corporations,

496–497
loss of small corporation status, 497
minimum tax credit, 500–501
where to figure, 501

Alternative minimum taxable income
(AMTI), 496

Americans with Disabilities Act (ADA),
221

Amortization. See also first-year
expensing, depreciation,
amortization, and depletion:

about, 269
amortization of song rights, 295
bond premiums, 298
business start-up costs and

organizational expenses,
295–297

computer software, 297
costs of acquiring a lease, 299
intangibles acquired on the purchase

of a business, 293–294
leasehold and qualified restaurant

improvements, 299
pollution control facilities, 299
reforestation costs, 298
research and experimentation costs,

297–298
self-created intangibles, 295
where to claim depreciation,

amortization, and depletion,
301–305

Amount received, 92–93
Annual lease value (ALV), 139
Antichurning rules, 294
Applicable federal rate (AFR), 98,

265
Applicable percentage for additional

contribution, 421
Appraisal rules for corporate donations,

420
Appurtenant structure, 368

Archer Medical Savings Accounts
(MSAs), 136:

contributions, 388
eligibility, 387–388
MSAs versus HSAs, 388

Artists. See qualified performing artists
Asset classes, 120
Asset sales, 120–121
Associated test, 171–172
At-risk basis, 82
At-risk limitation, 82–83
At-risk loss limits, 89–90
At-risk rules:

calculating your at-risk limitation,
82–83

special rule for real estate financing,
83

Audited returns percentage, 28
Automobile insurance, 428
Average benefit percentage test (ABP

test), 318
Away from home rule, 158

Bad debt deductions, 473–474
Bad debts:

business bad debts, 234–235
business versus nonbusiness bad

debts, 234–235
collection of bad debts, 234
debtor-creditor relationship, 232
guarantees that result in bad debts,

237–238
impact of loans with your business or

associates, 235
loans by shareholder-employees,

235–237
loss, 233–234
nonaccrual-experience method, 239
nonbusiness bad debts, 235
reporting bad debts on the tax return,

239
special rules for accrual taxpayers,

238–239
valuing a bad debt, 235
when to claim the deduction, 238
worthlessness, 232–233
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Bank and merchant fees, 425
Barter, 64
Basic depreciation (GDS), 288
Basis, 131, 190:

allocation of, 277
limitations on business losses, 79–81
LLCs, 80–81
partnerships, 79–80
S Corporations, 80–81

Bed and breakfasts, 374–375
Below-market and above-market loans:

above-market loans, 266
below-market loans, 264–265, 473

Biodiesel fuels credit, 456
Black lung benefit trust contributions,

129–130
Bonding requirement, 322
Bond premiums, 298
Bonus depreciation, 289–290, 291
Books, deductions, 426
Breeding fees, 394
Brother-sister controlled group, 491
Brownfields, 217–218
Built-in capital gains, 74
Built-in gains tax, 261
Business bad debts, 234–235
Business bank account and credit card,

482
Businesses, all:

employment tax credits for, 153
miscellaneous business deductions,

449
Business expenses:

in general, 410
home office deduction, 488
other business expenses, 488

Business gifts:
exceptions, 175–177
when is an item an entertainment

expense, 176–177
Business income, 64
Business interruption coverage., 428
Businesslike manner test, 486
Business organization:

C corporations and their
shareholder-employees, 18–21

day traders, 6–7
husband-wife joint ventures, 7
independent contractors, 4–6
limited liability companies, 8
one-member limited liability

companies, 7
partnerships, 8
S corporations and their

shareholder-employees, 16–18
sole proprietorships, 4
statutory employees, 6
tax treatment of income and

deductions in general, 7–8
Business organization, factors in

choosing, 23–29:
audit chances, 27
filing deadlines and extensions,

27–28
fringe benefits, 24
multistate operations, 26–27
nature and number of owners, 24–25
owner’s payment of company

expenses, 26
personal liability, 23
profitability, 23–24
restrictions on accounting periods

and accounting methods, 26
social security and Medicare taxes,

25–26
tax rates, 25
tax treatment on termination, 28–29

Business organizations dues, 174
Business ownership, comparison of

forms of, 30
Business purpose (fiscal year), 34
Business start-up costs and

organizational expenses,
295–297

Business tax credits, 499

Cafeteria plans:
shifting the cost of coverage to

employees, 384–385
statutory benefits, 136

Calculating recapture, 275
Capital assets, 92
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Capital construction-related credits,
453–454

Capital expenditures, 217
Capital gains, 91
Capital gains and losses:

about, 92–98
capital assets, 92
determining amount of gain or loss,

92–93
holding period, 94–95
installment sales, 97–98
loss limitations, 100–102
sale or exchange requirement, 94
sales of business interests, 102–103
special situations, 103–104
tax-free exchanges, 95–97
tax treatment for C Corporations,

99–100
tax treatment for pass-through

entities, 98–99
where to report, 107–108

Capital improvements, 226–227
Capital losses, 91, 99
Car and truck expenses:

actual expense method, 189–200
arranging car ownership, 206–207
car expense deductions, 213–215
credit for hybrid vehicles, 209
deducting car expenses in general,

188–189
employee use of an employer-provided

car, 207
leasing a car for business, 201–206
recordkeeping for car expenses,

210–213
reimbursement arrangements,

209–210
standard mileage allowance, 200–201
trucks and vans, 208–209
vehicle trade-in, 207–208

Car expense deductions:
all businesses, 215
C Corporations, 215
disabled employees, 213
employees, 213
Partnerships and LLCs, 214–215
S Corporations, 215

self-employed, 214
special rule for performing artists,

213–214
Carrybacks and carryforwards, 102, 458
Carrybacks and carryovers:

election to forgo carryback, 78
quick refunds from carrybacks, 78–79

Carryover, 78
Casualty:

examples of casualties, 350
proof of casualties, 350–351

Casualty and theft:
basis, 356
definition of casualty, 350–351
definition of theft, 351
determining a casualty or theft loss,

351–354
insurance received (or not received)

in a later year, 355–356
inventory and crops, 354–355
recovered property, 355
year of the loss, 356

