	Issue
	
	Rule

	Introduction
	
	

	Tax Schedules - §1 
	
	Tax Imposed on…

	
	1(a)
	· Married individuals filing joint returns and surviving spouses – see Table 1 (ix)

	
	1(b)
	· Heads of Households – see Table 2 (ix)

	
	1(c)
	· Unmarried Individuals (other than surviving spouses of heads of households) – see Table 3 (ix)

	
	1(d)
	· Married individuals filing separate returns – see Table 4 (ix)

	
	1(e)
	· Estates and Trusts – see Table 5 (x)

	
	1(i)
	· Rate reductions after 2000 

	Gross Income Defined - §61
	§61
	Gross income means “all income from whatever source derived,” including (but not limited to):

	
	
	· Compensation for services, including fees, commissions, fringe benefits and similar items

· GI derived from business

· Gains derived from dealings in property

· Interest

· Rents 

· Royalties 

· Dividends

· Alimony

· Annuities 

· Income from life insurance and endowment contracs

· Pensions 

· Income from discharge of indebtedness 

· Distributive share of partnership GI

· Income in respect of a decedent (IRD)

· Income from an interest in an estate or trust

	Recovery of Tax Benefit Items - §111 Dobson
	§111(a)
	Deductions related to recovery of Tax Benefit Items
· GI does not include income attributable to recovery during the taxable year of any amount deducted in any prior taxable year to extent such amount did not reduce the amount of tax imposed by this chapter

	
	§111(b)
	Credits related to recovery of Tax Benefit Items
· If a credit was allowable with respect to any amount for any prior taxable year and

· During the taxable year, there is a downward price adjustment or similar adjustment…

the tax imposed by this chapter for taxable year shall be  increased by amount of credit attributable to the adjustment

Exception where credit did not reduce tax – no increase in tax to extent that the credit allowable for recovered amount did not reduce tax

	Unemployment Compensation
	§85
	GI includes unemployment compensation.

	Gifts & Inheritances
	§102(c)
	GI will include any amount transferred by or for an ER – to or for the benefit of an EE

	Deductions
	
	

	Adjusted Gross Income Defined  
	§62
	AGI means, GI less the following deductions:

· Trade and business deductions (other than deductions of EEs)

· Certain trade and business deductions of EEs

· Reimbursed expenses of EEs (must be substantiated – see Reg. §1.62-2, p.1037)

· Losses from sale or exchange of property - §161, etc.

· Retirement savings - §219

	
	§1.62-1T(a) – (b)
	AGI is used to determine the following items in tax code:

· Limitation on amt of misc itemized deductions - §67

· Limitation on amt of deduction for casualty losses - §165(h)(2)

· Limitation on amt of deduction for charitable contributions - §170(b)(1)

§62 doesn’t create any new deductions – just enumerates which of Chapter 1’s deductions allowed in computing AGI

p.1034

	
	§1.62-2
	To include ER’s reimbursement of EE’s expenses in AGI computation:

· Arrangement must require EE to substantiate the expenses 



	Taxable Income Defined  
	§63(a)
	Except as provided in subsection (b), “taxable income” means GI less the deductions allowed by this chapter (other than the standard deduction)

	
	§63(b)
	Individuals who do not itemize their deductions

· “Taxable Income” means AGI, less

· standard deduction, and

· deduction for personal exemptions provided in §151

	
	§63(c)
	Standard deduction – see .10 (xi)  

	
	
	Filing Status
	Standard Deduction

	
	
	Married filing joint returns and surviving spouses
	$10,300

	
	
	Heads of Households
	$7,550

	
	
	Unmarried Individuals (other than surviving spouses & heads of households)
	$5,150

	
	
	Married Individuals filing separate returns
	$5,150

	
	
	· Limitation on basic standard deduction in case of certain dependents

· Standard deduction for dependent may not exceed greater of (i) $850 or (ii) the sum of $300 and dependent’s earned income

· Certain individuals are not eligible for standard deduction

· Married individual filing separate return where either spouse itemizes deductions

· Nonresident alien individual

· Estate or trust etc.

	
	§63(d)
	“Itemized deductions” means deductions allowable under §63 other than
· Deductions allowable in arriving at AGI and

· Deduction for personal exemptions provided by §151



	Allowance of Deductions for Personal Exemptions  
	§151(a)
	Deductions for personal exemptions will be allowed in computing taxable income – see .17 (xi)

· Personal exemption is $3,300



	
	
	Phase out of personal exemption amount begins at following AGI amounts:

	
	
	
	AGI – Beginning of Phaseout
	AGI – Exemption Fully Phased Out

	
	
	Married – Joint Return
	$225,750
	$348,250

	
	
	Heads of Households
	$188,150
	$310,650

	
	
	Unmarried Individuals
	$150,500
	$273,000

	
	
	Married – Separate Returns
	$112,875
	$174,125

	
	§1.151

-1(b)
	Husband can take 2 exemptions on his individual return provided: (1) joint return is not filed, (2) spouse has no GI and (3) spouse isn’t another taxpayer’s dependent
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	2% Floor on Misc. Itemized Deductions  
	§67(a)
	General Rule

· Misc. itemized deductions for any taxable year will only be allowed to extent that the aggregate of such deductions exceeds 2% of AGI



	
	§67(b)
	“Misc. itemized deductions” means itemized deductions other than
· Deduction under §163 (relating to interest)

· Deduction under §164 (relating to taxes)

· Deduction under §165(a) (losses related to casualty)

· Deduction under §170 (charity)

· Deduction under §213 (medical, dental)

· Deduction under §691(c) (IRD)

· Deduction under §171 (amortization of bond premium) 

· Deduction under §73(b)(3) (where annuity payments cease before investment recovered)

· Deduction under §171 (amortizable bond premium)

· Etc. 

	Overall limitation on Itemized Deductions 
	§68(a)
	General Rule – allowable itemized deductions will be limited by Applicable Amount

· Amount of itemized deductions otherwise allowable for taxable year shall be reduced by lesser of:

· 3% of excess of AGI over Applicable Amount

· 80% of amount of itemized deductions otherwise allowable for such taxable year

Applicable Amount – see .11 (xi) 

· For separate return filed by married individual, $75,250

· For married, joint return, $150,500

Medical expenses, casualty losses & investment interest are exempt from reduction under §68

	Trade or Business Expenses
	§162(a)
	General Rule – allowed as a deduction all ordinary and necessary (“appropriate & helpful) expenses paid or incurred during year in carrying on any trade or business, including:

· Reasonable allowance for salaries or other comp for personal services actually rendered;

· Traveling expenses (including amounts expended for meals and lodging – not lavish or extravagant) while away from home in pursuit of trade or business and

· Rentals or other payments required to be made as condition to continued use or possession, for purposes of trade or business, of property which taxpayer doesn’t own

Excludes T&B expenditures that must be capitalized!

	
	1.162-4 & 1.263(a) – 1(a)
	Costs incurred to repair property – that neither materially add to the value of the property nor appreciably prolong its useful life – may be deducted (improvements must be capitalized)

	Interest
	§163(a)
	Generally, a deduction is allowed for all interest paid or accrued w/in taxable year on indebtedness

	
	§163(d)
	· You can deduct interest on indebtedness taken out for investments to the extent of your investment income (on your portfolio)

· To extent you can’t deduct it, you can carry it over and take it as deduction in following year

Definitions:

· Property held for investment = 

· any property which produces income described in §491 and

· Any interest held by taxpayer in activity involving trade/business which is not a passive activity and which taxpayer does not materially participate in

	
	§163(h)
	Generally deduction for personal interest is not allowed 

Following exceptions of “Personal Interest” are deductible:
· Interest paid or accrued on debt properly allocable to trade or business

· Any investment interest

· Any qualified residence interest (limited to $1mm mortgage)

· Any interest allowable as deduction under §221 (relating to interest on educational loans)

	
	§163(h)

(3)(B)
	Interest on acquisition indebtedness – debt used to acquire, construct or substantially improve a qualified residence and that is secured by the qualified residence – is deductible, to extent debt < $1MM

	Personal, Living and Family Expenses
	§262
	Generally no deduction shall be allowed for personal, living or family expenses



	
	§1.262-1
	Personal, living and family expenses are non-deductible: Examples
· Premiums paid for life insurance by insured

· Cost of insuring a dwelling owned/occupied by taxpayer as personal residence

· Expenses of maintaining household (rent, water, maid, etc.)

