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Index

Abandonment, disposal of property by,
132–133, 302, 512

Aborted business ventures, 535–536
Above-market loans, 287, 288–289
ABP test, 341
Accelerated Cost Recovery System (ACRS),

129
Accelerated depreciation, 129
Access to capital and business organization,

30
Accident and health insurance, 470
Accountable plans for expenses:

car, 231–232
reimbursement arrangements, 512
travel and entertainment, 200–201

Accounting and tax preparation fees,
466

Accounting methods, 45–55
accrual, 49–53
cash, 45–49
change in, 57
circumstances and, 40–41
discounts given, 55
discounts received, 55
installment, 53–54
for long-term contracts, 52–53
mark-to-market, 54–55
restrictions on, 33

Accounting periods, 41–45
business organization and, 40
business purpose for fiscal year, 42, 43
change in, 45
generally, 40–41
limits on use of fiscal year, 42
pass-through business on fiscal year, 44
restrictions on, 33
seasonal businesses, 41
Section 444 election for fiscal year, 42, 43
short tax years, 44–45

Accrual accounting method, 49–53
all events test, 49
bad debts, 261
economic performance test, 49–50
long-term contracts and, 52–53
related parties (see Related parties)
tax planning strategies, 510
two-and-a-half-month rule, 51–52

Accumulated earnings tax, 27
ACRS. See Accelerated Cost Recovery System

(ACRS)
Activated reservists, employer wage credit

for, 173
Active participation, defined, 98
Actual expense method for cars:

business use, 212, 214
conventions, 214–216
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Actual expense method for cars (Continued )
depreciation, 212
depreciation allowance, 212–214
dispositions, 220–222
dollar limits, increasing, 219–220
dollar limits on depreciation, 217–219
generally, 211–212
personal or investment use, 212
Section 179 deductions, 217
standard mileage allowance compared to,

210–211, 223
Actual expense method for home office

deduction, 402–406
Actual receipt, 45
Actuarial costs for defined benefit plans, 347
ADA. See Americans with Disabilities Act

(ADA)
Adjusted basis, defined, 103, 130, 381
Adjusted gross income (AGI):

defined, 28
dependent care credit and, 174

Adoption assistance, 158
ADS. See Alternative Depreciation System

(ADS)
Ad valorem taxes, 280
Advance payments. See Prepaid expenses
Advance rents, 268–269
Advances, 47, 75–77
Advertising expenses, 330–337

deduction of, 336–337
help-wanted ads, 334
job-seeking expenses, 452
lobbying, 333–334
ordinary, 330–331
personal versus business, 332–333
promotional activities, 334
promotion of goodwill, 331–334
social media, 335–336
web sites, 335

AFRs. See Applicable federal rates (AFRs)
Agricultural payments from government

programs, 80
Alcohol fuels credit, 85, 500
Alternative Depreciation System (ADS), 302,

311–312
listed property, use of, 314–315

Alternative minimum tax (AMT):
credit offsets, 555
deduction limits, 553–555
depletion claims and, 298
excluding gain, 118

exemption for small corporations, 553
figuring, 556–557
general business credit and, 503
generally, 551–555
involuntary conversions and, 129–130
minimum tax credit, 556

ALV. See Annual lease value method for
calculating personal use of company
cars

American opportunity tax credit, 458, 491
Americans with Disabilities Act (ADA), 244,

245
America’s Recovery Capital (ARC) Loan

Program, 86
Amortization, 316–322

of bond premiums, 321
of computer software, 320
deduction of, 324–329
defined, 316
generally, 293, 316
of improvements, 322
of lease acquisition costs, 322
of pollution control facilities, 321–322
of reforestation costs, 321
of research and experimentation costs, 320
Section 197 intangibles, 316–317
of self-created intangibles, 317
of start-up costs and organizational

expenses, 318–320
Amount received, defined, 103
AMT. See Alternative minimum tax (AMT)
Angel investors, 530
Annual determination, 418
Annual lease value (ALV) method for

calculating personal use of company
cars, 162–165

Antichurning rules, 317
Antiques, 300
Antitrust violations, treble damages to,

474–475
Applicable federal rates (AFRs), 288
Appraisals:

of damaged property, 391
of donated property, 462–463

ARC (America’s Recovery Capital) Loan
Program, 86

Archer Medical Savings Accounts (MSAs),
156, 159, 429–430

contributions, 429
eligibility, 429
HSAs and, 427, 430
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Artists, performing, deductions for:
business expense deductions, 491
car expense deductions, 206–207, 236–237