Casualty and theft losses, 349–362:
basis, 362
condemnations, 356–358
deductions, 360–361
definition, 349–350
disaster losses, 358–359
where to deduct, 361–362

Casualty insurance, 427
Casualty losses, 474
Casualty or theft (car), 200
Catch-up contributions, 342
C Corporations, 18–21

advertising expenses, 313
alternative minimum tax, 501
bad debt, 241
business property gains and losses,

122
capital gains and losses, 108–109
car expense deductions, 215
casualty/theft losses, 362
compensation costs, 152–153
depreciation, amortization, and

depletion deductions, 305
domestic production activities

deduction, 408
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farmers, deductions for, 401
income or losses from business

operations reports, 88
medical coverage, 390
miscellaneous business deductions,

449
online filing of business income tax

returns, 523
rent payments, 253
repairs, maintenance, and energy

improvements, 228
retirement plan deductions, 345
sales of business interests, 103
shareholder-employees and:

accumulated earnings tax, 21
business organization, 18–21
other tax issues for, 21
personal holding company penalty,

21
personal service corporations, 19
tax treatment, 19

tax credits, 460
taxes and interest, 268
travel and entertainment expenses,

185
Charitable contributions, 420–422

corporations and, 418–419
Civic organizations, 174
Cliff vesting, 320
Clothing deductions, 426
Club dues, 174–175
COBRA, 389. See also Mini-COBRA
Cohan rule, 54–55
Commissions, 430
Commitment fees, 266
Commodity Credit Corporation (CCC)

loans, 69
Common errors and how to avoid them,

470, 472
Community development entity (CDE),

454
Community Development Financial

Institutions (CDFI) Fund, 470
Community renewal employment credit,

148, 452
Community renewal property, zero

percent gain, 105

Commuting costs, 156–158
Commuting vehicles, 142–143
Compensating use tax, 258
Compensation, 128, 342. See also

Deductible compensation
limit, 321

Computer software:
amortization, 297
software and equipment expenses,

426
Compters:

depreciation of, 281
recordkeeping by, 50–52

Condemnations, 115, 357–358
award, 358
interest, 115
threats, 357–358

Consignments, 64–65
Contests, 311
Contributions:

limit, 321
of intellectual property, 420–421
rate, 325–326
to self-employed qualified plans,

325–326
Control employees, 143
Controlled corporations, 491
Controlled entity, 100, 113
Conventions:

cruise ships, 166–167
foreign conventions, 166
half-year convention, 283
mid-month convention, 284
mid-quarter convention, 284

Corporations:
calculating NOLs, 76
charitable contributions, 418–419
final year, special rules 484
organizational costs, 296–297
SEP usage, 324–326
shareholders, agreement, 264

Cost of goods sold, 66, 67
Costs of acquiring a lease, 299
Country club dues, 143
Coverage, definition, 342
Credit card charges, 525
Credit insurance, 428
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Credit limitations, 458
Credit offsets, 499
Credits or refund, 397, 398
Cruise ships, convention costs 166–167
Customs expenses, 422
Cyber-liability coverage, 428

Day-care facilities, 373–374
Day traders, 6–7
Debt-financed acquisition, 263
Debt-financed distributions, 263
Debt incurred to buy an interest in a

business, 263
Debtor-creditor relationship, 232
Deductible compensation, 126–131

types, 130–131
Deductible costs, 159–163
Deductible expenses, checklists,

435–440
Deductible interest, 262–266
Deductible moving expenses, 414
Deductible repairs, 224–226
Deductible taxes, 255–261
Deduction limits, 372

for alternative minimum tax, 497–499
Deemed depreciation, 198
Deemed filing date, 522–523
Defined benefit plans, 316, 323, 342

versus defined contribution plans,
339–340

Defined contribution plans, 316–317,
343

Definition of theft, 351
De minimis (minimal) fringe, 133
Demolition, 221, 292
Dependent care assistance, 134
Dependent care credit, 126, 150–151,

453
Depletion, 270, 300–301
Deposit schedule, 513
Depreciable property, 98, 275–278
Depreciation, 114. See also Modified

Accelerated Cost Recovery
System (MACRS):

about, 269
alternative depreciation system

(ADS), 279, 285, 288–289

bad debts, 238
depreciable property, 275–278
depreciation adjustments, 498
depreciation recapture, 375
farm expenses, 394
general rules for, 275–279
in year of sale, 199
methods of, 285–288
when to claim, 238, 278–279

Determining a casualty or theft loss:
calculating loss when property is

completely destroyed or stolen,
354

calculating loss when property is
partially destroyed, 354

Determining basis on assets transferred
between you and your entity, 94

Diary or log, 182–183
Direct gifts, 175
Directly related test, 170–171
Director’s fees, 130
Disabled access credit, 222, 229, 453.

See also handicapped persons
Disabled employees:

car expense deductions, 213
where to deduct travel and

entertainment expenses, 184
Disallowance repayment agreements,

132–133
Disaster losses, 358–359. See also Gulf

Opportunity Zone
Dispositions (car):

casualty or theft, 200
sale, 198–199
trade-in, 199

Dispositions (intangibles), 294
Dispositions of first-year expense

property, 274–275
Distance test, 412–413
Dividends, 70–71, 263
Dividends-received deduction, 70–71:

limit for debt-financed portfolios,
434

no deduction allowed, 434
overall limit, 434
percentages of the dividends-received

deduction, 433
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Domestic production activities
deduction, 403–408:

allocable cost of goods sold and
related expenses, 406–407

allocable gross receipts, 405
background, 403–404
figuring the deduction, 405–407
limitations on the deduction, 407
pass-through entities, 407
qualified producers, 404–405
safe harbor, 404–405
where to claim, 408