Certain items of personal, living or family nature are deductible to extent provided in following:

· §163 (interest – home mortgage, investment interest)

· §164 (taxes)

· §165 (losses - casualty)

· §166 (bad debts)

· §170 (charitable giving)

· §213 (medical, dental, etc.)

· §214 (care of certain dependents) 

· §215 (alimony, etc. payments)

· §217 (moving expenses)
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	Interest on Education Loans
	§221
	Allowed deduction for taxable year the amount of interest paid by taxpayer on any qualified education loan.  Maximum deduction schedule:

· 2000… $2000

· 2001+...$2500



	Certain Amounts paid in connection with Insurance Contracts
	§264(a)

(2)
	No deduction for:

· interest on debt taken out to buy/carry a single premium life insurance, endowment or annuity, etc.

	Taxes
	§164(a)
	General Rule: can deduct following taxes during taxable year paid or accrued:

· State and local, and foreign, real property taxes

· State and local personal property taxes

· State and local, and foreign, income, war profits and excess profit taxes

· GST tax and environmental tax



	Certain Taxes
	§275
	No deduction allowed for following taxes:

· Federal Income Taxes, including –

· FICA (Federal Insurance Contributions Act)

· Etc.

· Federal war profits and excess profit taxes

· Estate, inheritance, legacy, succession and gift taxes

· Etc.



	Charitable, Contributions and Gifts
	§170 

(a)(1)
	Allowance of deduction:

· Deduction is allowed for any charitable contribution (defined in §170(c)) in taxable year

	
	§170

(b)(1)
	General Rule: any charitable contribution to:

· Church

· Educational organization which has regular faculty and curriculum …

· Medical care/education/research organization  

· Etc.

Limitations

· Aggregate of charitable contributions generally can’t exceed 50% of taxpayer’s contribution base for the taxable year

· Special limitations apply to contributions of certain capital gain property – see §170(b)(1)(C)

Contribution base = AGI (computed without regard to any NOL carryback to the taxable year under §172)

	
	§170(c)
	“Charitable Contribution” Defined: contribution or gift to or for the use of:

· A State, possession of U.S. but only if contribution/gift is made for exclusively public purposes

· A corporation, trust, or community chest, fund or foundation – 

· Created or organized in U.S. or under the law of U.S. etc.

· Organized and operated exclusively for religious, charitable, scientific, literary or educational purposes, or to foster (inter)national amateur sports competition or for preventing cruelty to kids or animals

· No part of net earnings of which inures to benefit of any private shareholder or individual and..

· Doesn’t try to influence legislation, political campaigns etc. – cf. §162(e) – deduction for certain lobbying & political expenditures denied under Trade or Business Expenses
· Etc.

	
	§170(e)

(1)(A)
	Contributions of ordinary income and capital gain property

· Deduction for charitable contribution will be reduced by:

· Amount of gain that would not have been long-term capital gain if taxpayer had sold property at FMV

For example, if Martha contributes wine from her stock – cost of $150 but which she could sell for $400 – she can only deduct $150 b/c the remaining $250 is not long-term capital gain (OI)

	
	§170(e)

(1)(B)
	If recipient uses property in a way unrelated to its charitable function (hospital sells donated painting for cash) – amount of contribution of tangible personal property is reduced by amount of gain that would have been Long-Term Capital Gain if property had been sold by donor for its FMV

	
	§1.170A-1(b)
	Ordinarily, contribution is made when delivery is effected (e.g. mailing or delivering unconditionally)

	
	§1.170A-1(c)
	Value of contribution in property

· Amt of contribution = FMV of property

· FMV is price at which property would change hands between willing buyer/seller with no compulsion and reasonable knowledge

· Or if property is in contributor’s line of business, FMV is amt he could have reasonably expected to realize on its sale



	
	§1.170A-1(g)
	Contribution of services

· No deduction is allowed under §170 for services contributed

· However – unreimbursed costs related to providing that service (e.g. transportation costs, reasonable meal and lodging costs while away from home), are deductible



	
	§1.170A-1(h)
	Taxpayer has burden of proving that all or part of payment is charitable contribution or gift

	Disallowance of Deduction for Gift Expense
	§274(b)

(1)
	Can’t take deduction for any expense for gifts made (in)directly to any individual…when such expenses etc. > $25

	Medical, Dental, Etc. Expenses
	§213(a)
	Allowance of deduction:

· Deduction is allowed for expenses paid, not compensated for by insurance or otherwise, for medical care of taxpayer, spouse or dependent, to the extent that such expenses exceed 7.5% of AGI

	
	§213(d)
	Definitions for “proper” medical expenses – includes amounts paid

· Diagnosis, cure, mitigation, treatment or prevention of disease…

· Transportation primarily for and essential to qualified medical care (described in previous bullet)

· For insurance
· Reasonable amounts paid for lodging while away from home, primarily for and essential to medical care (see first bullet)



	
	§1.213-1(a)
	Regardless of taxpayer’s accounting, deduction is only allowed when medical expenses are actually paid (not allowed when merely incurred). p.1219

	
	§1.213-1(e)(1)(i)
	Medical care includes: diagnosis, cure, mitigation, treatment or prevention of disease.  Expenses paid for “medical care” include those paid for purpose of affecting any structure or function of body or for transportation primarily for and essential to medical care.

	Retirement Savings
	§219(a)
	Allowance of deduction: Above-the-line 

· Deduction equal to qualified retirement contributions of the individual is allowed for taxable year

	
	§219(b)
	Maximum amount of deduction: in general, allowable deduction can’t exceed lesser of - 

· The deductible amount (see §219(b)(5) or 

· Amount equal to compensation includible in individual’s GI for year



	
	
	For taxable year beginning in:
	Deductible amount:

	
	
	2002 through 2004
	$3,000

	
	
	2005 through 2007
	$4,000

	
	
	2008 and thereafter
	$5,000

	
	§219(e)
	“Qualified Retirement Contribution”

· Any amount paid in cash in taxable year by or on behalf of an individual to an individual retirement plan for such individual’s benefit

	Bad Debts
	§166
	Can deduct any debt that becomes wholly worthless within taxable year.

	General Rule for Disallowance of Deductions
	§261
	In computing taxable income, no deduction shall be made in respect to items specified in Part IX (p.235)

	Exemptions/ Exclusions
	
	

	Dependent Care Assistance Programs  
	§129(a)
	Exclusion:

· GI of EE does not include ER’s reimbursement of EE’s dependent care costs if such assistance is provided pursuant to program described in §129(d)

Limitation of Exclusion:

· Amount excluded can’t exceed $5,000 ($2,500 for separate return by married individual)

· Any excess over amount properly excluded must be included in GI in year that dependent care services were provided



	
	§129(b)
	Earned Income Limitation

· Amount excluded from GI of EE for any year can’t exceed:

· For unmarried EE, that EE’s earned income for year or

· Married EE, lesser of – (i) earned income of such EE for that year or (ii) earned income of spouse for that year



	Contributions by ER to Accident & Health Plans  
	§106(a), (b)
	(See Health Care)

	Compensation for injuries or sickness
	§104(a)

(2)-(3)
	(See Health Care)

	Amounts Received under Accident & Health Plans
	§105(a) – (c)
	(See Health Care)

	Gifts & Inheritances
	§102(a)
	Generally – GI does not include the value of property acquired by gift, bequest, devise or inheritance.

