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Index

Abandonment, foreclosure, and repossession of
property

abandonment, 128
foreclosure or repossession, 128–129
lender’s perspective, 129–130

Accelerated depreciation, 205
Accounting for discounts

discounts you give, 53
discounts you receive, 53

Accounting methods
accounting for discounts, 53
cash method, 44–47
installment method accounting, 52
mark-to-market accounting, 52–53
other accounting methods, 52–53

Accounting methods for long-term contracts,
50–52

exceptions from the
percentage-of-completion method, 51

look-back method, 51
Accounting periods, 39

business purpose for fiscal year, 41
change in tax year, 43
limits on use of the fiscal year, 40
pass-through business on a fiscal year, 42
seasonal businesses, 40
Section 444 election for fiscal year, 41–42
short tax years, 42–43

Accrual basis, 44
Accrual method of accounting

accounting methods for long-term contracts,
50–52

all events test, 47
economic performance test, 48–49
related parties, 49–50
two-and-a-half-month rule, 49–50

Accrual taxpayers, special rules for, 251–252
Accumulated earnings tax, 27
Active participation, 95–96, 348
Actual expense method

business use, 205–206
business use versus personal or investment

use, 204
conventions, 206–208
depreciation, 203–204
depreciation allowance, 204–205
dispositions of a car, 212–214
dollar limit on depreciation deduction,

209–211
increase your dollar limit, 211–214
Section 179 deduction, 209

Ad valorem tax, 270
Added costs for retirement plans

actuarial costs for defined benefit plans, 337
bonding requirement, 336–337
investment advice, 336
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580 INDEX

Added costs for retirement plans (Continued)
Pension Benefit Guaranty Corporation

Premiums for defined benefit plans,
337–338

plan amendments, 337
plan start-up costs, 338

Adjusted basis, 102, 103, 125, 367
Adjusted gross income (AGI), 28, 167
Advertising expenses

help-wanted ads, 324–325
lobbying expenses, 323–324
ordinary advertising expenses, 321–322
personal versus business expenses,

322–323
prizes, contests, and other promotional

activities, 325
social media, 326
web sites, 326
where to deduct expenses, 327

Agricultural payments, 78
Allocating the business part of home expenses,

385–389
deduction limits, 388
nondeductible expenses, 388
telephone expenses, 387
what is gross income, 388–389

Alternative Depreciation System (ADS),
293

Alternative minimum tax, 250
American opportunity tax credit, 438
Amortization, 282

antichurning rules, 308
bond premiums, 312
business start-up costs and organizational

expenses, 309–310
computer software, 311
costs of acquiring a lease, 313
dispositions, 308
intangibles acquired on the purchase of a

business, 307–308
leasehold, qualified restaurant, and retails

improvements, 313
organizational costs for a corporation, 310
organizational costs of a partnership,

310–311
pollution control facilities, 312–313
reforestation costs, 312
research and experimentation costs, 311
self-created intangibles, 308

Amount received, 102, 103
Annual lease value (ALV), 154
Antitrust violations, treble damages for, 455
Applicable federal rates, 277

Archer Medical Savings Accounts (MSAs)
contributions, 407
eligibility, 406
MSAs versus HSAs, 407

Athletic facilities., 161
At-risk basis, 93
At-risk losses, 63
At-risk rules

about, 92
calculating your at-risk limitation, 93–94
special rule for real estate financing, 94

Audit strategies, for C corporations, 143–144
Average benefit percentage test (ABP test), 331
Away from home rule, 173

Bad debts
about, 244
bad debts in general, 245–247
business versus nonbusiness bad debts,

247–248
collection of bad debts, 247
collection strategies, 253
guarantees that result in bad debts, 250–251
loans by shareholder-employees, 248–250
reporting bad debts on the tax return,

252–253
special rules for accrual taxpayers, 251–252

Bad debts in general
debtor-creditor relationship, 245
loss, 246–247
worthlessness, 245–246

Basis, 142, 204, 291
partnerships and limited liability companies,

90–91
S corporations, 91–92

Black Lung benefit trust, 140
Bonus depreciation for eligible property,

304–305
Boot, 106
Built-in gains, 19
Business deductions, miscellaneous

about, 431–432
bank and merchant fees, 448
charitable contributions made by your

business, 440–445
commissions, 453
customs expenses, 445
deductions for employees, 462–464
deductions for self-employed individuals,

458–462
deductions for small corporations, 465–469
deductions not allowed, 469–470
dividends-received deduction, 456–458
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dues and subscriptions, 445–446
educational credits, 472
educational expenses, 436–440
expenses of disabled persons, 456
handicapped persons, 471
insurance, 450–453
interest on life insurance policies, 453
job-seeking expenses, 432–434
legal and professional fees, 446–448
licenses and permits, 445
meal costs for day-care providers, 455–456
moving expenses, 434–435, 471–472
other business expenses in general, 432
other expenses, 471
outsourced workers, 454
payments to directors and independent

contractors, 454
penalties, fines, and damages, 454–455
supplies, materials, and office expenses,

448–449
uniforms and clothing, 450
where to deduct miscellaneous business

expenses, 471–473
Business gifts

exceptions, 190–191
when is an item an entertainment expense?