Domestic, production gross receipts
(DPGR), 405

Donations for the ill, needy, or infants,
420

DOT hours of service limitations, 173
Draw, 125
Dues, 174–175, 422

Earned income credit, 126, 150, 453
Earthquakes, 358
Educational credits, 448
Educational expenses, 135, 415–471
E-file system, 521
Elderly:

acceptable standards for the elderly
and handicapped, 225–226

special rules for improvements for,
221–224

Elected farm income, 70
Election to postpone gain, 117–118
Elective deferrals, 317, 328, 343
Electronic Federal Tax Payment System

(EFTPS), 523
Electronic imaging systems, 51–52
Electronic signatures, 522
Electronic transfer payment methods,

524–525
Employee achievement award, 131
Employee benefits, 133–144
Employee compensation, 125–154:

compensation costs, where to deduct,
151–153

deductible compensation, 126–130
disallowance repayment agreements,

132–133

employee benefits, 133–144
employment tax credits, 147–151
nonstatutory fringe benefits, 144–147

Employee income from excess coverage,
135

Employee relations expense, 176
Employees:

advertising expenses, 312
bad debts, 240
business expenses, 21–22
capital gains and losses, 107–108
car expense deductions, 213
casualty and theft losses, 361
checklists of deductible and

nondeductible expenses,
439–440

company car use, 139–142
coverage, 328
depreciation, amortization, and

depletion, 303–304
home office deductions, 376–378
impact of the 50-percent limit on meal

and entertainment expenses, 174
retirement plans, 344–347
medical coverage, 389
miscellaneous business deductions,

447
rents, 252
repairs, maintenance, and energy

improvements, 227
taxes and interest, 267
travel and entertainment expenses,

183–184
use of an employer-provided car, 207

Employees versus independent
contractors, 126–127

Employer creidt for FICA on tips, 148
Employer-operated eating facility, 138
Employer-paid education, 416
Employer practices liability (EPL), 427
Employment records, retention, 59
Employer’s employment-related tax

credits, 147–149, 452–453
Employment agency fees, 130
Employment status change, 413
Employment-related tax credits,

147–151
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Employment taxes, 259
Employment tax obligation on common

fringe benefits, 510–511
Employment tax obligations:

deposit dates, 513
employing family members, 509
employment tax filing for all

businesses, 516–517
employment tax obligation on

common fringe benefits, 510–511
FICA, 505, 508
FUTA, 508
income tax withholding, 509
leased employees, 509
payment with returns, 513–514
penalty for delinquent deposits,

514–515
penalty for failure to pay employment

taxes, 514
special reporting for employing a

worker in your home, 517
special rules for self-employed

individuals, 515–516
special rules for tips, 509, 511–512
state employment tax obligations, 515
state income tax withholding, 516

Empowerment zone employment credit,
148, 452

Energy-efficient home credit, 454
Energy improvements, 227
Enhanced oil recovery credit, 455
Entertainment. See also meal and

entertainment expenses; travel
and entertainment expenses

associated test, 171–172
directly related test, 170–171
entertainment expense

determination, 176–177
foreign travel, 163–166
home entertainment, 172–173
impact of the 50-percent limit on meal

and entertainment expenses, 174
income and deduction strategies, 473
lavish or extravagant, 172
limit, 173–174
other employee benefits, 139

recordkeeping requirements, 181–183
travel and entertainment costs, 139
travel and entertainment deductions,

473
where to deduct, 183–185

Environmental Protection Agency
compliance, 219–220

Environmental remediation expensing,
292

Equipment, 426
Errors and omissions insurance, 427
Excess contribution penalty, 343
Excess depreciation, 192
Excess net passive income, 74
Excise taxes, 260, 519
Exclusively and regularly, 364–365
Exclusive use, 364
Exemption certificate, sample, 399
Exemption for small corporations,

496–497
Exemption from excise tax on fuels,

398–399
Expense diary (sample), 182
Expenses of disabled persons, 432–433
Expensing election, making or revoking,

274
Expensing opportunities, 276
Expired carryforwards, 458

Fair market value (FMV), 139
and bad debts, 235
and cars, 139, 202, 250
and property, 351

Farm deductions, 391–401
Farm expenses, 393–396
Farm income, 68–69
Farm income averaging, 70
Farm losses, 396–397
Farm-related credits, 397–399
Farm Rental Income and Expenses

(Form 4835), 87
Farms, 391
Farm-related taxpayer, 392
Federal employer identification number

(EIN), 480
Federal excise tax on fuels, 455
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Federal Insurance Contribution Act
(FICA), 259

Federal Insurance Contribution Act
(FICA) on tips, 148, 452

Federal per diem rate, 179
Federal right of contribution, 514
Federal tax paid on fuels, 397
Federal unemployment tax (FUTA),

259
Fertilizer and lime, 394
Fidelity bonds, 429
Figuring gain or loss, 94
Filing deadlines, extensions, and forms,

28
Filing information returns, 338
Film or television productions, 276
Fires, 358
First-year expense deduction, 191
First-year expensing:

about, 269
dispositions of first-year expense

property, 274–275
first-year expensing election decision,

274
for hurricane victims, 291–292
limits on first-year expensing,

271–273
making or revoking an expensing

election, 274
special rules for pass-through entities,

273–274
tax rules for owners of multiple

businesses, 493
First year reporting, 481–482
Fiscal years of certain businesses

(examples), 35
Fixed and variable rate (FAVR)

allowance, 142, 212–213
Flexible spending arrangements (FSAs):

grace period, 137
shifting the cost of coverage to

employees, 384
statutory benefits, 136

Floods, 358
Floor tax, 258
Food and book inventory, 420

Foreclosure of property, 118–119
Foreclosure or repossession, 118–119
Foreign conventions, 166
Foreign Tax Credit (Form 1116), 261,

268
Foreign Tax Credit—Corporations

(Form 1118), 261, 268
Foreign tax credits, 268, 455, 499
Foreign taxes, 261, 268
Foreign travel, 163–166
Form 720 Quarterly Federal Excise Tax