	
	§102(b)
	But, GI includes (1) income from any property in §102(a) and (2) where gift, bequest, devise or inheritance is of income from property, the amount of such income

	
	§102(c)
	GI will include any amount transferred by or for an ER – to or for the benefit of an EE

	Certain Death Benefits
	§101(a)
	Proceeds of life insurance contracts payable by reason of death – are excluded from GI 

	
	§101

(a)(2)
	Transfer for valuable consideration – amount excluded can’t exceed actual value of such consideration plus any premiums etc. subsequently paid by transferee (i.e. transferee’s Basis)

	Interest on State & Local Bonds 
	§103(a), (c)
	GI does not include interest on any State or local bond.

	Gains on sales of residence
	§121(b)

(3)
	Gains on sales of residence - can exclude maximum of $250k gain, provided taxpayer has owned and used property as their principal residence for at least 2 years during prior 5-year period

	Corporate Distributions
	
	

	Distributions of Property
	§301(a)
	Distribution of property (defined in §317(a)) made by a corporation to SH will be treated as provided in (c).

	
	§301(b) (1), (3)
	Amount of any distribution = amt of $ received plus FMV of other property received

FMV will be determined as of date of the distribution.

	
	§301(c)
	Amount taxable:

· Portion of distribution which is a dividend will be included in GI

· Portion of distribution which is not a dividend will be applied against/reduce AB of the stock
· Portion which is (1) not a dividend, (2) to extent it exceeds basis of the stock (3) will be treated as a gain from sale or exchange of property



	
	§301(d)
	The basis of property received in a distribution = FMV of such property

	Distributions of Stock & Stock Rights
	§305(a)
	Except as otherwise provided in this section, GI does not include the amount of any distribution of stock  distributed by corp. to its shareholders

	Basis of Stock
	§307(a)
	If SH receives stock from corporation or rights to acquire its stock, then basis of this “new stock” and original or “old stock” will be determined by allocating between the old and new stock the Adjusted Basis of the old stock

	Dividend Defined
	§316
	Dividend means any distribution of property made by a corporation to its shareholders: out of its E&P accumulated after 2/28/1913 or out of its E&P of taxable year (regardless of when distribution was made)

If corporation has no E&P, distributions are FIRST applied against basis and SECOND treated as gains from sale/exchange of property – distributions are NOT dividends.

	Other Definitions
	§317
	Property – means money, securities and any other property – except such term does not include stock in the corporation making the distribution (or rights to acquire such stock)

Stock is NOT Property 

	
	
	Split – with 3:2 split, Shareholder who has 100 shares gets 50 additional shares (or 100 x 3/2)

	Timing Temptations
	
	

	Losses, Expenses, & Interest with respect to Transactions between Related Taxpayers
	§267
	

	Loss from Wash Sales of Stock, etc.
	§1091(a)
	Disallowance of deduction – for loss where taxpayer has sold stock – and for period 30 days prior to such sale & 30 days subsequent – taxpayer has acquired or entered into contract/ option to acquire substantially identical stock or securities

	
	§1091(b)
	Stock acquired less than stock sold – if amount of stock bought is less than amount of stock sold

	
	§1091(c)
	

	
	§1091(d)
	Unadjusted Basis in case of wash sale of stock – basis will be basis of old stock sold – Plus or Minus – Price of New/purchased Stock Less Price of Old/sold Stock.

	Annuities/

Insurance
	
	

	Definition
	Ch.
	Retirement contract purchased from an insurance company which calls for equal periodic cash payments commencing at a certain date and continuing throughout the annuitant’s lifetime. Annuitant pays a premium – or series of premiums – to the company, which becomes the principal of the annuity.

	Annuities; Certain Proceeds of Endowment & Life Insurance Contracts
	§72(a)
	Generally, GI includes any amount received as an annuity under annuity, endowment or life insurance contract.

	Immediate Annuity
	§72(b)(1)
	Apply Exclusion Ratio to annual payment received – this gives you annual annuity payment which is not taxable.  Excess is included in GI.

Exclusion Ratio  = “Investment in Contract”/”Expected Return”

	
	
	Expected Return = Annual Pmt x Expected Return Multiple (§1.72-9, p.1048)

	
	§1.72-6
	Investment in the contract is the aggregate amount of premiums or other consideration paid for contract less total amount of any return of premiums or dividends received – effectively your AB in the contract

	
	§1.72-9
	Table gives Expected Return Multiples by age. p.1048

	
	§72(b)(2)
	Mortality Gain is taxable – if you live past your life expectancy, any additional annuity payments are taxable – you’ve already recovered your basis in investment 

	
	§72(b)(3)
	Mortality Loss is deductible – if you die before your life expectancy, your estate can deduct the amount of your unrecovered investment

	
	§72(b)(4)
	Unrecovered investment = Investment in Contract less Total Amounts previously Excluded when Annuitant Died

	
	
	Where Annuitant dies prematurely – beneficiaries are entitled to deduction for:

· Investment remaining in contract (or Investment in Contract)

· Estate can deduct the following amount: 

· original investment less
· amount excluded by Annuitant during his life less
· amount received by Estate & excluded as non-annuity 

· this amount exactly EQUALS amount previously included in Annuitant’s income during his life



	Amounts not received as annuities – Single Premium Deferred Annuity
	§72(e)(1)
	§72 applies to any amount – (i) received under an annuity, endowment or life insurance contract and (ii) which is not received as an annuity

	
	§72(e)(1) (B)
	Dividends – any amount received which is in nature of dividend or similar distribution will be treated as “amount not received as annuity”

	
	§72(e)(2) 
	Generally:

· if amount is received on or after annuity starting date, shall be included in GI or

· if received before annuity starting date:

· included in GI to extent allocable to income on the contract and

· excluded from GI to extent allocable to investment in contract



	
	§72(e)(3)
	Annuities – Income First Accounting

Allocation to income: 

· If you withdraw $8k, and if Cash Value of Contract - Investment in Contract = $7k ( include $7k in income and exclude $1k.

· If you withdraw $8k, and if Cash Value – Investment in Contract = $0 ( exclude $8k

Allocation to investment: portion of “non-annuity” which is not income is therefore allocated to investment.



	Amt not received as annuities - Life Insurance
	§72(e)(5)

(A)
	Life Insurance – Cost Recovery Accounting

Amount will be included in GI but only to the extent that it exceeds the investment in the contract.

This applies to amounts not received as an annuity which is received under a life insurance or endowment contract.

	
	§72(e)(6) 
	Investment in the contract as of any date is:

· aggregate amount of premiums or other consideration paid for contract before such date less
· aggregate amount which annuitant had previously received and excluded under the contract before such date (i.e. through exclusion ratio)


	Where Annuity is given as Gift
	§72(e)(4)

(C)
	Individual who receives annuity contract – transferred w/o adequate consideration – is treated as receiving amount equal to excess of:

· cash surrender value of such contract at time of transfer over

· the investment in such contract at such time

under the contract as an amount not received as an annuity

Donee takes the annuity at a stepped-up basis at its Cash Surrender Value

	Old 3-percent rule
	
	Annuity payments were historically treated as taxable income to extent of 3%  of annuitant’s investment in contract – any excess over 3% was treated as return of capital

	
	
	Cash Surrender Value = amount invested as premiums + interest accrued - amount paid out 

	Certain Death Benefits – Insurance
	§101(a)
	Proceeds of life insurance contracts payable by reason of death – are excluded from GI 

	Treatment of matured insurance policy proceeds
	§72(e)(1)
	Proceeds of matured insurance policy must be included in GI – but only to extent that such proceeds exceed the total of premiums paid by the insured

	Trusts
	
	

	Trust Income
	§641(a) – (b)
	Income of a trust is includable in GI and is taxed in same manner as an individual’s GI

	Trusts: Personal Exemptions & NOL Deduction
	§642(b), (d)
	· Estates get a personal exemption deduction of $600

· A trust gets a personal exemption deduction of $100

· Estates & Trusts get benefit of NOL deduction provided by §172



	“Trusts” Definitions 
	§643(a)
	· p.462

	Deduction for Trusts Distributing Current Income Only
	§651
	Any trust that is required to distribute all of its income currently, can take a deduction for that required amount in computing Taxable Income

	Inclusion of Amounts in GI of Beneficiaries of Current Income Trusts
	§652
	Amount of income required to be distributed currently by trust described in §651 shall be included in GI of beneficiaries to whom income is required to be distributed (whether distributed or not).