191
Business income

payment methods, 72–73
special income items for S corporations, 84

Business organization
about, 3–4
C corporations and their

shareholder-employees, 19–21, 27
changing your form of business, 35–37
employees, 27–28
factors in choosing your form of business

organization, 28–35
forms of business organization compared, 35
partnerships and limited liability companies,

11–17
sole proprietorships, 4–10
tax identification number, 37–38

Business organization, factors in choosing your
form of

audit chances, 33
exit strategy, 34–35
filing deadlines and extensions, 34
fringe benefits, 29
multistate operations, 32
nature and number of owners, 29–30
owner’s payment of company expenses, 31–32
personal liability, 28–29

profitability, 29
restrictions on accounting periods and

accounting methods, 31
Social Security and Medicare taxes, 31
tax rates, 30–31

Business organizations, 189
Business purpose, 40
Business versus nonbusiness bad debts

impact of loans with your business or
associates, 248

nonbusiness bad debts, 248
valuing a bad debt, 248

C corporations and their
shareholder-employees, 19–27

other tax issues for C corporations, 21, 27
personal service corporations (PSCs), 19–21
tax treatment of income and deductions in

general, 21
C corporations, audit strategies for, 143–144
“Cadillac” health plans, 410
Cafeteria plans, 161–163
Calculating NOLs

carrybacks and carryovers, 87–88
corporations, 86–87
election to forgo carryback, 88–89
individuals, 86
quick refunds from carrybacks, 89

Calendar year, 39
Capital construction-related credits, 477–479

disabled access credit, 478
energy-efficient home credit, 478–479
low-income housing credit, 478
new markets credit, 478
rehabilitation credit, 478

Capital expenditures, 432
Capital gains and losses

about, 101
capital assets, 102
determining the amount of your gain or loss,

102–104
sale or exchange requirement, 104
sales of business interests, 112–113
special situations, 114–120
tax treatment of capital gains and losses for c

corporations, 110–112
tax treatment of capital gains and losses for

pass-through entities, 108–110
tax-free exchanges, 105–107
what are capital gains and losses, 102–110
where to report capital gains and losses,

118–120
Capital losses, 64
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Car, 202
Car and truck expenses

about, 201
actual expense method, 203–204
arranging car ownership, 220
credit for plug-in electric vehicles, 223
deducting car expenses in general,

202–203
employee use of an employer-provided car,

220–221
leasing a car for business, 215–220
recordkeeping for car expenses, 224–227
reimbursement arrangements, 223
standard mileage allowance, 214–215
trucks and vans, 222
vehicle trade-in, 221–222
what is included on your W-2, 221
where to deduct car expenses, 227–230

Carryovers, 88
Cash basis, 44
Cash basis and prepayment, 64
Cash method

corporate exceptions, 46
PSC exception, 46
restrictions on the use of the cash method,

45–47
small business exception, 46
small inventory-based business exception,

46–47
Casualty, 366
Casualty and theft

basis, 372
calculating loss when property is completely

destroyed or stolen, 370
calculating loss when property is partially

destroyed, 370
definition of casualty, 366–372
definition of theft, 367
determining a casualty or theft loss, 367–370
examples of casualties, 366
insurance received (or not received) in a

later year, 371–372
inventory and crops, 370–371
proof of casualties, 366–367
proof of theft, 367
recovered property, 371
year of the loss, 372

Casualty and theft losses
about, 365
appraisals, 377
car insurance, 376
casualty and theft, 366–372
certain disaster victims, 377

condemnations and threats of condemnation,
372–374

deducting property insurance and other
casualty/theft-related items, 375–377

disaster losses, 374–375
use and occupancy insurance, 376
where to deduct casualty and theft losses and

related items, 377–378
Charitable contributions, 64
Charitable contributions made by your business

additional deduction based on income, 444
appraisal rules for corporate donations, 443
certain donations of scientific property and

computers, 442
contributions of intellectual property, 444
corporations, 441–442
donations for the iii, needy, or infants, 442
donations of conservation easement by

farmers, 443
food and book inventory donations, 443
inventory, 442
special deduction for whaling captains, 445
unincorporated businesses, 440–441