Asset classes, sale of assets of business, 135
Assets:

recovery periods, 301
sales of all, 134–135

Associated test, 194–195
Athletic facilities, expenses for, 169
At-risk losses, carryover period for, 66
At-risk rules:

farming, 438
limits on business losses, 94–96
partnerships and LLCs, 95–96
passive activity loss rules and, 99
reporting and, 103

Attorney-client privilege, 522
Audit chances:

business organization and, 34–35
home office deductions and, 396

Audit guides, 516–517
Audit-proofing returns, 515–518
Automobile insurance, 470
Average benefit percentage test (ABP test),

341
Awards for employees, 148–149
Away from home rule, 181

Bad debts:
business versus nonbusiness, 256–258
collection of, 256, 262–264
debtor-creditor relationship, 254–255
deduction of, 264–265, 521
generally, 254–256
guarantees resulting in, 260–261
loans by shareholder-employees, 258–260
loss sustained due to, 255–256
nonaccrual-experience method, 261
reporting, 261–262
worthlessness, 255

Bank accounts for businesses, 534–535
Bank fees, 467
Bankruptcy:

alternative to, 537
of businesses, 83, 536–537
of customers, 263–264
forms of, 536
tax implications of, 536–537

Barriers for disabled persons, removal of,
245–246

Bartering, 75

Basis:
adjusted, 103–104, 130
casualty losses, 386
defined, 17, 301
as depreciable, 303
determining on assets transferred

between individual and entity, 107
increasing to utilize losses, 511
limitations on business losses and, 92–94
losses limited by, 92
noncash payments and, 149
partnerships and LLCs, 17, 528
recordkeeping for, 65–66
S corporation shareholders, 66
transferred property and, 528, 529

Bed and breakfast businesses, 410
Below-market loans, 147–148, 287–288,

520
Bicycle commuting, 169
Biodiesel fuels credit, 501
Bitcoin, 46
Black Lung benefit trust contributions, 147
Bonding requirement for retirement plans,

346
Bond premiums, amortization of, 321
Bonus depreciation, 293, 313–314
Bonuses:

deferred compensation, 154
year-end, 147

Books, cost of, 468
Borrowing from retirement plans, 595
Breeding fees, 436
Built-in gains, 19, 86–87
Built-in gains taxes, 86–87, 284
Business bad debts, 256–257
Business equipment. See Equipment
Businesses:

controlled, 418
incorporation of, 466
seasonal, 418
unincorporated, 460

Businesses, opening and closing. See Closing
businesses; Start-up of business

Business expenses. See Expenses
Business income:

farm, 79–82
investment-type, 82–85
miscellaneous, 85–87
payment methods, 74–76
reporting, 100–103, 516
from sale of goods, 77–79
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Business income (Continued )
for service businesses, 76–77
state taxes on, 87

Business interruption coverage, 470
Business losses, limitations on, 92–103
Business organization, factors in choosing

form of, 28–36
access to capital, 30
audit chances, 34–35
changing form of business, 37
comparison, summarization of, 37, 38
exit strategy, 36
filing deadlines and extensions, 35–36
fringe benefits, 30–31
lack of profitability, 30
multistate operations, 34
nature and number of owners, 31
owner’s payment of company expenses,

33–34
personal liability, 29–30
restrictions on accounting periods and

accounting methods, 33
social security and Medicare taxes, 32–33
tax rates, 32

Business purchase, intangibles acquired on
purchase of, 316–317

Business purpose, 42, 43
Business structure, review of, 512–513
Business travel expenses, 2% rule and, 28
Business use of home. See also Home office

deductions
bed and breakfasts, 410
day-care facilities, 408–409
storage of inventory or samples, 410

Buying cars, leasing compared to, 225, 228
Buyouts, financing options to fund, 596
Buy-sell agreements, 597–598

Cafeteria plans:
benefits allowed/not allowed under, 170
medical coverage, 426
simple, 170–171
as statutory benefit, 159–160

Calendar year, 41
California Secure Choice Retirement Savings

(CSCRS) Trust Act, 361–362
Cancellation of debt, 83–85
Cancellation payments, 83
Capital assets, acquiring, legal fees, 466
Capital construction-related tax credits,