	Receipts in Kind
	
	

	Gross Income
	§61(12)
	Gross Income includes: Income from discharge of indebtedness

	Income from Discharge of Indebtedness
	§108(e)

   (2)
	No income shall be realized from the discharge of indebtedness to the extent that payment of the liability would have given rise to a deduction   

	Taxes
	§164(a)
	Deduction allowed for certain state taxes

	Certain Taxes
	§275
	No deduction allowed for Federal Income Taxes, etc.

	Prizes and Awards
	§74
	General Rule – except as provided in §74 or in §117 (relating to qualified scholarships), GI includes amounts received as prizes and awards

Exceptions:

· GI does not include amounts rec’d as prizes and awards made primarily in recognition of religious, charitable, scientific, educational, artistic, literary or civic achievement, but only if:

· Recipient was selected w/o any action on his part to enter contest;

· Recipient is not required to render substantial future services as condition to receiving prize and

· Prize is transferred by payor to governmental unit/org described in §170(c) pursuant to recipient’s designation

· GI doesn’t include value of an employee achievement award if received as “tangible personal property” (not cash) in recognition of length of service or safety achievement – there are limits on total value excludable

	Compensation in kind…
	§1.61-1(a)
	General Definition of GI:  

· Income may be realized in form of services, meals, accommodations, stock or other property as well as in cash
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	§1.61-

14(a)
	Misc. items of Gross Income include:

· Punitive or exemplary damages

· Another person’s payment of the taxpayer’s income taxes is GI 

· Illegal gains
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	§1.61-2(d)(1)
	Compensation paid other than in cash:

· If services are paid for in property, FMV of property taken in payment must be included in GI as compensation

· If services are paid for in exchange for other services, FMV of such other services taken in payment must be included in GI

· If services are rendered at a stipulated price, such price will be presumed to be FMV of compensation received barring contrary evidence



	
	§1.61-2(d)(2)
	Property transferred to EE or independent contractor:

· If ER transfers property to EE – as compensation for services – and for less than FMV, FMV less amount paid for property is compensation and is includable in GI

· This is true regardless of whether transfer is in form of sale or exchange

p.1026

Compare: 

§83: Property Transferred to EE, independent contractor, or beneficiary in connection with performance of services:

· If in connection with performance of services, property is transferred to any person other than the person for whom such services are performed, the excess of:

· FMV over

· amount (if any) paid for such property

· is included in GI of person who performed such services, etc. when property is substantially vested (transferor owns until such time although EE must pay taxes on any income rec’d from property) See §1.83-1(a)(1), p.1050
· any person who acquires this property while still substantially nonvested, will have basis equal to amount paid for property and any amount includable in GI of person who performed services.  See §1.83-4(b)(1), p.1058


	
	Rev. Rul. 86-14
	Payment of EE FICA Tax by ER without Deduction from wages:

· These are additional wages and should be included in GI (see Old Colony Trust) – formula for determining extra FICA wages = S/(1-R)



	Employer Provided, Statutory Fringe Benefits
	§132(a)
	Exclusion from GI: any fringe benefit which qualifies as a 

· No-additional cost service

· Qualified EE discount

· Working condition fringe

· De minimis fringe

· Qualified transportation fringe

· Qualified moving expense reimbursement

· Etc.

	
	§132(b)
	No additional cost service – where ER provides service to EE if

· Such service is offered for sale in ordinary course of ER’s line of business and

· ER incurs no substantial additional cost (including foregone revenue) in providing service to EE (determined w/o regard to any amt paid by EE for such service)

	
	§132(c)
	Qualified EE discount – can’t exceed:

· In case of products, gross profit % of price at which products are being offered by ER to customers – (i.e. if customers get product at 25% markup & EE gets at 35% discount – EE can only exclude discount of 25% - can’t be less than cost of product) or

· In case of services, 20% discount

Products/services must be in ER’s ordinary line of service – otherwise, these benefits are includable.

	
	§132(d)
	Working Condition Fringe – 

· any payment for products/services by ER to EE where – if EE had paid for items himself - such payment could have been deducted by EE under §162 or §167

	
	§132(e)
	De minimis fringe -  

· Property/service where the value is so minimal, it would be unreasonable to account for (more details at Reg. §1.132-6(a))

Occasional meals, meal money or local transportation fare: Reg. §1.132-6(d)(2)

· Excluded as de minimis fringe benefit if it is “reasonable” and

· Occasional basis (i.e. not regularly)

· Related to overtime

· Meal or meal money is provided to enable EE to work overtime (consumed on business premises) p.1096


	Meals or Lodging furnished for ER’s Convenience
	§119(a)
	Value of meals or lodging provided by ER (for ER’s convenience) to EE, his spouse or any dependents will be excluded from GI, but only if:

· Meals are furnished on ER’s business premises (where ER has “substantial noncompensatory business reason for doing this) or

· EE is required to accept such lodging on ER’s business premises as a condition of his employment



	
	§132

(f)(1)
	Qualified transportation fringe – 

· Transportation in a commuter vehicle between residence and work, transit pass, qualified parking (limited to $175/month).



	
	§132(g)
	Qualified moving expense: 

· Expenses that would be deductible if under §217 if paid for by employee

	
	§1.132-1
	Special rules apply to:

· On-premise gyms and other athletic facilities (p.1087)

· Parking provided to EE on or near business premises

· On-premises eating facilities 

p.1086

	
	§1.132-6(e)
	Examples of fringe benefits excludable as de minimis from GI

· Occasional typing of personal letters by a company secretary

· Occasional personal use of employer’s copy machine

· Occasional cocktail parties, group meals, or picnics for employees and their guests

· Traditional birthday or holiday gifts of property (not cash) with a low FMV

· Occasional theater or sporting event tickets, coffee, doughnuts, local phone calls, flowers, etc.

Examples of fringe benefits includable in GI

· Season tickets to sporting and theatrical events

· Commuting use of an employer-provided vehicle

· Membership in an athletic facility or country club

· Employer-provided group-term life insurance – cost of insurance up to $50k is excludable
· Use of employer-owned or leased facilities

p.1097

	
	§1.162-6
	Professional expenses:

· Professional man can deduct cost of supplies used in his profession

· expenses paid/accrued in operation and repair of car used in making professional calls

· dues to professional societies

· subscriptions to professional journals

· rent paid/accrued for office rooms

· cost of fuel, light water, telephone, etc. used in such offices

· hire of office assistants

· amounts paid or accrued for books, furniture, and professional instruments and equipments p.1110

	Gifts
	
	

	Gifts & Inheritances
	§102(c)
	GI will include any amount transferred by or for an ER – to or for the benefit of an EE

	Disallowance of Deduction for Gift Expense, Entertainment, etc.
	§274(b)

(1)
	Can’t take deduction for any expense for gifts made (in)directly to any individual…when such expenses etc. > $25

	Gifts & Inheritances
	§102(a)
	Generally – GI does not include the value of property acquired by gift, bequest, devise or inheritance.