Civic organizations, 189
Class I to Class VII assets, 130
Cliff vesting, 334
COBRA coverage federal subsidy, 408–409
Collection strategies

review collections policies, 253–254
review credit policies, 253
strategies when customers go bankrupt, 254
where to deduct bad debts, 254–255

Community development entity (CDE), 478
Comparison of qualified retirement plans,

352–355
defined benefit plans versus defined

contribution plans, 354
qualified plan versus simplified employee

pension, 354–355
SIMPLE-IRA versus Self-Employed Qualified

Plan or SEP, 355
Compensation to owners

audit strategies, 143–144
employee versus self-employed, 143

Condemnations, 125
Condemnations and threats of condemnation

about, 372–373
condemnation award, 373–374
treatment of severance damages, 374
treatment of special assessments, 374

Consignments, 73
Contribution reduction for distressed

companies, 343
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Control employee, 157
Controlled entity, 123
Conventions (accounting)

half-year convention, 297
mid-month convention, 298
mid-quarter convention, 297

Conventions (gatherings)
cruise ships, 181–182
foreign conventions, 181

Cost of acquiring, modifying, or canceling a
lease, 260–261

Cost of goods sold (COGS), 75–76
Cost of living, 139
Crop insurance and crop disaster payments, 78

Day traders, 52
De minimis (minimal) fringe, 160
Debt-financed acquisition, 275
Debt-financed distributions, 276
Deductible compensation

general rules for deductibility of
compensation, 138–140

noncash payments, 142
other limits on deducting compensation,

141–142
other types of deductible compensation,

140–141
restricted property, 142–143
temporary workers and outsourced hr, 138

Deductible costs
lodging costs, 174–175
meals, 175–176
other deductible travel costs, 176–177
transportation costs, 174

Deductible interest
above-market loans, 278
below-market loans, 277–278
debt incurred to buy an interest in a

business, 275–276
general rules, 274–275
home mortgage interest and home offices,

278
loans between shareholders and their

corporations, 276–277
Deductible repairs and capital improvements

capital improvements, 240–241
deductible repairs, 238–240

Deductible taxes
built-in gains tax, 273
employment taxes, 271–272
excise taxes, 272
foreign taxes, 273
franchise taxes, 272

fuel taxes, 273
general rules, 267–268
luxury tax, 271
other rules, 273
personal property tax, 270
real estate taxes, 268–269
sales and use taxes, 270–271
self-employment tax, 269
state and local income taxes, 269
state benefit funds, 272

Deducting car expenses, 202–203
Deducting medical insurance, 397–399

coverage for retirees, 398
special rules for partnerships and s

corporations, 398–399
Deducting rent payments in general, 256–259

advance rents, 258–259
gift-leaseback, 259
miscellaneous rentals, 259
rent to your corporation, 257
rent with an option to buy, 257–258

Deduction for tuition and fees, 439
Deductions for farmers

about, 412
farm expenses, 413–417
farm losses, 417
farm-related tax credits, 418–420
nondeductible farm-related expenses,

420–422
where to claim farming expenses, 422–423

Deferred compensation, 141
Dependent care credit, 136, 167
Depletion, 283

cost depletion, 313–314
partnership oil and gas properties, 314
percentage depletion, 314
S corporation oil and gas properties, 315

Depreciation, 124, 282
Depreciation. general rules for

depreciable property, 290–291
when to claim depreciation, 292–293

Depreciation methods, 298–301
alternative depreciation system, 302–303
recapture of depreciation, 303
recordkeeping for depreciation, 304

Direct stock ownership, 49
Director fees, 141
Disallowance repayment agreements, 146, 147
Dispositions of a car

casualty or theft, 214
sale, 212–213
trade-in, 213

Distributive share, 16
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584 INDEX

Dividends, 80, 276
Dividends-received deduction, 80, 457, 458
Documentary evidence, 59
Dollar limit, 285
Domestic production activities deduction

about, 424–425
allocable cost of goods sold and related

expenses, 428
allocable gross receipts, 426–428
figuring the deduction, 426–429
limitations on the deduction, 428
pass-through entities, 429
qualified producers, 425–426
safe harbor, 426–427
where to claim the deduction, 429–430

Domestic production gross receipts (DPGR),
426

Double taxation, 21
Draw, 143
Dues and subscriptions

dues, 445
subscriptions, 445–446

Earned income credit, 136, 166
Educational expenses, 436–440

deductible expenses, 438
employer-paid education, 438
personal education incentives, 438–440

Elderly and handicapped, special rules for
improvements for

deduction for removal of architectural or
transportation barriers, 237–238

disabled access credit, 236
qualifying expenditures, 236–237, 238
recordkeeping, 238