497–499

Capital expenditures:
defined, 452
energy improvements, 250
repairs and maintenance compared to,

239–240
Capital gains and losses. See also Gains and

losses on business property
adjusted basis, 103
amount of, determining, 106–107
amount received, 106
carryover period for, 66
carryovers and, 514
for C corporations, 113–115
from community renewal property,

119–120
deferring gain, 118, 119
defined, 104
excluding gain, 118–119
holding period, 108
installment sales, 110
for partnerships and LLCs, 116
reporting, 122–124
sale of business interests, 116–117
sale of qualified business stock, 117–118
sale or exchange requirement, 107
for S corporations, 86–87
Section 1045 rollover, 118
Section 1202 gains, 118
Section 1231 property, 105, 123, 124,

126–127
Section 1244 losses, 120–121
for self-employed persons, 122
tax-free exchanges, 108–110
tax rates on, 112–113
tax treatment of, 111–115
on worthless securities, 121–122

Capital improvements, 249
Car, defined, 210
Career counseling, 452
Car expenses:

actual expense method, 210–222
arranging ownership, 228–229
automobile insurance, 391, 471
commuting vehicles, 165–166
deduction of, 149, 236–238
depreciation and, 238
employee use of company car, 162–165,

229
generally, 209–211
hybrid purchase incentives, 148
leasing, 223–228, 273–274
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leasing business cars, 223–228, 273–274
plug-in electric vehicles, 231
proving expenses with mileage allowance,

235–236
recordkeeping requirements, 64–65, 229,

232–236
reimbursement arrangements, 231–232
standard mileage allowance, 210–211,

222–223
substantiation requirements, 225
trade-ins, 230
trucks and vans, 230–231

Car insurance, 391
Carrybacks, 89–92

election to forgo, 91, 513
general business credit, 503
net operating losses and, 67, 89–92, 513,

515
quick refunds from, 91

Carryforwards:
expired, 503
general business credit, 503
unused first-year expense deductions, 296

Carryovers, 89–92
defined, 90
medical FSAs and, 159
net operating losses, 67, 89–92
recordkeeping for, 66–68
tax attributes, 84
tracking, 514–515

Cars:
“blue book value,” 382
fair market value of, 224–225, 226–228

Cash, defined, 74
Cash accounting method, 45–49

corporate exceptions, 47
PSC exception, 47
restrictions on use of, 47–49
small business exception, 48
small inventory-based business exception,

48–49
Cash basis and prepayment, carryover period

for, 67–68
Cash-basis businesses, tax planning

strategies, 510
Casualty, defined, 380
Casualty and theft losses, 379–394

adjustment for basis, 381
basis, 386
calculating, 384
condemnations, 386–389

coordination with repairs, 386
deduction for property insurance, 390–391
deduction of, 521
deductions for, 392–394
determination of, 381–385
disaster assistance, 392
disasters, 389–390
disaster victims, 391
examples of casualties, 380–381
generally, 379–380, 521
home offices, 390
insurance proceeds and, 383, 385–386
inventory and crops, 385
proof of casualties, 381
proof of theft, 381
recovered property, 385
reimbursements, 383
repair cost deductions, 383
shrinkage, 78
theft, defined, 381
year of loss, 386

Casualty insurance, 469–470
CCC. See Commodity Credit Corporation

(CCC) loans
C corporations:

accumulated earnings tax, 27
advertising expense deductions, 337
alternative minimum tax and, 557
amortization of organizational costs for,

319
bad debt reporting, 265
business expense deductions, 493
capital gains and losses for, 113–115, 123
capital gains and losses on sales of, 117
car expense deductions, 238
casualty and theft losses, 394
compensation payments for owners, 151
conversion to S status, inventory

recapture, 86
depletion claims and, 298
depreciation, amortization, and depletion

deductions, 329
dividends and, 286
dividends-received deductions, 82
domestic production activities deductions,

450
employee compensation cost deductions,

176–177
farming deductions, 443
health insurance deductions, 432
medical coverage for, 422
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620 INDEX