	
	§102(b)
	But, GI includes (1) income from any property in §102(a) and (2) where gift, bequest, devise or inheritance is of income from property, the amount of such income

	
	§102(c)
	GI will include any amount transferred by or for an ER – to or for the benefit of an EE

	Holders of Life or Terminable Interest
	§273
	Amounts paid as income to holder of life or terminable interest – acquired by gift, bequest or inheritance – can’t be “depreciated/amortized” (shrinkage) due to decline in value over time

	Basis of Property Acquired by Gifts & Transfers in Trust
	§1015(a)
	“Carryover Basis” –  basis of acquired property will be same as it would be in hands of donor or last preceding owner – except 

· if FMV of property < Basis  at time of gift ( use FMV as basis (i.e. to determine Loss) 

	
	
	Wrinkle: if when you use loss basis, you have a gain and when you use gain basis, you have a loss ( there are then no tax consequences

	
	§1015(d)
	Increase basis for gift tax paid

	Increase in Basis for Annuity given as Gift
	§72(e)(4)

(C)
	Individual who receives annuity contract – transferred w/o adequate consideration – is treated as receiving amount equal to excess of:

· cash surrender value of such contract at time of transfer over

· the investment in such contract at such time

under the contract as an amount not received as an annuity

Donee takes the annuity at a stepped-up basis at its Cash Surrender Value (provided CSV > AB; otherwise Donee takes annuity at Donor’s basis)

	Basis of Property Acquired from Decedent
	§1014
	Basis of property – in person’s hands who acquired property from decedent – is FMV of property at date of decedent’s death (carryover basis rule of §1015(a) doesn’t apply here)

	
	
	3 exceptions to this “stepped-up” basis rule:

· §1014(b)(9)(A): eliminates step-up for annuities

· §1014(c): any item of income in respect of a decedent (IRD – i.e. accounts receivable)

· § 1014(e): Appreciated property acquired by decedent by gift within one year of death

	Treatment of property acquired from decedent dying after 12/31/09
	§1022(a)
	Generally – Basis of person acquiring property from decedent dying after 12/31/09 is lesser of

· AB of decedent or

· FMV of property at date of decedent’s death

Rationale: §1022 says if estate tax disappears, the step-up in basis also disappears



	Transfers of property between spouses or incident to divorce
	§1041(a)
	No gain or loss shall be recognized on transfer of property from individual to (1) spouse or (2) former spouse (but only if transfer is incident to divorce)

	
	§1041(b)
	Transfer is treated as gift – Transferee has Transferor’s Basis

	Non-Compensatory Income in Kind
	
	

	
	Rev. Rul. 79-24
	Barter examples:

· Housepainter paints lawyer’s house in return for legal advice.  Holding: FMV of services received by lawyer and housepainter are includable in their GI under §61

· Landlord gives Artist rent-free use of apartment for 6-mos. in return for artist’s painting.  Holding: FMV of work of art and 6-mos. fair rental value of apartment are includable in GI of these taxpayers under §61



	Compensation for Losses and Return of Capital
	
	

	Gross Income
	§61(a)

(3)
	Gains derived from dealings in property are includable in GI

	
	§1.61-6

(a)
	Ratable Recovery of Basis.  Partial sales are treated as separate transactions: When a part of a larger property is sold, cost or other basis of entire property is equitably apportioned among the several parts – gain or loss determined at time of sale of each part

	Determination of Amount of & Recognition of Gain or Loss
	§1001(a)
	In sale or other disposition of property:

· Gain = AR - AB

· Loss = AB - AR

	
	§1001(b)
	AR = money received + FMV of any property received

	
	§1.1001

-(1)(c)(1)
	Gain may be recognized even prior to sale:

· If taxpayer receives distributions on his stock, e.g., over time which exceed his AB – he must recognize gain to extent of this disparity

Loss not ordinarily recognized prior to sale:

· b/c taxpayer could still theoretically recover his AB up until time he sells stock

p. 1748

	
	§1.1001- 1(e)
	When transfers is in part a sale and in part a gift: transferor has gain to extent AR exceeds his AB – however, no loss is sustained if AR < AB.

Example: A transfers property to son for $60.  Property had AB of $30 and FMV of $90.  A has a Gain of $30 (AR – AB) and has made a Gift of $30 (FMV – AR)

	Adjusted Basis for determining Gain or Loss
	§1011
	See adjustments detailed in §1016

	Adjustments to Basis
	§1016
	Proper adjustments will be made:

· For expenditures, receipts, losses, or other items, properly chargeable to capital account.  But no adjustments made:

· For taxes or other carrying charges (§266) or

· For which deductions have been taken by taxpayer in determining taxable income for the taxable year or prior years

· For exhaustion, wear and tear…

See §1.1016-1(c): if taxpayer elects to treat charges such as taxes (not including income taxes) and interest with respect to property as chargeable to capital account, rather than as allowable deduction, Basis needs to be adjusted. p.1762

	Basis of Property – Cost
	§1012
	Basis of property = cost of such property (not including any RET)

Sale of stock – see §1.1012-1(c)(1) – Taxpayer bought stock A over time and doesn’t know AB of each share.  If taxpayer wants to sell stock, those shares are given AB of earliest such lots purchased

	Losses
	§165
	Uncompensated losses, sustained during year, are deductible from AB –  

· Amount: loss is limited to Adjusted Basis §1.165-1(c)(1), p.1131
· Timing: loss can be deducted under §165(a) only in year it was sustained

· Casualty: if casualty etc. occurs which may result in loss and there’s a claim for reimbursement which has reasonable chances of recovery, can’t recognize any part of the loss which may be reimbursed §1.165-1(c)(1)-(d), p.1131
Deduction is limited to:

· Losses incurred in trade or business 

· Losses incurred in any transaction entered into for profit, though not connected with trade or business and  

· Except as provided in (h), losses of property not connected with trade or business, or transaction entered into for profit, if such losses arise from fire, storm, theft, etc.



	
	§1.165-4
	Decline in value of stock – no deduction allowed

	
	§1.165-7
	Casualty Losses:

· Allowed whether for trade/business or personal  

· Amount deductible is limited to lesser of:

· FMV prior to accident  

· Adjusted Basis

p.1137

	
	
	Value of property before casualty
	$2,000


	

	
	
	Less: Value of property immediately after casualty
	1,500


	

	
	
	Value of property actually destroyed
	500
	

	
	
	Loss to be taken into acct as per §165(a): Lesser amount of property actually destroyed ($500) or AB of property ($3,600)
	$500


	

	
	
	Less: Insurance Received
	300


	

	
	
	Deduction allowable
	200
	

	
	
	See ANDREWS PROBLEM 6(a)  - Handout

	Exchange Nonrecognition - Property held for Productive Use or Investment
	§1031(a)
	In general, no gain or loss recognized on exchange of property held for productive use in Trade or Business or for investment if such property is exchanged solely for property of like kind – which is to be held either for productive use in trade or business or for investment

Exchanged = Anita can’t sell relinquished property for cash and then use sale proceeds to acquire the replacement property – She has to find owner of apartment bldg who wants to exchange it for her office building (or can structure 3-party exchange)

	
	
	Exception: this section doesn’t apply to exchange of:

· Stock in trade or other property held primarily for sale (i.e. inventory)

· Stocks, bonds, or notes

· Other securities or debt or interest

· Partnership interests

· Certificates of trust, etc.



	
	§1031(a) (3)
	Exchange must be completed within 180 days after first property is transferred.

	
	§1031(b)
	Gain from exchanges not solely in kind – if exchange includes dissimilar property (i.e. cash, non-qualifying property), the cash received or Boot is recognized.  
But, Taxpayer is taxed on the LESSER of Cash Taken Out (“Boot”) and Realized Gain.