Elected farm income, 79
Elective deferrals, 330, 342
Eligible property, bonus depreciation for,

304–305
Employee achievement awards, 141
Employee benefits. See also Employee

compensation
cafeteria plans, 161–163
commuting vehicles, 157
country club dues, 158
employee use of a company car, 154–157
employment tax credits, 163–169
flights on employer-provided aircraft, 158
in general, 147–148
housing relocation costs, 153–154
life insurance provided on an individual

basis, 158
meals and lodging, 152–153

nonstatutory fringe benefits, 159–161
other employee benefits, 152
statutory benefits, 148–151
supplemental unemployment benefits, 152
travel and entertainment costs, 154
where to deduct compensation costs,

167–169
Employee compensation, 135–169

about, 135–136
compensation to owners, 143–144
deductible compensation, 136–143
deferred compensation, 146
employee benefits, 147–158
stock options and restricted stock, 144–145

Employee relations expense, 191
Employee stock option plans (ESOPs)

how an ESOP works, 355
tax breaks, 355–356
uses for ESOPs, 356

Employee stock purchase plan, 144
Employee’s employment-related tax credits,

146–147, 166
Employees versus independent contractors,

136–138
Employer identification number (EIN), 37–38
Employer operated eating facility, 153
Employer share, 270
Employer’s employment-related tax credits

employer credit for FICA on tips, 164
employer wage credit for activated reservists,

165
empowerment zone employment credit,

164
general business credit, 165–166
Indian employment credit, 165
new hire retention credit, 164
work opportunity credit, 163

Employment agency fees, 141
Employment tax credits, 163–167
Employment-related credits, 167

about, 474
dependent care credit, 477
earned income credit, 477
employer credit for FICA on tips, 476
employer differential wage payments credit,

477
empowerment zone employment credit, 476
Indian employment credit, 476–477
new hire retention credit, 475
work opportunity credit, 475–476
work-related personal credits, 477

Empowerment zones, 164
Excess depreciation, 206
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Excluding gain
50 percent exclusion, 114
60 percent exclusion, 114
75 percent exclusion, 114
100 percent exclusion, 114–115

Expensing opportunities, other, 289
Extraterritorial income (ETI), 428

Fair market value (FMV), 154, 216, 263, 294,
367, 442

Farm expenses
breeding fees, 415
depreciation, 415
fertilizer and lime, 415
labor and related costs, 414–415
livestock feed, 414
miscellaneous expenses, 417
prepaid farm supplies, 413–414
reforestation expenses, 417
soil and water conservation expenses,

415–417
Farm income averaging, 79
Farm losses

farming losses, 418
hobby loss rules, 418
net operating losses, 418
passive activity rules, 417
at-risk rules, 418

Farm-related credits
agricultural chemicals security credit,

419
federal tax paid on fuels, 419
fuels used in off-highway business use,

419
undyed kerosene and undyed diesel fuel for

household use, 419
Farm-related tax credits, 418–420

claiming a credit or refund, 419–420
exemption from excise tax on fuels, 420
farm-related credits, 419
who claims a credit or refund, 420

Farm-related taxpayer, 412
Farms, 412
Federal unemployment tax (FUTA), 167
50-percent limit on meals, 152, 176, 187, 188
Film or television productions, 289
First year expensing, 282
First-in, first-out (FIFO), 76
First-year expense depreciation, 205
First-year expensing, depreciation,

amortization, and depletion
about, 282–283
amortization, 307–313

bonus depreciation, 304–305
depletion, 313–320
depreciation methods, 298
first-year expensing, 283–284
general rules for depreciation, 290–293
limitations on listed property, 305
limits on first-year expensing, 285–287
modified accelerated cost recovery system,

293–297
other expensing opportunities, 289
putting personal property to business use,

306–307
rebuilding incentives for certain disaster

victims, 306
where to claim depreciation, amortization,

and depletion, 315–320
First-year expensing limits

dispositions of first-year expense property,
288–289

dollar limit, 285
investment limit, 285–286
making or revoking an expensing election,

288
should the first-year expensing election be

made, 287
special rules for pass-through entities, 287
taxable income limit, 286

Fiscal year, 39
Fixed and variable rate (FAVR) allowance, 157,

227
Flexible spending accounts (FSAs), 148, 151
Floor tax, 270
Foreign travel

counting business days, 180
entirely for business, 178–180
primarily for business, 180–181
primarily for vacation, 180–181

Forest health protection payments, 78
Fringe benefits, 147

Gain or loss determination, 102–104
Gains and losses from sales of business

property, 121–140
abandonment, foreclosure, and repossession

of property, 128–130
about, 121–122
installment sales, 123–124
involuntary conversions, 125–128
recapture, 124–125
sale of all the assets of the business, 130–131
Section 1231 gains and losses, 122–123
where to report gains and losses on business

property, 131–132
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General business credit, 481–486
alternative minimum tax, 483
carrybacks and carryforwards, 483
credit limitations, 482–484
expired carryforwards, 483–484
old credits, 483

General Depreciation System (GDS), 293
General partnerships, 11
Gentlemen farmers, 418
Gift cards, 48
Gift loans, 278
Gross receipts, 46, 75
Guaranteed payments, 143
Guarantees that result in bad debts, 251

Half-year convention, 207
Handicapped, special rules for improvements.