C corporations (Continued )
medical reimbursement plans, 422
online filing by, 584–585
passive service corporation, 20–21
personal holding company penalty, 27
rent deductions, 276
repair cost deductions, 251
reporting gains and losses on property, 137
reporting income, 102
retirement plan deductions, 375
shareholder-employees of
special income items for, 87
special recapture by (see Involuntary

conversions, gains and losses from)
tax and interest deductions, 291
tax credits, 505
tax treatment of, 21–27
travel, meals, and entertainment

expenses, 208
CDEs. See Community development entities

(CDEs)
Cellular phones, 56, 314
Cents-per-mile special rule, 165
Certified public accountants (CPAs), 522
Change:

in accounting method, 57
in form of business, 37

Charitable contributions:
appraisal rules, 462–463
carryovers and, 66, 514
computers, 462
conservation easements, 462
corporations, 460–461, 462–463
food inventory, 462
generally, 459–460
for ill, needy, infants, 462
intellectual property, 463
inventory, 461, 462
pass-through, 16–17
scientific property, 462
special substantiation requirements,

64–65
unincorporated businesses, 460
whaling expenses, 464

Check, payment of taxes by, 588
Child care facilities and services,

employer-provided, 499
Classification of workers, 142–144
Closing businesses, 537–539

checklist of actions for, 539
expenses, 537–538

generally, 526
tax reporting in final year, 538–539
unamortized costs, 537–538

Clothing, costs of, 469
Club dues, 197–198
COBRA health coverage, 422, 430–431
Cohan rule, 64, 205
COLA. See Cost of living adjustments (COLA)
Collection strategies for bad debts, 263
Commissions, 473
Commitment fees, 289–290
Commodity Credit Corporation (CCC) loans,

81
Community development entities (CDEs),

498
Community renewal property, zero percent

gain from, 119–120
Commuting costs, 179–181
Commuting vehicles, 165–166
Company buyouts, 596
Compensation. See Employee compensation;

Salary
Compensation limit for retirement plans, 345
Computers:

donations of, 462
first-year expensing, 410–411

Computer software. See Software
Condemnation awards, 387–388
Condemnations, 130, 131
Conferences, 189–191
Conservation easement donations, 462
Conservation Reserve Program (CRP)

payments, 80–81, 572
Consignments, 75
Constructive receipt, 45, 46
Consulting agreements, 596–597
Contests, 334, 531
Contracts, long-term, accounting methods

for, 52
Contributions. See also Charitable

contributions
to Archer Medical Savings Accounts, 429
to employee health coverage, 422–424
federal right of, 571
to health savings accounts, 428
to qualified retirement plans, 345
to retirement plans, 362–364

Control employees, 165
Controlled entities:

C corporations as, 547–548
defined, 114, 127
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health care mandates for, 418
multiple corporations, treatment as,

547–549
CONUS per diem rate, 183
Conventions, travel for, 189–191
Corporate resolutions, 69
Corporations. See also C corporations; S

corporations
capital loss limits, 115
charitable contributions by, 460–461
checklist of deductions for, 484–489
controlled (see Controlled entities)
estimated taxes, 586–587
formalizing agreements between

shareholders and, 516
investment of own resources, 528–529
loans between shareholders and, 520
net operating losses for, 89
salary of officers of, 520
small (see Small corporations)
state income tax, 560–563
termination or dissolution of, 539–540

Cost depletion, 322–323
Cost of goods sold (COGS):

domestic production activities, 448
reporting income, 77–78, 103

Cost of living adjustments (COLA), 518
Cost segregation, 306
Country club dues, 166
CPAs. See Certified public accountants

(CPAs)
Credit cards:

for businesses, 534–535
payment of taxes by, 46, 589–590

Credit insurance, 470
Credit policies, review of, 262–263
Credits. See Deductions; Expenses; Tax

credits
Crop insurance and crop disaster payments,

80
Crops, casualty and theft losses to, 385
Cross-purchase agreements, 597–598
Crowdfunding, 531, 532
CRP. See Conservation Reserve Program

(CRP) payments
Cruise ships, conventions or meetings on,

190–191
CSCRS. See California Secure Choice

Retirement Savings (CSCRS) Trust
Act

Customers, bankruptcy of, 263–264

Customs expenses, 464
Cyber-liability coverage, 471

D&B business credit rating service, 534
D&B credit rating service, 534
D&O. See Directors and officers (D&O)

coverage
Damages:

compensatory, paid to government, 474
reporting as income, 85
treble, for antitrust violations, 474–475

Day-care facilities:
calculating deduction, 409
employer-provided, 499
generally, 408–409
meal costs, 476, 498