Return, 398
Form 940-EZ Employer’s Annual Federal

Unemployment (FUTA) Tax
Return, 517

Form 941C (supporting statement to
correct information), 470

Form 941 Employer’s Quarterly Federal
Tax Return, 516

Form 941 Employer’s Quarterly Federal
Tax Return, 470, 514, 525

Form 941-M Employer’s Monthly Federal
Tax Return, 513

Form 944 Employer’s Annual Federal
Tax Return, 525

Form 966 Corporate Dissolution or
Liquidation, 484

Form 982 Reduction of Tax Attributes
Due to Discharge of
Indebtedness, 72

Form 1040 U.S Individual Income Tax
Return, 86, 87, 147, 469

Form 1040-V (Payment Voucher), 522
Form 1040X (Amended U.S Individual

Income Tax Return), 79, 86, 87,
108

Form 1042-S information returns, 526
Form 1045 (Application for Tentative

Refund), 75, 78, 86, 87
Form 1065 (U.S. Return of Partnership

Income), 14, 87, 151, 469, 482
Form 1098 information returns, 526
Form 1099-B Proceeds from Broker and

Barter Exchange Transactions,
64

Form 1099 information returns, 65, 526
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Form 1099-MISC Miscellaneous Income,
449, 469:

1099 Income reporting, 65
business expenses, 480
Form W-9, 127
payments to directors and

independent contractors, 430,
526

tax identification number, 31
Form 1099-S Proceeds from Real Estate

Transactions, 114
Form 1116 Foreign Tax Credit, 261, 268
Form 1118 Foreign Tax

Credit—Corporations, 261, 268
Form 1120-A U.S. Corporation

Short-Form Income Tax Return,
19, 472

Form 1120-S U.S. Income Tax Return for
an S Corporation, 17, 472

Form 1120 U.S. Corporation Income Tax
Return, 20, 472, 337

Form 1120X Amended U.S. Corporation
Income Tax Return, 79, 109, 122

Form 1128 Application to Adopt,
Change, or Retain a Tax Year,
37

Form 1138 Extension of Time for the
Payment of Taxes by a
Corporation Expecting a Net
Operating Loss Carryback, 78,
79, 88

Form 1139 Corporation Application for
Tentative Refund, 79, 88

Form 2106 Employee Business Expenses,
26, 252, 377

Form 2106-EZ Unreimbursed Employee
Business Expenses, 304, 377

Form 2441 Child and Dependent Care
Expenses, 151, 152

Form 2553 Election by Small Business
Corporations to Tax Corporate
Income Directly to Shareholders,
16, 472

Form 3115 Application for Change in
Accounting Method, 46, 48, 257,
279

Form 3468 Investment Credit, 221,
228

Form 3800 General Business Credit, 222,
344

Form 3903 Moving Expenses, 448, 449
Form 4136 Credit for Federal Tax Paid

on Fuels, 398, 401
Form 4562 Depreciation and

Amortization, 301, 303–305
Form 4626 Alternative Minimum

Tax—Corporations, 501
Form 4684 Casualty and Theft

Worksheet for Individuals, 361
Form 4797 Sales of Business Property,

121, 122, 361–362
Form 4835 Farm Rental Income and

Expenses, 87
Form 4884 Casualty and Theft

Worksheet for Individuals, 361
Form 5213 Election to Postpone

Determination as to Whether the
Presumption Applies that an
Activity Is Engaged in for Profit,
487, 488

Form 5304-SIMPLE Savings Match
Incentive Plan for Employees of
Small Employers, 329, 330

Form 5305-SEP Simplified Employee
Pension-IRA Contribution
Agreement, 326, 327

Form 5498 information returns, 526
Form 5500 Annual Return/Report of

Employee Benefit Plan, 151, 152,
153, 346

Form 5500-EZ Annual Return of One
Participant (Owners and Their
Spouses), 346, 347

Form 5500 series, 526
Form 5558 Application for Extension of

Time to File Certain Employee
Plan Returns, 347

Form 5884-A Credit for employers
affected by Hurricanes Katrina,
Rita, or Wilma, 153

Form 5884 Work Opportunity Credit,
149, 153
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Form 6198 At-Risk Limitations, 82, 86,
89

Form 6251 Alternative Minimum
Tax—Individuals, 498, 501

Form 6252 Installment Sales., 109
Form 6478 Credit for Alcohol Used as

Fuel, 73
Form 6765 Credit for Increasing

Research Activities, 298
Form 7004 Application for Automatic

6-month Extension of Time to
File Certain Business Income
Tax, Information, and Other
Returns, 28, 337

Form 8027 information returns, 526
Form 8109 Federal Tax Deposit Coupon,

512
Form 8453-OL U.S. Individual Income

Tax Declaration for an e-file
Online Return, 522

Form 8582-CR Passive Activity Credit
Limitations, 85, 89

Form 8582 Passive Activity Loss
Limitations, 82, 85, 86, 89

Form 8594 Asset Acquisition Under
Section 1060, 121

Form 8697 Interest Computation Under
the Look-Back Method for
Completed Long-Term
Contracts, 45

Form 8716 Election to Have a Tax Year
Other Than a Required Tax Year,
35–36

Form 8752 Required Payment or Refund
Under Section 7519 for
Partnerships and S
Corporations, 36

Form 8801 Minimum Tax Credit,
Individuals, 500

Form 8810 Corporate Passive Activity
Loss and Credit Limitations, 85,
89

Form 8824 Tax-Free Exchanges, 109
Form 8825 Real Estate Rental Income or

Expense, 472
Form 8826 Disabled Access Credit, 229

Form 8829 Expenses for Business Use of
Your Home, 253, 372, 376, 377,
378

Form 8832 Entity Classification Election,
11, 472

Form 8834 Qualified Electric Vehicle
Credit, 215

Form 8844 Empowerment Zone credit,
153

Form 8845 Indian Employment Credit,
153

Form 8846 Social Security tax credit on
certain tips, 153

Form 8849 Claim for Refund of Excise
Taxes, 398, 401

Form 8850 Pre-Screening Notice and
Certification Request for the
Work Opportunity Credi, 147