	
	
	Boot or Amount Recognized includes Net Debt Relief (see 1.1031(b)-1(c) & (d)-2).
Debt relief can be netted with debt assumed.

However, cash cannot be netted with debt assumed -  i.e. If you assume more debt in the transaction than you’re relieved of, you can’t net any cash received with debt assumed.

	
	§1031(c)
	Loss from exchanges not solely in kind 

	
	§1031(d)
	Basis: basis of exchanged property will be 

· Same as that of ALL the property exchanged less 
· amount of any $$ received by taxpayer  less
· debt relief that taxpayer received plus
· debt assumed by taxpayer

· plus amount of gain or less amount of loss to taxpayer that was recognized on exchange.  

Rationale: Code preserves the Realized Gain, which has NOT yet been Recognized

	
	
	My apartment bldg
	Liam’s office bldg

	
	
	FMV = $2.5m
	FMV = $3m

	
	
	Debt = 0.5
	Debt = 1.3

	
	
	[Equity = 2.0]
	[Equity = 1.7]


	
	
	AB = $1.14
	Cash = 0.3

	
	
	
	

	
	
	Realized Gain:

My RG = $3m + $0.5 + $0.3 - $1.14 - $1.3 = $1.36m

Same answer as w/o mortgage = $2.5 – 1.14 = $1.36m



	
	
	Recognized Gain:

Recognize $0.3 of the $1.36 Realized

$1.06 has been Realized but not Recognized.



	
	
	Adjusted Basis in new property:

AB = 1.14 - 0.3 - 0.5 + 1.3 + 0.3 = $1.94m


	
	
	If I subsequently sell Office Bldg:

Realized Gain = $3m – 1.94 = 1.06m ( I will now Recognize the remaining appreciation

	
	
	My apartment bldg
	Liam’s office bldg

	
	
	Bldg: FMV = $2.5m
	FMV = $3m

	
	
	Bldg: AB = $1.14
	

	
	
	Stock: FMV = $0.5
	

	
	
	Stock: AB = $.65
	

	
	
	
	

	
	
	Realized Gain: Bldg: $2.5 - $1.14 = $1.36m

Realized Loss: Stock: $0.5 - $0.65 = ($0.15m)



	
	
	Recognized Gain:

Realize & Recognize Loss of $150k on Stock

Don’t recognize the $1.36m gain on Bldg due to like exchange.



	
	
	Adjusted Basis in new property:
AB = 1.14 + 0.65 – 0.150 =$1.64m



	Involuntary Conversions
	§1033(a)

(2)(A)
	Rollover Non-Recognition

If property (through destruction, theft, etc.) is compulsorily or involuntarily converted into money or property not similar or related in service or use to converted property:

· Gain (if any) is recognized except:

· If to replace converted property, taxpayer buys similar etc. property, gain will be recognized only to extent that AR on such conversion exceeds cost of such other property or stock  

· If nonrecognition occurs, basis of property purchased = cost of such property decreased by amount of gain not recognized
· Realized gain will be recognized to the extent that

· AR > Cost of Replacement property

· In other words, tax the lesser of 

· Realized gain and 

· Amount of cash taken out (i.e. not rolled over or reinvested)



	
	§1033(b)

(2)
	Basis of asset acquired in a rollover transaction will be (i) cost of such  property less (ii) amount of gain not so recognized as per §1033(a)(2)(A)

	
	
	Old Property

AB of old property = $40

FMV = $100

AR (full insurance) = $100
	
	
	

	
	
	(a)

AR
	(b)

Realized Gain or RG
	(c)

Cash Reinv.
	(d)

Cash taken out

(a) - (c)
	(e)

Recognized Gain -

Lesser of (b) & (d)
	(f) 

Gain NOT Recognized
	(g) Adjusted Basis

(c) – (f)

	
	
	$100
	$60
	$100
	$0
	$0
	$60
	$40

	
	
	$100
	$60
	$80
	$20
	$20
	$40
	$40

	
	
	See Handout #3.1

	Problems relating to Annual Accounting
	
	

	Period for Compensation of Taxable Income
	§441
	Prescribes annual accounting for taxable income – either on calendar or 12-month period (fiscal year) 

“Fiscal Year” is 12 months ended any end of the month except for Dec. “Calendar Year” is 12 months ended Dec. 31.

	General Rule for Methods of Acctg
	§446
	Describes computation of income.  Taxpayer can compute taxable income under the following methods of acctg: cash receipts/disbursements; accrual; any other permitted by this chapter. Method must clearly reflect income. 

	
	§1.446-1(a)-(c)
	Cash receipts/disbursements method: all items which constitute GI (whether cash, property or services) are to be included in taxable year in which actually or constructively received.  Expenditures are to be deducted for year in which actually made.

Accrual method: income is to be included in taxable year when all the events have occurred that fix the right to receive the income and the amt of income can be determined with reasonable accuracy. p.1474

	
	§1.451-2
	Constructive receipts of income – income not actually in taxpayer’s possession is constructively rec’d in taxable year in which it is credited to his account, set apart for him, or otherwise made available so that he may draw upon it at any time or he could have drawn on it w/ notice.

Income is not constructively rec’d if its receipt is “subject to substantial limitations or restrictions.” P.1482

	General Rule for Taxable Year of Inclusion
	§451(a)
	Amount of any item of GI shall be included in GI for taxable year in which received by taxpayer, unless, taxpayer’s accounting method used to compute taxable income indicates otherwise

	General Rule for Taxable Year of Deduction
	§461(a)
	Amount of any deduction or credit shall be taken for taxable year which is proper taxable year under the method of acctg used in computing taxable income

	Net Operating Loss Deductions
	§172(a)
	Deduction is allowed equal to aggregate of (1) NOL carryovers to such year plus (2) the NOL carrybacks to such year

	
	§172(b)
	NOL for any taxable year is – 

· NOL carryback to each of 2 taxable years preceding the taxable year of the loss and

· NOL carryover to each of the 20 years following taxable year of such loss

Limitation: entire amount of NOL for any year shall be carried to the earliest of the taxable years to which such loss may be carried.  The portion of such loss which will be carried to each of the other taxable yeas will be the excess, if any, of the amount of such loss over the sum of the taxable income for each of the prior taxable years to which such loss may be carried – taxable income so computed can’t be less than zero.

	
	§172(c)
	NOL = excess of deductions over gross income

	
	§172(d)
	Deductions not allowed

· §172 - can’t take a NOL deduction for purposes of calculating NOL  

· Amount deductible from losses on sales/exchanges of capital assets can’t exceed amount includible on account of gains from sales/exchanges of capital assets

· §151 - No deduction will be allowed for personal exemptions

· NOL can’t be produced for non-corporate taxpayer by excess of itemized deductions over non-trade or non-business income.


	Recovery of tax benefit items
	§111
	(See Introduction)

	Capitalization
	
	

	Capital Expenditures
	§263
	No deduction is allowed for:

· Any amount paid out for new buildings or permanent improvements or betterments made to increase the value of any property or estate.

These amounts must be capitalized (taxpayer is allowed to recover basis through depreciation over life of asset)



	
	1.263(a)- 2(a)
	Capex includes expenditures for property with a useful life that extends beyond the close of the current taxable year.

	
	1.162-4 & 1.263(a) – 1(a)
	Costs incurred to repair property – that neither materially add to the value of the property nor appreciably prolong its useful life – may be deducted

	
	§461(g)
	Prepaid interest

	Depreciation
	§167(a)
	Can take depreciation deduction for reasonable allowance for exhaustion, wear and tear (including reasonable allowance for obsolescence) – (1) of property used in trade or business or (2) of property held for production of income – Basis is adjusted accordingly

Land & artwork must be capitalized – but they are not depreciable. 