See Elderly and handicapped, special rules
for improvements for

Health savings accounts (HSAs)
benefits of, 405
contributions, 405–406
eligibility, 404–405
high-deductible plan, 404–405
MSAs Alternative, 404
taxation of, 406

High-low method, 176
Highly compensated employees, 331
Holding period, 104–105
Home, special business uses of

bed and breakfasts, 391
calculating your home office deduction,

389–390
day-care facilities, 389–390
storage, 390–391

Home office deductions, 64
about, 379–380
allocating the business part of home

expenses, 385–389
ancillary benefits of claiming home office

deductions, 391
exclusively and regularly, 380–381
impact of home office deductions on home

sales, 391–392
more than one business, 383
place to meet or deal with patients, clients,

or customers, 383
principal place of business, 381–383
separate structure, 383
special business uses of a home, 389–391
special requirements for employees, 384–385
where to deduct home office expenses,

392–395

Imputed income, 149
Imputed interest, 80
Incentive stock options (ISOs), 144
Incentives for hybrid vehicle purchase, 141
Inclusion amount, 174
Income for service businesses

advances and prepayments, 74–75
1099 income, 74

Income from farming, 79
Income from the sale of goods

cost of goods sold, 75–76
gross profits, 76–77
other income for direct sellers, 77

Income or loss from business operations, 71–100
about, 71–72
business income, 72–73
income for service businesses, 74–75
income from farming, 77–79
income from the sale of goods, 75–77
investment-type income, 79–82
limitations on business losses, 90–100
miscellaneous business income, 83–84
net operating losses, 85–89
state income taxes on business income,

84–85
where to report business income, 97–100

Indirect stock ownership, 49
Individual retirement accounts (IRAs)

about, 347–348
individual retirement accounts and other

retirement plans, 348–350
In-service year, 292
Installment method accounting, 52
Installment sales

depreciable property, 108
election out of installment reporting, 107–108
interest on deferred payments, 108
recapture, 124

Insurance premiums, 64
Intangible property, 290
Intent, 257
Interest on a condemnation award, 126
Interest on student loans, 439
Interest-free or below-market loans, 140
Inventory, 291
Investment interest, 64, 274
Investment limit, 285
Investment-type income

cancellation of debt, 81–82
cancellation of debt income for S

corporations, 82
damages and other recoveries, 82
dividends, 80
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interest income, 79–80
rents, 80

Involuntary conversions, 125
election to postpone gain, 126–128
replacement property, 127
replacement time limits, 127–128

Job description of employee, 138
Job-seeking expenses, 432

employer job candidate search expenses, 434
employer reimbursements and outplacement

services, 433

Kickbacks, 73

Last-in, first-out (LIFO), 76
Lavish and extravagant entertainment, 187
Lease payments, 256
Leased property improvements, 261–262
Leasehold and qualified restaurant

improvements, 262
Leases

cost of acquiring, 260
cost of canceling, 260–261
cost of modifying, 260

Leasing a car, 262–264
inclusion amount, 263–264
lease with an option to buy, 263

Leasing a car for business
inclusion amount, 216, 219
lease with an option to buy, 215–216
should you lease or buy? 219–220

Legal and professional fees
accounting and tax preparation fees, 447
legal fees, 446–447
lobbying costs, 448
recovering legal fees and other costs from the

government, 447–448
Lender’s perspective

equipment and other personal property, 130
real property, 129–130

Life insurance provided on an individual basis,
158

Lifetime learning credit, 439
LIFO recapture, 19
Like class property, 106
Like kind property, 105
Limitations on business losses

basis, 90–92
limits on farm losses, 97
passive activity loss rules, 94–97
at-risk rules, 92

Limited partnerships, 11

Listed property, 305
Living away from home on temporary

assignments
change in job assignments, 183–184
what expenses are deductible, 184

Loans, 73
Loans between shareholders and their

corporations
corporation’s indebtedness to shareholders,

276
shareholder guarantees of corporate debt,

277
Loans by shareholder-employees, 248–250

other sources of income available to you,
249

the size of your after-tax salary from the
corporation, 249

the size of your investment in the
corporation, 249

which is better, 250
Location tax incentives, 73
Long-term care insurance, 397
Long-term loans, 277
Look-back method, 50