Form 8853 Deduction for MSA
contributions, 389, 390

Form 8863 Education Credits, 448
Form 8869 Qualified subchapter S

subsidiary election, 472
Form 8881 Credit for Small Employer

Pension Plan Startup Costs, 344
Form 8888 Direct Deposit of Refund to

More Than One Account, 338
Form 8889 Deduction for HSA

contributions, 389, 390
Form 8899 Notice of Income from

Donated Intellectual Property,
421

Form 8903 Domestic Production
Activities Deduction, 405, 406,
408

Form 8910 Alternative Motor Vehicle
Credit, 209, 216

Form PG Form-1/ PBGC Form-EZ
Pension Benefit Guaranty
Corporation payment, 347

Form SS-4 Application for Employer
Identification Number, 28, 31,
480

Form T Timber depletion, 301
Form W-2 Wage and Tax Statement, 134,

178, 207, 342, 407, 526
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Form W-4 Employee’s Withholding
Allowance Certificate, 59, 509

Form W-5 Earned Income Credit
Advance Payment Certificates,
59

Form W-9 Request for Taxpayer
Identification Number and
Certification, 127

Form W-G information returns, 526
Franchise taxes, 257, 260, 504
Frequent flyer mileage, 146
Fringe benefits, 133
Fuels used in off-highway business use,

397
Fuel taxes, 260–261
Funding retirement plans, 343

Gains and losses:
abandonment, foreclosure, and

repossession of property, 118
determining amount of, 94–95
sales of business property, 113–121
Section 1231 gains and losses,

112–113
where to report, 121–122

General business credit, 149
General depreciation system (GDS), 279
Gentlemen farmers, 397
Gift-leasebacks, 246
Gift loans, 265
Gifts, 175–177, 182
Glossary of terms for retirement plans,

342–344
Gross income, 372
Gross profit percent, 144
Gross profits, 67
Gross receipts, 66
Group-term life insurance, 134, 427–428
Gulf Opportunity Zone, 220, 291–292

Half-year convention, 193
Handicapped persons, 221–224, 447
Health coverage deductions:

by S corporation shareholders,
382–383

self-employed persons, 382–383

Health reimbursement arrangements
(HRAs), 136

Health savings accounts (HSAs), 136
setting up, 385, 386–387

Help from the IRS, 475
High-low method reimbursement at per

diem rates, 161, 179–180
Highly compensated employees, 318,

343
Hobby loss rule, 396
Hobby losses:

impact of hobby classification, 486
presumption of a profit motive,

487–488
proving a profit motive, 486–487

Holding period, 94–95
Home entertainment, 172–173
Home office deductions, 114, 363–378:

allocating the business part of home
expenses, 369–371

ancillary benefits of claiming home
office deductions, 375

deduction limits, 371–372
exclusive use, 364–365
home office deductions in general,

364–368
and home sales, 375

Hope credit, 416
Housing relocation costs, 139
Hurricane losses, 358:

rebuilding and cleanup incentives for
hurricane victims, 291–292

replacement time limits, 117
Husband-wife joint ventures, 7
Hybrid vehicles, credits, 130

Improvements or additions, 282
Improvements to leased property,

248–249
Imputed income, 134
Imputed interest, 70
Incidental property, 96
Incidental rate, 180–181
Inclusion amount, 250–251
Inclusion amounts (cars), 159, 202–206,

203–205
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Income and deduction strategies,
463–473

Income for direct sellers, 66–68
Income from the sale of goods, 66-68
Income or losses from business

operations, 63–89:
business income, 64–68
income for service businesses, 65–66
income from farming, 68–70
income from the sale of goods, 66–68
investment-type income, 70–72
limitations on business losses, 79–89
miscellaneous business income,

72–74
net operating losses (NOLs), 75–79
state income taxes on business

income, 74
where to report, 86–87

Increase your dollar limit, 197–198
Indefinite travel, 158
Independent contractor:

income or losses from business
operations reports, 86

where to deduct travel and
entertainment expenses, 185

Independent contractors, 4–6
Indian employment credit, 148–149, 452
Indirect gifts, 175
Individual retirement accounts (IRAs):

as a plan alternative, 331
including Roth IRAs, 334–336

Information returns, 525
Installment sales:

depreciable property, 98
election out of installment reporting,

97–98
interest on deferred payments, 98
recapture, 114
where to report, 109

Insurance, 427–429
Intangible property, 278
Intangibles acquired on the purchase of

a business, 294
Intent of the parties, 244–245
Interest:

deductible interest, 262–266

home mortgage interest and home
offices, 266

imputed interest, 70
interest-free or below-market loans to

employees, 130
interest income, 70
interest on a condemnation award,

116
interest on deferred payments, 98
interest on life insurance policies,

429
interest on student loans, 417
interest paid on income tax

deficiencies, 267
interest related to tax-exempt

income, 267
investment interest, 262
nondeductible interest and other

limitations on deductibility,
266–267

personal interest, 262
reasonable rate of interest, 98
taxes and interest, 255–268
where to deduct taxes and interest,

267–268
Interest-free or below-market loans to

employees, 130
Interest income, 70
Inventory, 278

donations of, 419
Inventory methods, 67
Investment advice, 322
Investment limit on first-year expensing,

272
Investment-type income, 70–72
Involuntary conversions, 116–117

Job assignments, changes in, 168
Job-seeking expenses, 411

Keogh plans, 343
Key-person life insurance, 428
Kickbacks, 64–65

Labor and related costs, 393–394
Land, 276
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Lease bonus, modification, or
cancellation payments, 71

Leasehold and qualified restaurant
improvements, 248–249, 299

Lease or buy (car), 206
Lease payments, 243
Lease with an option to buy (car),

201–202, 250
Leasing a car, 250-251
Leasing a car for business, 201–206
Legal and professional fees, 423–425
Legal fees, 423
Lender’s perspective, 119
Leveraged leases, 251–252
Licenses and permits, 422
Life insurance provided on an individual

basis, 143–144
Lifetime learning credit, 416–417
Like class (property), 95–96
Like kind (property), 95–96
Limit, 173–174
Limitations on business losses:

at-risk rules, 81–83
basis, 79–81
passive activity loss rules, 83–86

Limited liability companies (LLCs):
business organization, 8
car expense deductions, 214–215
compensation costs, where to deduct,