	
	§167(b)
	See §168 for determining appropriate depreciation deduction

	
	§167(c)
	Basis for depreciation will be Adjusted Basis provided in §1011§

	Accelerated Cost Recovery System (“ACRS”)
	§168(a)
	Depreciation deduction for §167(a) for any tangible property will be determined using:

· Applicable depreciation method,

· Applicable recovery period and

· Applicable convention

	
	§168(b)
	Generally applicable depreciation method is:

· 200% (DDB) declining balance method – switching to Straight Line method for 1st taxable year for which using Straight Line method with respect to Adjusted Basis as of beginning of such year will yield larger allowance

· Salvage value is ZERO with DDB

150% declining balance method in certain cases

· 15-20-year property; any property used in farming business etc.

Property to which Straight Line method applies:

· Nonresidential real property

· Residential rental property

· Property which taxpayer elects to have treated this way

· Qualified leasehold improvement property 

· Etc.

	
	
	Example of DDB or Double Declining Balance

· n = 5, AB = $10,000

· SL Rate 1/n = 20%

· Thus: DDB Rate = 40%

In the first year that DDB produces smaller deduction than SL, switch to SL at this point.  

· For example, DDB will produce a deduction of $864 in year 4 while SL will produce deduction of $1080 (remaining $2160 of depreciation divided by 2 years left).  

· Switch to SL in year 4.  

	
	
	AB
	Rate
	Deduction

	
	
	$10,000
	40%
	$4,000

	
	
	$6,000
	40%
	$2,400

	
	
	$3,600
	40%
	$1,440

	
	
	$2,160
	40%
	$864

	
	§168(c)
	Applicable recovery period:

· 3-year property….3 years

· 5-year property….5 years

· 7-year property….7 years

· 10-year property…10 years

· 15-year property….15 years

· 20-year property….20 years

· Water utility property…25 years

· Residential rental property…27.5 years

· Nonresidential real property…39 years

	Amortization of Goodwill & certain other intangibles
	§197(a)
	Can take amortization deduction for any §197 intangible.  Amount of such deduction will be determined by amortizing the Adjusted Basis of such intangible ratably over the 15-year period beginning in month the intangible was acquired

	
	§197(c)
	Amortizable §197 intangible is any such intangible (1) acquired by taxpayer after Aug. 10, 1993 and (2) which is held in connection with conduct of trade or business – (3) excludes any self-created assets by the taxpayer

	
	§197(d)
	§197 intangible means:

· Goodwill

· Going concern value

· Workforce in place; business books & records, operating systems, customer lists, any patent/copyright /formula/process/ knowhow

· Any license, permit or other gov-granted right

· Any franchise, trademark or trade name

	
	§197(e)
	Exceptions: §197 intangible does not include:

· Financial interest in a corporation, partnership, trust or estate or

· Interest in land

	Discharge of Debt
	
	

	Gross Income
	§61(a)

(12)
	Gross Income includes – “income from discharge of indebtedness” (“COD” or cancellation of debt)

Example: if B buys Property X from A for $50 and the assumption of A’s $25 mortgage ( A’s Amount Realized is $75

	
	§1.1001-2
	Discharge of liabilities – AR from sale includes amount of liabilities from which seller was discharged (through buyer’s express assumption of seller’s mortgage or buying property “subject to” seller’s mortgage)

p.1749

	Income from discharge of indebtedness
	§108(a)

(1)
	Exclusion from GI: GI does not include any amount which would (but for this section) be includible in GI by reason of discharge of indebtedness if

· Discharge occurs in title 11 case (bankruptcy) or

· Discharge occurs when taxpayer insolvent
· Indebtedness discharged is qualified real property business indebtedness
· Etc.

Qualified real property business indebtedness = any debt to acquire or construct improvements on real property used in taxpayer’s Trade or Business and secured by that real property §108(c)(3)&(4)

	
	§108(a) (3)
	If taxpayer is insolvent, insolvency exclusion is limited to amount of insolvency. (if A is insolvent by $20k and is relieved of only $15k debt, he can exclude entire $20k – if COD > insolvency, A must include excess in GI)

Insolvency is measured by comparing taxpayer’s liabilities to the FMV of his assets immediately before the discharge.

	
	§108(b)

(1) –(3) 
	Amount of COD excluded from GI will generally reduce taxpayer’s overall Basis (in order of: NOL, business credit etc..) – rationale: allows taxpayer to defer income from COD rather than exclude entirely

Order of reduction:

· NOL for taxable year of discharge

· General business credit

· Basis of property held by taxpayer 

· Etc.

Amount of reduction

· Reductions shall be $1 for each $1 excluded

	
	§108(b)

(5)
	Can elect to apply reduction first against depreciable property

	
	§108(c)
	Discharge of qualified real property business debt is applied against basis of taxpayer’s depreciable real property.

Overall limitation – amount excluded can’t exceed the aggregate Adjusted Bases of depreciable real property held by taxpayer immediately before the discharge.

	
	§108(e)

(2)
	Cancellation of amount which - if paid would have been deductible - should not be included in GI 

	
	§108(e)

(5)
	Buy car for $20k which turns out to be lemon.  Dealer agrees to rebate to you $5k in cost - $5k is probably not includable in GI (retroactive adjustment to purchase price).  AB is just adjusted to $15k

	Wagering Losses
	§165(d)
	Losses from wagering transactions shall be allowed only to the extent of the gains from such transactions – can’t take a NOL for gambling losses

	Student Loans
	§108(f)
	GI doesn’t include discharge of any student loan if such discharge was pursuant to the provision of such loan (e.g. where loan would be discharged if individual worked for certain period of time in certain professions)

	Interest on State & Local Bonds 
	§103(a), (c)
	GI does not include interest on any State or local bond.

	Tax Exempt Bonds
	§265
	If you borrow to buy tax-exempt bonds, you can’t deduct the interest.

	Non-recourse debt
	
	Examples: 

· Lender agrees to give you mortgage which you are not personally liable for

· A, owning property secured by mortgage, sells it to B who doesn’t assume mortgage but takes property “subject to mortgage”

· B ends up with property subject to a liability that B has no personal liability to pay



	Health/Child Care
	
	

	Medical, Dental, Etc. Expenses - Unreimbursed
	§213(a)
	Allowance of deduction for uncompensated extraordinary medical expenses

· Deduction is allowed for expenses paid, not compensated for by insurance or otherwise, for medical care of taxpayer, spouse or dependent, to the extent that such expenses exceed 7.5% of AGI.  Example: first $3000 of year’s medical costs will not be deductible for an individual with $40k AGI

	
	§213(d)
	Definitions for “proper” medical expenses – includes amounts paid

· Diagnosis, cure, mitigation, treatment or prevention of disease…

· Transportation primarily for and essential to qualified medical care (described in previous bullet)

· For insurance – includes premiums paid on policy
· Reasonable amounts paid for lodging (max of $50/night/person) while away from home, primarily for and essential to medical care (see first bullet)

(See Deductions)

	Contributions by ER to Accident & Health Plans  
	§106(a)
	Except as otherwise provided in this section, GI of EE does not include ER-provided coverage under an accident or health plan

Premiums paid by ER – even out of EE’s GI - are excludible under §106

	
	§106(b)
	Contributions to Health Savings Accounts – amounts contributed by ER to any health savings account of EE, who is eligible under §223(c)(1), will be treated as ER-provided coverage as per §106(a) and thus excludable to extent amounts don’t exceed limitations under §223(b)

	Compensation for injuries or sickness
	§104(a)

(2)
	GI does not include: amount of any damages (other than punitive) received (whether by suit or agreement and whether as lump sums or as periodic payments) on account of personal physical injuries or physical sickness

	
	
	Emotional distress – even with physical symptoms – does not count as “physical” – damage award for ED or lost earnings due to ED are thus includable.