Day traders, 6–7. See also Mark-to-market
accounting

DBA (“doing business as”), 4
Db(k) retirement plans, 357
Deadlines. See Filing deadlines and

extensions
Debt. See also Loans

bad (see Bad debts)
cancellation of, 83–85
nonrecourse, 133
recourse, 133
shareholder guarantees of corporate, 287

Debt-financed acquisitions, 286
Debt-financed distributions, 286
Debt financing, 529–530
Debt forgiveness, tax implications, 537
Debtor-creditor relationships, 254–255
Deductible costs, local transportation, 179
Deductible employee compensation, 145–150

defined, 145
limits on, 148–149
noncash payments, 149
restricted property, 149–150
rules for, 145–147
types of, 147–148

Deductible expenses, temporary assignments
and, 192

Deductions. See also Casualty and theft
losses; Depreciation; Domestic
production activities deduction;
Employee compensation; Expenses;
Home office deductions; Income and
deduction strategies; Medical coverage;
Retirement plans

claiming, 516
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Deductions (Continued )
farming-related, 443
not allowed, 489–490
tax treatment of, generally, 7–9, 12–17

Deemed depreciation, 220–221
Deemed filing date, 584
Deemed NOL, 85
Deferred compensation, 148, 154
Deferred payments, interest on, 111
Defined benefit plans, 366, 367
Defined contribution plans, 366, 367
De minimis (minimal) fringe benefits, 158,

161, 164, 165, 168
Demolition and removal expenses, 244
Dependent care assistance, 157
Dependent care credit, 174–175, 497
Depletion, 322–324

deduction of, 324–329
defined, 293, 322
methods, 322–323

Deposit dates for employment taxes, 570
Deposits, 47
Depreciable property, installment sales and,

111
Depreciation. See also Modified Accelerated

Cost Recovery System
actual expense method, 212–214
alternative depreciation system (see

Alternative Depreciation System
(ADS))

basis, 65–66
bonus, 293, 313–314
claiming, 238, 301–302
deduction of, 324–329
deemed, 220–221
excess, 214
farm property, 436
first-year expensing, 293–298
generally, 293, 299–300
home offices, 410–411, 414
methods, 308–313
personal property put to business use,

315–316
property types not depreciated, 300–301
recaptured, 128–129, 312–313, 411
recordkeeping for, 65, 313
straight-line method, 308, 309, 310, 311
unrecaptured, 129
worksheet, 327

Designated Roth Accounts, 356–357

Diaries:
of business mileage, 232
of travel and entertainment expenses,

204–205
Differential wage payment, 173
Directly related test, 193–194
Directors, payments to, 148, 473
Directors and officers (D&O) coverage, 471
Direct rollover, 593
Direct sellers, other income for, 79
Disability insurance, 471
Disabled access credit, 244–245, 252, 498
Disabled persons:

business expenses, 476, 491
car expense deductions, 236
impairment-related work expenses, 206
special rules for improvements for,

244–246, 247–248
Disallowance repayment agreements,

154–155
Disaster assistance, 392
Disaster losses. See also Rebuilding

incentives for disaster areas
casualty and theft losses to, 389–390
replacement property, 131
replacement time limits, 132
tax planning and, 512

Disaster victims, certain, 391
Discharge of indebtedness (DOI) income,

83–84
Discounts, accounting for, 55
Disposal of tax records, 69
Dispositions:

of cars, 220–222
of first-year expense property, 297–298
of Section 197 intangibles, 317

Distance test for moving expenses, 454–455
Distributive shares, 16
Dividends:

as business income, 82
C corporations and, 286
patronage, 80
S corporations and, 520

Dividends-received deduction, 476–490
checklist of deductions for, 478–490
generally, 82

Documentary evidence, 200, 203, 204, 205
DOI income, 83–84
Dollar limit on first-year expensing, 294,

295
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Domestic partners. See also Spouses, medical
coverage, 420

Domestic production activities deduction,
444–450

allocable cost of goods sold, 448
calculating, 446–449
claiming, 449–450
limitations on, 448–449
pass-through entities, 449
qualified producers, 445–446

Domestic production gross receipts (DPGR),
446, 448

Donations. See Charitable contributions
Double taxation, 21, 32
DPGR. See Domestic production gross

receipts (DPGR)
Dues, 464–465
DUNS number, 534

E&O. See Errors and omissions (E&O)
insurance

Earned income credit, 174, 497
Educational expenses, 456–459

deductible, 457–458
employer-paid, 458
personal education initiatives, 458–459
as statutory benefit, 158