Manufacturer’s deduction, 424
Material participation, 94
Meal and entertainment expenses

associated test, 186–187
club dues, 189
the directly related test, 185–186
general rules on deducting meal and

entertainment expenses, 184
home entertainment, 187–188
impact of the 50 percent limit on employees,

189
limit, 188
other requirements, 187
spouse’s expenses, 190

Medical coverage
about, 396–397
Archer Medical Savings Accounts (MSAs),

406–407
cafeteria plans, 403
COBRA Coverage, 408–409
deducting health coverage by

more-than-2-percent S corporation
shareholders, 399–400

deducting health coverage by self-employed
persons, 399–400

deducting medical insurance, 397–399
flexible spending arrangements, 401, 403
future health care changes, 409–410
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Medical coverage (Continued)
health reimbursement arrangements,

407–408
premium-only plans, 403–404
setting up health savings accounts (hsas),

404–406
sharing the cost of premiums, 401
shifting the cost of coverage to employees,

400–401
using medical reimbursement plans, 400
wellness programs, 409
where to deduct health insurance costs,

410–411
Members, 11
Metropolitan area, 172
Mid-quarter convention, 207
Mid-term loans, 277
Mini-COBRA, 408
Modified accelerated cost recovery system

(MACRS), 204, 261
basic system, 293–294
conventions, 297
recovery periods, 294–297

Modified taxable income, 88
Money purchase plans, 330
Moving expenses, 161

change in employment status, 436
deductible moving expenses, 436
work in your new location (time test),

435

National Tobacco Settlement payments, 78
Nature of the business, 139
Necessary expenses, 432
Net gains, 110
Net operating losses, 64
Net operating losses, calculation of, 85–86
Netting process, 122
Nexus, 32
No-additional-cost service., 159
Nonaccrual-experience method, 252
Nonbusiness bad debts, 247
Noncaptured losses, 65
Nondeductible interest and other limitations on

deductibility
commitment fees, 279
interest paid on income tax deficiencies,

279–280
Nonhighly compensated employees, 331
Nonqualified employee stock options, 144–145
Nonqualified retirement plans, 357–358
Nonrecaptured losses, 123
Nonrecourse debt, 128

Office expenses, 380
Ordinary and necessary business expense, 138,

184, 432
Ordinary expenses, 432
Ordinary repairs

deducting incidental repairs in general, 232
environmental cleanup costs, 233–234
guidelines on distinguishing between a repair

and a capital item, 232–233
Outplacement services, 140
Outsourced HR, 138
Owners of pass-through entities, 140

Partners, 11
Partnership return, 12
Partnerships and limited liability companies

check-the-box election, 12, 16, 17
holding period transfer, 105
LLCS, 113
partnerships, 113
tax treatment of income and deductions in

general, 12
Passive activity loss (PAL) rules, 64, 94–97
Passive investment income, 19
Pass-through entities, 12
Patronage dividends, 78
Payment methods, 72, 73
Payments in kind, 72
Payments in services, 73
Penalties, fines, and damages, 454–455
Penalty-free withdrawals from IRAs, 439–440
Personal holding company penalty, 27
Personal interest, 274
Personal property, 290
Personal service corporations (PSCs), 20–21
Policy ownership, 158
Prepaid expenses, 45
Prepaid interest, 64–65
Prizes and awards, 141
Professional organizations, 189
Profit-sharing plans, 330
Property basis, 293
Proprietor, 4

Qualified achievement award, 141, 142
Qualified employee discount, 159
Qualified performing artist (QPA), 199
Qualified personal service corporation (PSC), 46
Qualified production activity income (QPAI),

426
Qualified retirement plans

automatic enrollment, 331–332
borrowing from the plan, 335
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compensation limit, 335
covering employees, 330
defined benefit plans, 329–330
defined contribution plans, 329–330
participation, 330–333
permitted disparity, 334
plan approval, obtaining and maintaining,

334–335
types of retirement plans, 329–330
vesting, 334

Qualified transportation fringe benefit,
160

Rabbi trusts, 358
Rank and file employees, 140
Real estate taxes, 48
Reasonable rate of interest, 108
Recapture, 303

recapture on installment reporting, 125
recaptured depreciation, 124
unrecaptured depreciation, 124–125

Recaptured depreciation, 125
Record retention

about, 65
employer records, 66
how to dispose of tax records, 67
income tax withholding, 66
other employment taxes, 66
other tax records, 67
tax returns, 66

Recordkeeping, general
electronic imaging systems, 58–59
keeping records by computer, 57–58