· However, medical expenses attributable to ED are excludable.

· Punitive damages are includable.

· IRS requires some “direct unwanted or uninvited physical contacts” to constitute a personal physical injury.

	
	§104(a)

(3)
	GI does not include: amounts received through accident or health insurance for personal injuries or sickness (however, benefits from ER paid/provided plans will be treated under §105) 

	Amounts Received under Accident & Health Plans
	§105(a)
	Amounts attributable to ER contributions for personal injuries/ sickness shall be included in GI to extent such amounts (A) are attributable to ER contributions which were not includable in EEs GI or (B) were paid by the ER

	
	§105(b)
	If EE had previously paid medical expenses under A&H insurance, and ER is now reimbursing him, this reimbursement is excludable – provided EE did not previously deduct these expenses under §213  

	
	§105(c)
	GI does not include amounts referred to in §105(a) to extent such amounts: are payments for permanent loss or loss of use of body part/functioning of taxpayer, his spouse or dependent

	Expenses for Household & Dependent Care Svs Necessary for Gainful Employment
	§21(a)
	Allowance of credit:

· In general – in case of individual who has 1 or more qualifying individuals (e.g. dependent/minor or physically incapable spouse), credit against tax is allowed in an amount equal to applicable percentage of the employment-related expense (§21(b)(2)) paid by such individual during year

· Applicable Percentage Defined –

· 35% reduced (but not below 20%) by 1% for each $2,000 (or fraction thereof) by which taxpayer’s AGI exceeds $15,000



	
	§21(b)
	Definitions:

· Qualifying individual

· Employment-related expenses

· Amounts paid for following expenses, but only if such expenses are incurred to enable taxpayer to be gainfully employed for any period for which there’s 1 or more qualified individuals:

· Expenses for household services and

· Expenses for care of a qualifying individual

	
	§21(c)
	Amount of employment-related expenses which can be taken into account – can’t exceed

· $3,000 if there’s 1 qualifying individual or

· $6,000 if there are 2 or more qualifying individuals

Amount determined ($3k or $6k) will be reduced by aggregate amount excludable from GI under §129

	
	§21(d)
	Earned Income Limitation

· Amount of employment-related expense taken into account under §21(a) can’t exceed

· Unmarried person’s earned income for year or

· Married EE, lesser of – (i) earned income of such EE for that year or (ii) earned income of spouse for that year



	Dependent Care Assistance Programs  
	§129(a)
	Exclusion:

· GI of EE does not include ER’s reimbursement of EE’s dependent care costs if such assistance is provided pursuant to program described in §129(d)

Limitation of Exclusion:

· Amount excluded can’t exceed $5,000 ($2,500 for separate return by married individual)

· Any excess over amount properly excluded must be included in GI in year that dependent care services were provided

(See Exclusions)

	Capital Gains
	
	

	Capital Asset Defined
	§1221
	“Capital Asset” is property held by taxpayer – whether or not connected with his trade or business – but it excludes:

· Inventory or property held by taxpayer primarily for sale to customers in ordinary course of his trade or business;

· Property used in his trade or business – which is subject to depreciation allowance in §167 – or real property used in his trade or business

· Copyright, literary, musical or artistic composition, letter or memorandum or similar property, held by

· Taxpayer whose personal efforts created such property

· In case of letter, memo etc. – a taxpayer for whom such property was prepared or

· Taxpayer whose basis for such property – for determining gain from sale/exchange – is determined in reference to basis of such property in hands of taxpayer described in above 2 bullets

· Etc.

	Other Terms
	§1222
	Short-term capital gain – gain from sale/exchange of a capital asset held for not more than 1 year, if and to extent such gain is taken into account in computing Gross Income

	
	
	Short-term capital loss – loss from sale/exchange…

	
	
	Long-term capital gain – gain from sale/exchange of capital asset held for more than 1 year…

	
	
	Long-term capital loss – loss from sale/exchange…

	
	
	Net short-term capital gain – excess of short-term capital gains for taxable year over short-term capital losses for such year

	
	
	Net long-term capital gain – excess of long-term capital gains over long-term capital losses

	
	
	Net short-term capital loss – excess of short-term capital losses over …

	
	
	Net long-term capital loss – excess of long-term capital losses over…

	
	
	Capital Gain Net Income – excess of gains from sales/exchanges of capital assets over losses from such sales

	
	
	Net Capital Losses – excess of losses from sales/exchanges of capital assets over sum allowed under §1211

	
	
	Net Capital Gain – excess of net long-term capital gain for taxable year over net short-term capital loss

	Holding Period of Property
	§1223
	· If you have property acquired in non-recognition transaction (buy replacement property under §1033 for destroyed property): when does holding period start? Period starts on day you acquired the destroyed property.  You get to tack holding periods – basis in second asset is determined by basis in destroyed asset

· If you receive property by gift and it’s a capital asset in your hands, your basis is determined by donor’s basis. When does holding period start to run?  The holding periods tack – your holding period includes donor’s holding period as long as it is a capital asset in your hands (if it’s not a capital asset – holding period is irrelevant)
· Etc.

	Losses
	§165(f)
	Losses from sales/exchanges of capital assets shall be allowed only to extent allowed in §§1211, 1212

	
	§165(g)
	Worthless securities – if security which is a capital asset becomes worthless, the loss resulting will be treated as a loss from sale/exchange – on the last day of the taxable year of a capital asset

Securities = stock, options, bonds, notes, any evidence of indebtedness

	Limitation on Capital Losses
	§1211(b)
	Individuals can’t deduct capital losses in excess of capital gains plus $3,000 ($1,500 in case of married individuals filing separately). OR
Losses from sales/exchanges of capital assets only allowed to extent of gains from such sales/exchanges plus (if such losses > such gains) the lower of –

· $3000 ($1500 in case of married individual filing separate return) or

· The excess of such losses over such gains

	Max Capital Gains Rate
	§1(h)
	See p. 5 – rate schedule

	Charitable Gifts – Contributions of OI & Capital Gain Property
	§170(e)

(1)(A)
	Deduction is FMV reduced by any gain that would have been taxed as anything other than LTCG if she’d sold the asset – this came out of the Rebay case



	
	§1.170A-1(c),(g)
	(See Deductions)

p. 1160

	
	§1(h)(11)
	Dividend income is taxed at long term capital rates and is added to long term capital gain – dividend income is not a long term capital gain, however.  If they were, they could be offset by LTCL which they cannot be.  



	
	§1.1002-1(a), (d)
	Exchange – ordinarily, to constitute an exchange, the transaction must be a reciprocal transfer of property, as distinguished from a transfer of property for a money consideration only.

	
	Net 

Long Term
	Net Short Term

	
	
	
	Loss
	Gain

	
	
	Loss
	NSTCL: §1211

NLTCL: §1211
	NSTCG<NLTCL: §1211

NSTCG>NLTCL = OI

	
	
	Gain
	NLTCG <NSTCL: §1211

NLTCG>NSTCL = NCG
	ST = OI

LT = NCG

	Miscellaneous
	
	

	Tax Exempt Corporations, Trusts
	§501(2)-(4)
	List of tax exempt corporation:

· Corporations organized for exclusive purpose of holding title to property and collecting income, and turning over entire amount less expenses, to an organization which itself is exempt under this section

· Corporations, any community foundation etc., organized and operated exclusively for “religious, charitable, scientific, testing for public safety, literary, or educational purposes, or to foster (inter)national amateur sports, or to prevent cruelty to animals/kids – no substantial part of activities is for propaganda or trying to influence legislation or campaigning

· Nonprofit civic leagues or organizations operated to promote social welfare etc.


� Difference in equity values implies that I would require $300k cash payment from Liam before I would complete exchange.