Education credits, 491
EEOC. See Equal Employment Opportunity

Commission (EEOC)
E-filing. See Online filing
EFTPS. See Electronic Federal Tax Payment

System (EFTPS)
EIN. See Employer identification number

(EIN)
Elderly persons, special rules for

improvements for, 244–246, 247–248
Elected farm income averaging, 81–82
Elective deferrals, 340
Electric vehicles. See Plug-in electric

vehicles
Electronic Federal Tax Payment System

(EFTPS), 533, 569
paying taxes online, 588
required use of, 588
voluntary use of, 588–589

Electronic imaging systems, 60–61
Electronic payment methods, 46
Electronic signatures, 584
Electronic transfer of funds to pay taxes, 589

Emergency Economic Stabilization Act, 151
Employee benefit plans:

administration of, 160
instituting other, 512

Employee benefit returns, 591
Employee benefits. See Fringe benefits
Employee compensation:

cafeteria plans (see Cafeteria plans)
deductible (see Deductible employee

compensation)
deferred compensation, 148, 154
disallowance repayment agreements,

154–155
fringe benefits (see Fringe benefits)
generally, 141–142
nonstatutory fringe benefits, 167–170
stock options and restricted stock,

151–153
tax credits (see Employment tax credits)
worker classification, 1142–1143

Employee Plans Corrections Resolution
System (EPCRS), 347, 365, 370, 372

Employee relations expense, 199
Employees. See also Employee compensation

2% rule and, 28
advertising expense deductions, 336
bad debt reporting, 264
business expense deductions, 491
capital gains and losses from sale of

employer stock, 122
car expense deductions, 236
casualty and theft losses, 392–393
checklist of deductions for, 482–484
classification as, 142–143
control, 165
depreciation, amortization, and depletion

deductions, 324–328
disabled (see Disabled persons)
employment-related tax credits, 495–497
family hiring, 565, 566
farm labor, 435–436
health insurance deductions, 431–432
highly compensated, 341
home office deductions, 411–412
household, 175
job-seeking expenses, 452–453
leased, 566
limits on meals and entertainment

expenses, 196–197
nonhighly compensated, 341
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Employees (Continued )
outsourced, 473
rent deductions, 275
repair cost deductions, 250
retirement plan deductions, 374
statutory, 6, 28
tax and interest deductions, 290
travel and entertainment expense

reimbursement, 206–208
Employee stock option plans (ESOPs),

368–370
how they work, 369
tax breaks, 369
uses for, 368–370

Employee stock purchase plans, 151
Employer differential wage payments credit,

497
Employer identification number (EIN), 39,

69, 532, 533
Employer-operated eating facilities, 161
Employer-paid educational expenses, 458
Employer-paid parking, 168–169
Employer-provided child care facilities and

services, 499
Employers. See also Employee compensation;

Employees
COBRA health coverage, 430–431
educational expenses paid by, 458
health care mandates for, 417–418
job candidate search expenses, 453
records retention, 69
reimbursements and outplacement

services, 147, 453
retirement plan deductions, 374
shifting health coverage costs to

employees, 425–426
Employment agency fees, 148
Employment practices liability (EPL),

470
Employment status change, moving expenses

and, 455
Employment tax credits, 171–175

activated reservists, employer wage credit
for, 173

for all businesses, 177
employee’s employment-related, 174–175
employer credit for FICA on tips, 172
employer’s employment-related, 171–174
empowerment zone employment credit,

172

general business credit, 173–174
Indian employment credit, 173
work opportunity credit, 171–172

Employment taxes, 563–571
deposit dates, 570
estimated taxes, 585–587
FICA, 565
filing, 575–576
on fringe benefits, 567–568
FUTA, 282, 565
generally, 281–282, 563–564
income tax withholding, 565–566
obligations, 564, 571
payment of, 569, 570
penalties, 571
tips, rules for, 566, 568
unpaid, 564

Empowerment zone employment credit, 119,
172, 496

Endangered species recovery expenditures,
437–438

Energy-efficient home credit, 498–499
Energy improvements, 250
Energy tax credit, 252, 500
Enhanced oil recovery credit, 500
Entertainment expenses

associated test, 194–195
club dues, 197–198
computer-based substantiation methods,