151–152
income or losses from business

operations reports, 87
limitations on business losses,

80–81
online filing of business income tax

returns, 523
sales of business interests, 103
tax treatment of income and

deductions in general, 8
Limited use property, 252
Limit for debt-financed portfolios, 434
Limits on deducting compensation,

130–132
Limits on deducting legal fees, 423
Limits on first-year expensing, 271–273
Listed property, 290

Lists of deductible repairs and capital
improvements, 224–227

Livestock feed, 393
Living away from home on temporary

assignments, 168–169
Loans, 64–65
Loans between shareholders and their

corporations, 264
Loans by shareholder-employees,

236–237
Lobbying costs, 425
Lobbying expenses, 310–311
Local transportation costs, 156–158
Lodging costs, 159–160
Log (sample), 211
Long-term care insurance, 380
Long-term loans, 265
Long-term unused minimum tax credit

(LTUMTC), 500–501
Loss, 233–234:

calculating when property is
completely destroyed or stolen,
354

calculating when property is partially
destroyed, 354

Loss limitations, 100–102
Loss of small corporation status, 497
Low-income housing credit, 453
Low-sulphur diesel fuel production

credit, 456
Luxury tax, 259

Manufacturer’s deduction, 403
Marginal oil and gas well production

credit, 456
Mark-to-market accounting method, 247
Massachusetts Health Reform Law, 379
Master and prototype plans, 343
Material participation, 83
Meal and entertainment expenses,

169–175
Meal costs for day-care providers,

431–432
Meal deductions for DOT employees, 174
Meals, 160–161
Meals and entertainment, 181–182
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Meals and lodging, 137–139
Medical coverage:

Archer Medical Savings Accounts
(MSAs), 387–388

COBRA Coverage, 389
deducting health coverage by

self-employed persons and
more-than-2-percent s
corporation shareholders,
382–383

deducting medical insurance,
380–382

health reimbursement arrangements
(HRAs), 388–389

using medical reimbursement plans,
383

setting up health savings accounts
(HSAs), 385–387

shifting the cost of coverage to
employees, 383–385

where to deduct, 389–390
Medical insurance and benefits, 134
Medical reimbursement plans, 383
Medicare tax, 259
Metropolitan area travel costs, 157
Mid-quarter convention, 193
Mid-term loans, 265
Mileage allowance, proving expenses

with, 212–213
Mineral properties, 299
Mineral properties, percentage for, 300
Minimum tax credit, 456, 500–501
Miscellaneous business deductions,

409–450:
Miscellaneous business income, 73–74
Miscellaneous expenses, 396:

1099 income reporting, 65
business expenses, 480
Form W-9, 127
payments to directors and

independent contractors, 430,
526

tax identification number, 31
Miscellaneous rentals, 246–247
Missing, lost, or inadequate records,

183

Modified Accelerated Cost Recovery
System (MACRS):

alternative depreciation system
(ADS), 288–289

basic system (GDS), 280
bonus depreciation, 289–290
conventions, 283–284
depreciation methods, 285–288
recapture of depreciation, 290
recordkeeping for depreciation, 290
recovery periods, 281–283

Modified taxable income, 78
Money purchase plan, 317
Money purchase plans, 343
Moving expenses, 412–414

nonstatutory fringe benefits, 146
where to deduct, 447–448

Multiple businesses, 492–494
Multiple entities, advantages and

disadvantages of, 489–490

National Tobacco Settlement payments,
69

Necessary business expense, defined,
410

Net gains, 100
Net operating losses (NOLs), 75–79, 499
Netting process, 112
New markets credit, 454
Nonaccountable plans, 178, 210
Nonaccrual-experience method (bad

debts), 239
Nonbusiness bad debts, 235
Noncash payments, 131
Nondeductible expenses, 371:

checklists, 435–447
Nondeductible interest and other

limitations on deductibility,
266–267

Nondeductible taxes, 261–262
Nondiscrimination, 343
Nonhighly compensated employees, 317
Nonqualified retirement plans:

how a nonqualified plan works,
341–342

rabbi trusts, 342
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Nonrecaptured losses, 113
Nonrecourse debt, 118
Nonrecourse financing, 83
Nonresidential realty, 282
Nonstatutory employee benefits, 133
Nonstatutory fringe benefits:

certain athletic facilities, 146
de minimis (minimal) fringe, 145
moving expenses, 146
no-additional-cost service, 144
qualified employee discount, 144–145
qualified transportation fringe

benefit, 145–146
working condition fringe benefit, 145

No reimbursement arrangement, 177
North American area, 167

Obtaining and maintaining plan
approval, 320–321

Office expenses, 426
Old credits, 458
One-member limited liability companies,

7
Online filing and information, 521–526
Opening a business, 479–484:

how to write off start-up costs, 482
initial tax decisions to make, 479–480
setting up a business bank account

and credit card, 482
tax identification numbers, 480–481
tax reporting for the first year,

481–482
Ordinary, 410
Ordinary and necessary business

expense, 127, 169
Ordinary repairs, 218–220
Organizational costs for a corporation,

296–297
Organizational costs of a partnership,

297
Organizational expenses, 296–297
Orphan drug credit, 456
Outplacement services provided to

workers you have laid off, 129
Overall limit, dividends-received

deduction, 434

Overhead insurance, 428
Owner-employees. See self-employed

persons

Parent-subsidiary controlled group, 491
Partial days of travel, 181
Participation, 343
Partnerships:

business organization, 8
car expense deductions, 214–215
compensation costs, where to deduct,

151–152
income or losses from business

operations reports, 87
limitations on business losses, 79–80
online filing of business income tax

returns, 523
sales of business interests, 102
tax treatment of income and

deductions in general, 8
Passive activity, 83
Passive activity loss rules, 90
Patronage dividends, 69
Paying taxes online, 524–525
Payment methods, 64–65
Payments in kind, 64
Payments in services, 64
Payments to directors and independent

contractors, 430
Penalties, fines, and damages, 430–431
Penalty-free IRA withdrawals, 417
Pension Benefit Guaranty Corporation