Recordkeeping for business income and
deductions, 56–68

general recordkeeping, 57–59
recordkeeping retention time period, 65–67
records for depreciation, basis, carryovers,

and prepaid expenses, 62–65
specific substantiation requirements for

certain expenses, 59–62
Recordkeeping for car expenses, 224–227
Recordkeeping requirements

gifts, 197
meals and entertainment, 196–197
missing, lost, or inadequate records, 198
other substantiation methods, 198
per diem rates, 198
travel, 196
using a diary or log, 197

Records for depreciation, basis, carryovers, and
prepaid expenses, 63–65

Recourse debt, 128

Recovery periods, 292
3-year property, 294–295
5-year property, 295
7-year property, 295
10-year property, 295
15-year property, 295
20-year property, 295
components of realty, 296
improvements or additions, 296
nonresidential realty, 296
property acquired in a like-kind exchange,

297
residential rental realty, 295–296

Recurring items, 48
Refundable credit, 166
Regular 401(k)s, Roth 401(k)s, and Db(k)s,

345–347
Db(k) plans, 347
loans from 401(k) plans, 347
one-person 401(k) plans, 346
Roth 401(k)s, 347

Rehabilitation plans
demolition expenses, 235
protecting the deduction for repairs, 234
tax credits for rehabilitation, 235

Reimbursement arrangements
accountable plans, 192–193, 223
no reimbursement arrangement, 192
nonaccountable plans, 193, 223

Reimbursement at per diem rates for lodging,
meals, and incidental expenses, 193–196

federal per diem rate, 194
high-low method, 194–195
incidental rate, 195
partial days of travel, 195
standard meal allowance, 195

Related parties, 122
Related property, 127
Relocation payments, 126
Rent with an option to buy, 257–258
Rents, 65

about, 256
the cost of acquiring, modifying, or canceling

a lease, 260–261
deducting rent payments in general, 256–259
improvements you make to leased property,

261–262
including crop shares, 78
lease bonus or cancellation payments, 81
leasing a car, 262–264
leveraged leases, 264–265
prepaid rent, 80–81
real estate rents, 80
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Rents (Continued)
rental of a portion of your home for business,

262
where to deduct rent payments, 265–266

Repairs, maintenance, and energy
improvements

about, 231
energy improvements, 241–242
lists of deductible repairs and capital

improvements, 238–241
ordinary repairs, 232–234
rehabilitation plans, 234–235
special rules for improvements for the elderly

and handicapped, 235–238
where to take deductions, 242–243

Repayment agreement effects, 147
Replacement property, 105
Required distributions, 42
Required payments, 42
Required year, 40
Restitution payments, 455
Retail improvements, 262
Retirement plans

about, 328–329
added costs for retirement plans, 336–338
comparison of qualified retirement plans,

352–355
ESOPs, 355–356
filing information returns, 352
glossary of terms for retirement plans,

358–360
individual retirement accounts, 347–350
making contributions, 351–352
nonqualified retirement plans, 356
qualified retirement plans, 329–336
Regular 401(k)s, Roth 401(k)s, and Db(k)s,

345–347
retirement plans for self-employed

individuals, 338–345
setting up a plan, 350
when to take action, 350–352
where to claim deductions for retirement

plans, 360–364
Retirement plans for self-employed individuals

calculating your contribution rate, 340
contributions to self-employed qualified

plans, 339–340
covering employees, 341–342
individual retirement accounts as a plan

alternative, 345
salary reduction arrangements, 342
savings incentive match plans for employees,

342–345

self-employed qualified plans in general, 339
simplified employee pensions in general,

340–341

S corporations
audit strategies, 144
tax treatment of income and deductions, 19

Safe harbor rule, 137
Salary. See Employee compensation
Salary continuation, 141
Sale of a single-member LLC to multiple buyers,

113
Sale of multiple-owner LLC to a single buyer,

113
Sale of qualified business stock

about, 114
deferring gain, 115, 116
excluding gain, 115–116

Sale or exchange holding period requirement,
104–105

Sales of business interests
partnerships and LLCs, 113
S and C corporations, 113
sole proprietorship, 112