205
deduction of, 193, 206–208
diaries or logs for, 204–205
directly related test, 193–194
employer reimbursement arrangements,

200–202, 200–203
generally, 178–179, 192–193
gifts, 199–200
home entertainment, 196
incidental, 203
limits on, 195–196, 196–197
recordkeeping requirements, 204
of spouse, 198

Entity plan, 597
Environmental and pollution liability

insurance, 471
Environmental cleanup costs, 242
EPCRS. See Employee Plans Corrections

Resolution System (EPCRS)
EPL. See Employment practices liability

(EPL)
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Equal Employment Opportunity Commission
(EEOC), 69

Equipment:
casualty losses, 380
cost of, 468
repossession of, 134
write-offs, 513

Equity crowdfunding, 531
Equity financing, 530–531
Errors, common, 518–521
Errors and omissions (E&O) insurance, 470
ESOPs. See Employee stock option plans

(ESOPs)
Estate planning, 597–599
Estate taxes, 597
Estimated taxes, 585–587

corporations, 586–587
individuals, 585–586
strategies for, 587

Excess depreciation, 214
Excess net passive income, 86
Excise taxes:

on “Cadillac” health plans, 418–419
farmers and, 441
on fuels, 440, 441, 500
on fuels, exemption from, 441, 442
generally, 283, 578–579
online filing of returns, 591
prohibited transactions, retirement plans,

365
Exclusive use of home offices, 397
Exit strategy and business organization, 36,

595–596
Expenses 331–334. See also Car expenses;

Depreciation; Entertainment expenses;
Medical coverage; Repairs and
maintenance; Travel expenses

accounting and tax preparation fees, 466
advertising (see Advertising expenses)
bank and merchant fees, 467
charitable contributions (see Charitable

contributions)
commissions, 473
customs, 464
damages (see Damages)
depletion (see Depletion)
of disabled persons, 476
dues and subscriptions, 464–465
educational, 158, 456–459
farming, 434–438

fines, 441
first-year expensing (see First-year

expensing)
insurance (see Insurance)
interest (see Interest)
job candidate search, 453
job-seeking, 452–453
legal fees, 465–467
licenses and permits, 464
lobbying, 333–334
meals (see Meal costs)
moving, 454–456
office, 468–469
ordinary and necessary, 145
other, 490–491
other expensing opportunities, 298–299
outsourced workers, 473
owner’s payment of company expenses,

33–34
passive activity loss rules and deductions

(see Passive activity losses)
payments to directors and independent

contractors, 148, 473
penalties (see Penalties)
prepaid (see Prepaid expenses)
related to nondeductible fines or

penalties, 475
rents (see Rents)
sideline businesses, 543–544
supplies and materials, 468–469
uniforms, 469

Expensing:
first-year, 292, 293–298
other opportunities, 298–299

Expired carryforwards, 503
Extensions, filing, 517

Fair Labor Standards Act (FLSA), 172
Fair market value (FMV):

cars, 224–225, 226–228
casualty and theft losses, 381–382
defined, 274
fuel, 164
home offices, 414
personal use of company cars, 162
stock, 152

Family members, compensation paid to, 565,
566

Farm, defined, 433
Farmers Home Administration (FHA), 383
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Farm income averaging, 81–82
Farming/farmers, 433–443

cancellation of debt, 83
casualty losses, 385
claiming credits/refunds, 440–441
conservation easements, 462
deductions, 443
expenses, 434–438
fuels, exemption from excise tax on, 441,

442
fuels tax credits, 440
generally, 433–434
home office deductions, 414
income, 79–81
losses, 438–439, 572
nondeductible expenses, 441
passive activity loss rules and, 99–100
reporting income, 100–101
self-employment tax, 572–573
tax credits, 439–441, 503

Farm-related taxpayer, 435
Farm Services Agency (FSA), 382
FAVR. See Fixed and variable rate (FAVR)

allowance for personal use of company
cars

FBN. See Fictitious business name (FBN)
Federal corporate tax rate schedule, 27
Federal disaster areas, 315
Federal Emergency Management Association

(FEMA), 382
Federal employment taxes, 5
Federal excise tax on fuels, 500
Federal Insurance Contribution Act (FICA),