(PBGC), 340, 343
Pension Benefit Guaranty Corporation

(PBGC) premiums, 323, 429
Percentage of returns audited, 28
Percentages of the dividends-received

deduction, 433
Per diem rates, 178–179
Performance bonds, 428
Performing artists. See qualified

performing artists
Perks/perquisites. See fringe benefits
Permits and licenses, 422
Permitted disparity, 320
Personal education incentives, 416–417
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Personal interest, 262
Personal property, 278
Personal property tax, 258
Personal service corporations (PSCs),

77
Personal tax credits, 499
Personal versus business expenses,

309–310
Placed in service designation, 278
Plan amendments, 323
Plan start-up costs, 324
Pollution control facilities, 299
Postage and shipping, 425–426
Premature distribution penalty, 343
Premium-only plans, 385
Premiums, sharing the cost of, 384
Prepaid farm supplies, 392–393
Prepaid rent, 71
Principal place of business, 365–367
Product liability coverage, 428
Professional liability coverage, 428
Professional organizations dues, 174
Profit-sharing plan, 317, 343
Prohibited transactions, 343
Promotion of goodwill, 309–311
Proof of casualties/theft, 350–351
Puerto Rico economic activity credit,

456

Qualified achievement award, 131
Qualified cost, 137
Qualified dividends, 70
Qualified intermediary, 97
Qualified performing artists:

car expense deductions, 213–214
miscellaneous business deductions,

447
travel and entertainment expenses,

184
Qualified plan versus simplified

employee pension, 340
Qualified production activity income

(QPAI), 405
Qualified retirement plans, 316–322:

borrowing from the plan, 322
covering employees, 317–318

obtaining and maintaining plan
approval, 320–321

limits, 321
participation, 318–319
permitted disparity, 320
types of retirement plans, 316–317
vesting, 320

Rabbi trusts, 342
Real estate rents, 71. See also rents
Real estate taxes, 256–257
Realty, components of, 282
Reasonable rate of interest, 98
Rebuilding and cleanup incentives for

hurricane victims, 291–292
Recaptured depreciation, 114, 115, 290
Recordkeeping, 49–59, 181–183:

for car expenses, 210–213
for depreciation, 290
for improvements for the elderly and

handicapped, 224
for travel and entertainment, 181–182
retention, 58–59

Recourse debt, 118
Recovering legal fees and other costs

from the government, 424
Recovery periods, 278, 282–283
Recovery periods for farm property, 395
Reforestation expenses, 298, 396
Rehabilitation credit, 453
Rehabilitation doctrine, 220
Rehabilitation plans, 220–221
Reimbursement arrangements:

accountable plans, 177–178, 210
nonaccountable plans, 178, 210
no reimbursement arrangement, 177
reimbursement at per diem rates,

178–179
Related parties, 112
Related property, 117
Relocation payments, 116
Renewable energy production credit,

455
Rental of a portion of your home for

business, 249–251
Rental real estate exceptions, 85



ind JWPR024-Weltman October 2, 2007 6:20 Char Count= 0

554 INDEX

Rent, 69–71:
advance rents, 245–246
cost of acquiring, modifying, or

canceling a lease, 247–248
deducting rent payments, 243–247,

252–253
improvements to leased property,

248–249
leveraged leases, 251–252
rental of a portion of your home for

business, 249
to corporation, 244
with an option to buy, 244–245

Repairs, maintenance, and energy
improvements, 218–227

Repairs versus capital, 218–219
Replacement property, 95, 117
Replacement time limits, 117–118
Repossession of property, 118–119
Required distributions, 343
Required tax year, 234
Required use of EFTPS, 524
Resale number distinguished, 481
Research and experimentation costs,

297–298
Research credit, 454
Residential rental realty, 282
Restaurant improvements, 248–249, 299
Restitution payments, 431
Restricted property, 131
Retiree coverage, 381
Retirement planning advice, 136
Retirement plans, 315–348:

401(k)s and Roth 401(k)s, 331–333
added costs, 322–324
comparison of qualified retirement

plans, 338–341
glossary of terms for retirement plans,

342–344
individual retirement accounts

(IRAs), including Roth IRAs,
333–336

nonqualified retirement plans,
341–342

qualified retirement plans, 316–322
for self-employed individuals, 324–331

tax rules for owners of multiple
businesses, 493–494

when to take action, 336–338
where to claim deductions for

retirement plans, 344–347
Roth 401(k)s, 332–333, 344
Roth IRAs, 344

S corporations:
car expense deductions, 215
compensation costs, where to deduct,

152
income or losses from business

operations reports, 87–88
limitations on business losses, 80–81
online filing of business income tax

returns, 523
sales of business interests, 103
shareholder-employees, 17–18,

382–383
Safe harbor contributions, 319
Safe harbor rate, 98
Salary continuation, 130
Salary of corporate officers, 472–473
Salary reduction arrangements, 328, 344
Salary, wages, and employee benefits.

See employee compensation
Sale of qualified business stock, 104–105
Sale or exchange requirement, 94
Sales and use taxes, 258–259
Sales of business interests, 102–103
Sales of livestock, produce, and timber,

68–69
Sales taxes, 518
Savings incentive match plans for

employees (SIMPLEs), 328–330
Seasonal business, 34
Section 179 deduction, 195, 269, 270. See

also first-year expensing
Section 197 intangibles, 100, 294
Section 444 election, 35
Section 1202 gain, 104–105
Section 1231 gains and losses:

determining Section 1231 gains or
losses, 112–113

losses, 113
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Section 1231 property, 111
Section 1244 losses:

limit on ordinary loss deduction, 106
qualifying for ordinary loss treatment,

106
Securities, 106–107
Self-employed persons:

car expense deductions, 214
checklists of deductible and

nondeductible expenses,
435–439

compensation costs, where to deduct,
151

health coverage deductions by,
382–383

income or losses from business
operations reports, 86

retirement plans for, 324–331
Self-employed qualified plans in general,

325
Self-employment tax, 257–258
Self-insured, 134
Self-select personal identification

number (PIN), 522
Separate structure (home office),

367–368
Service businesses income:

1099 Income, 65
advances and prepayments, 65–66

Severance damages, 357
Severance pay, 130
Shareholder guarantees of corporate

debt, 264
Short tax years, 36
Short-term gain, 99
Short-term loans, 265
Shrinkage, 67
Sideline businesses, 485–488
Significant participation activity, 84
Similar property, 117
Simple-IRA versus self-employed

qualified plan or SEP, 340–341
Simplified employee pensions (SEPs),

344
Simplified employee pensions in general,

326–328

Six-year graded vesting, 320
Sleep or rest rule, 158
Small business, 103
Small corporations:

alternative minimum tax, 496
checklists of expenses, 441–447

Small employers, 328
Social Security tax, 259
Software and equipment, 426
Soil and water conservation expenses,

394–395
Sole proprietorships:

online filing of business income tax
returns, 523

sales of business interests, 102
tax treatment of income and

deductions in general, 4
Song rights, 295
Special assessments, 357
Special deduction for whaling captains,

421
Special income items for C corporations,

74
Special income items for S corporations,

73–74
Special limit on the research credit, 458
Special requirements for employees,

368–369
Special situations, 103–107
Specific charge-off method, 238
Split-dollar life insurance, 143–144
Sport utility vehicles (SUVs). See car and

truck expenses
Spouse’s expenses, 175
Start-up costs, 295–296
State and local income taxes, 257
State benefit funds, 259–260
State EINs, 481
State employment taxes, 505, 508–509
State health plans, 379
State income taxes:

corporations, 504–505
state tax authorities, 506–508

Statutory benefits, 133–137
Statutory employee benefits, 133
Statutory employees, 6
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Stock bonus plans, 344
Subscriptions, 422–423
Substantial business discussion, 171
Substantially vested, 132
Substantial portion (rehabilitation

credit), 221
Supplemental unemployment benefits,

137
Supplies, materials, and office expenses,

425–426
Suspended losses, 85

Tangible property, 277
Taxable income limit, 272–273
Tax assistance, 474–475, 478
Tax attributes, 72
Tax credits for rehabilitation, 220–221
Tax credits, general, 451–460:

capital construction-related credits,
453–454

credit limitations, 457
employment-related credits, 451–453
general business credit, 456–457
other tax credits, 454–456
summary guide to (table), 459
where to claim, 458–460

Tax credits, specific, 147:
alcohol fuels credit, 455
biodiesel fuels credit, 456
credit for employer-provided child

care facilities and services, 454
credit for small employer pension

plan start-up costs, 455
disabled access credit, 222, 229, 453
enhanced oil recovery credit, 455
federal excise tax on fuels, 455
foreign tax credit, 455
low-sulphur diesel fuel production

credit, 456
marginal oil and gas well production

credit, 456
minimum tax credit, 456
orphan drug credit, 456
Puerto Rico economic activity credit,

456
renewable energy production credit,

455

research credit, 454
work opportunity credit, 147–148,

452
Taxes, 503–519. See also deductible

taxes:
employment taxes, 505–517
excise taxes, 519
sales and use taxes, 517–518
state income taxes, 503–505

Taxes and interest, 255–268:
deductible interest, 262–266
deductible taxes, 255–261
nondeductible interest, 266–267
nondeductible taxes, 261–262
where to deduct, 267–268

Tax-free exchanges, 96–97, 109
Tax home, 156
Tax identification numbers, 481
Taxpayers, all:

at-risk loss limits, 89–90
disabled access tax credit for all

taxpayers, 229
other reporting requirements for

retirement plans, 345–347
passive activity loss rules, 90

Tax-planning decisions, 463–467:
abandonment versus selling of

property, 466
accrual method businesses., 464
business equipment purchases, 466
business structure, 466–467
cash-basis businesses, 464
disaster losses, 466
employee benefit plans, 465–466
increase basis to fully utilize losses,

464
medical coverage, 465
minimize FICA, 464–465
net operating loss carryback, 466–467
owner participation businesses, 464
qualified plan selection, 465
reimbursement arrangements, 466
tax law changes, 466–467
year-end planning, 466–467

Tax-saving tips, 463–467
Tax years, 33–37
Telephone expenses, 371
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Temporary assignment, 157, 167
Temporary travel, 158
Terrorist attacks, 358
Tips, 509
Top-heavy plans, 344
Trade discounts, 73
Trade-in (car), 199
Transfers to a partnership or limited

liability company, 94–95
Transportation costs, 159
Transportation industry employees, meal

deduction, 173–174
Travel and entertainment costs, 139
Travel and entertainment deductions,

473
Travel and entertainment expenses:

about, 155–156
business gifts, 175–177
conventions, 166–167
foreign travel, 163–166
living away from home on temporary

assignments, 167–169
local transportation costs, 156–158
meal and entertainment expenses,

169–175
part business–part pleasure, 162–163
recordkeeping requirements, 181–183
reimbursement arrangements,

177–181
travel with another person, 161–162
travel within the United States,

158–163
where to deduct, 183–185

Treble damages for antitrust violations,
431

Trucks, See car and truck expenses
Trust fund recovery penalty, 514
Trust funds, 505

Underfunding, 323
Undyed kerosene and undyed diesel fuel

for household use, 397
Uniform capitalization rules, 47–48
Unincorporated businesses, 418
Unrealized receivables, 102
Unrecaptured depreciation, 114–115,

290
Unrecaptured gain, 99
Use it or lose it rule, 384
Use taxes, 517, 518

Vacation pay, 131
Valuing a bad debt, 235
Vans, See car and truck expenses
Vehicles. See car and truck expenses
Vesting, 320, 344
Voluntary use of EFTPS, 524

W-2 inclusions, 207
Which and whether test, 295
Workers’ compensation, 428
Work opportunity credit, 147–148, 452
Work-related personal credits, 453
Worthlessness (securities), 232–233

Year-end bonuses, 129
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