Sales of livestock caused by drought, flood or
other weather conditions, 77

Sales of livestock (including poultry) and
produce, 77

Sales of timber, 78
Section 179 deduction, 283
Section 197 intangibles, 307
Section 1231 gains and losses, 122–123
Section 1231 property, 121, 122
Section 1244 losses, 116–117
Securities, 117
Self-employment taxes, 31
Self-insured employees, 148
Severance damages, 373
Severance pay, 140–141
Shareholders in C corporations, 140
Short-term loans, 277
Significant participation activity, 95
Similar property, 127
Simple cafeteria plans, 162–163
Six-year graded vesting, 334
Sleep or rest rule, 173
Small business, 46, 114
Small business stock, 109
Small employers, 342
Sole proprietorships

day traders, 6–7
husband-wife joint ventures, 7
independent contractors, 4–6
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one-member limited liability companies, 7
statutory employees, 6
tax treatment of income and deductions in

general, 7
Special assessments, 373
Special situations

sale of qualified business stock, 114–116
Section 1244 losses, 116–117
worthless securities, 117–118
zero percent gain from community renewal

property, 116
Specialized small business investment compnay

(SSBIC), 116
Specific charge-off method, 251
Specific identification method, 76
Specific substantiation requirements for certain

expenses
charitable contributions, 62
travel and entertainment expenses, 59–62

Split-dollar life insurance, 158
Standard mileage allowance, 202

about, 214
standard mileage rate barred, 215
standard mileage rate or actual expense

method, 215
Statute of limitations, 65
Statutory benefits, 147

adoption assistance, 150
cafeteria plans and flexible spending

accounts, 151
cellular phones, 148
dependent care assistance, 148–149
educational expenses, 150
group term life insurance, 149
health reimbursement accounts (hras),

151
health savings accounts, 150–151
medical insurance and benefits, 148
retirement planning advice, 150

Straight-line depreciation, 205
Straightline rate, 299
Subscriptions, 65
Substantially vested, 142
Supplies, materials, and office expenses,

448–449
books, software, and equipment, 449
office expenses, 449
postage and shipping, 449

Suspended losses, 64, 96
SUVs, 222

Tangible property, 290
Tax attributes, 81, 82

Tax credits, 163
agricultural chemicals security credit, 481
alcohol fuels credit, 480
biodiesel fuels credit, 481
credit for employer-provided child care

facilities and services, 479
credit for small employer pension plan

start-up costs, 480–481
energy credit, 480
enhanced oil recovery credit, 480
federal excise tax on fuels, 480
foreign tax credit, 480
low-sulphur diesel fuel production credit, 481
marginal oil and gas well production credit,

481
minimum tax credit, 481
orphan drug credit, 481
renewable energy production credit, 480
research credit, 479
small employer health tax credit, 479

Tax credits summary
business credits, 485
capital construction-related credits, 477–479
employment-related credits, 474–477
general business credit, 481–486
other tax credits, 479–481
personal work-related credits, 485
where to claim tax credits, 484, 486

Tax home, 171
Tax identification number (TIN), 37–38
Tax rates on capital gains

capital losses, 110
for pass-through entities, 109–110
Section 1202 gain, 109–110
short-term gain, 109
unrecaptured gain, 109

Tax treatment of capital gains and losses,
109–110

Tax treatment of capital gains and losses for C
corporations

loss limitations, 110
loss limits on corporations, 112
loss limits on individuals, 111–112
related parties, 111

Tax year, 39
Tax year and accounting methods, 39–55

accounting methods, 44–54
accounting periods, 39–44
uniform capitalization rules, 54–55

Taxable income limit, 285
Taxes and interest

deductible interest, 274–278
deductible taxes, 267–273
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Taxes and interest (Continued)
nondeductible interest and other limitations

on deductibility, 279–280
nondeductible taxes, 274
where to deduct taxes and interest, 280–281

Tax-free exchanges, 105–107
installment sales, 107
timing, 106–107

Temporary travel, 173
Temporary work assignments, 182
Temporary workers, 138
Theft, 367
Total income (loss), 98
Transportation costs, local

commuting costs, 171–173
deductible costs, 171

Travel and entertainment expenses, 59
about, 170–171
business gifts, 190–191
car expenses, 61
cell phones, 61
Cohan rule, 62
conventions, 181–182
entertainment, 60–61
foreign travel, 178–181
gifts, 61
living away from home on temporary

assignments, 182–184
local transportation costs, 171–173

meal and entertainment expenses, 184–190
recordkeeping relief, 62
recordkeeping requirements, 196–197
reimbursement arrangements, 191–195
travel, 60
where to deduct travel and entertainment

expenses, 198–200
Travel within the United States

deductible costs, 174–177
major and minor job locations, 177
part business—part pleasure, 177–178
travel with another person, 177

Unborrowed policy cash value, 453
Underfunding, 337
Uniform capitalization rules, 54–55
Unrealized receivables, 113
Unrecaptured depreciation, 125, 303

Vacation pay by accrual basis employers, 142
Vesting, 334

Wages. See Employee compensation
Web sites

costs of creation, 326
maintenance costs, 326

Whether and which test, 309
Working condition fringe benefit, 159
Written substantiation, 59
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