5. See also Medicare taxes; Social
Security taxes

employer credit for tips, 172, 496
employment tax and, 564
filing status and, 150
FSA contributions and, 425
minimizing, 511
S corporations and, 151, 421
withholding wages for, 565

Federal right of contribution, 57
Federal Unemployment Tax Act (FUTA):

credit reduction states, 282
employment taxes, 5, 564, 565

Federal Unemployment Taxes (FUTA):
household workers, 175
recordkeeping, 69
self-employment and, 575

Feed assistance and payments, 81
FEMA. See Federal Emergency Management

Association (FEMA)
Fertilizer and lime, 436
FHA. See Farmers Home Administration

(FHA)
FICA. See Federal Insurance Contribution

Act (FICA)
Fictitious business name (FBN), 4
Fidelity bonds, 471
FIFO (first-in, first-out), 78
Filing deadlines and extensions:

business organization and, 35–36
filing extensions, 581–582
generally, 581–583
IRS forms for, 517
late filing penalties, 582
penalty abatement, 582–583

Filing online. See Online filing
Film or television productions, expensing,

298
Financial planner, 595
Financing options:

to fund buyouts, 596
to start businesses, 529–532

Fines, payment of, 441
First in, first-out (FIFO), 78
First-year expensing, 293–298

for cars, 295
for computers, 410–411
disposition of property, 297–298
election of, 297
generally, 292
limits on, 294–296
multiple businesses, 549
revocation of election of, 297

Fiscal year:
business purpose for, 42, 43
defined, 41
examples of, 43
limits on use of, 42
pass-through business on, 44
Section 444 election for, 42, 43

Fixed and variable rate (FAVR) allowance for
personal use of company cars, 164

Fleet valuation method, 165
Flexible spending accounts (FSAs), 157,

159–160
Flexible spending arrangements (FSAs),

425–426
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Flights on employer-provided aircraft, 166
Floor taxes, 280
FLSA. See Fair Labor Standards Act (FLSA)
FMV. See Fair market value (FMV)
Food inventory donations, 462
Foreclosure on or repossession of property,

132–134
equipment and other personal property,

134
lender’s perspective, 133–134
real property, 134

Foreign tax credit, 500
Foreign taxes, 284
Foreign travel, 187–189
Forest health protection payments, 80
Form of business organization. See Business

organization, factors in choosing form of
Forms, IRS. See IRS Forms
401(k) retirement plans. See also Rollovers

as business start-ups (ROBS)
income tax withholding and, 565
multiple businesses and, 550
“in-plan rollover,” 593

Franchise taxes, 283, 560
Fringe benefits. See also Medical coverage

adoption assistance, 158
business organization and, 30–31
cafeteria plans, 170–171
commuting vehicles, 165–166
country club dues, 166
educational expenses (see Educational

expenses)
employee use of company car, 162–165
employment tax obligations on, 567–568
flights on employer-provided aircraft, 166
generally, 30–31, 155–156
group term life insurance, 157–158, 470
health reimbursement accounts, 156
Health Savings Accounts (see Health

Savings Accounts (HSAs))
housing relocation costs, 162
life insurance on individual basis, 166
limits on, 169
meals and lodging, 160–162
nonstatutory, 167–170
split-dollar life insurance, 166–167
statutory (see Statutory employee

benefits)
supplemental unemployment benefits, 160
travel and entertainment costs, 162

FSA. See Farm Services Agency (FSA)
FSAs. See Flexible spending accounts (FSAs);

Flexible spending arrangements (FSAs)
FTEs. See Full-time equivalent employees

(FTEs)
Fuels:

exemption from excise tax on, 441, 442
tax credits on, 440, 443, 501
taxes on, 283–284, 440

Full-time equivalent employees (FTEs),
417–418, 423

FUTA. See Federal Unemployment Tax Act
(FUTA); Federal Unemployment Taxes
(FUTA)

Gains and losses on business property. See
also Capital gains and losses

abandonment, 132–133
built-in gains, 19, 86–87
generally, 125–126
installment sales, 128
involuntary conversions, 129–132
recapture, 128–129
sale of all assets, 134–135
Section 1231 gains and losses, 126–127
short-term gains, 112

General business credit, 501–503
alternative minimum tax, 503
carrybacks and carryforwards, 503
carryovers and, 514
generally, 173–174, 501–502
limitations on, 502–503

General Depreciation (basic) System, 302,
303

General partnerships, 11
Gentlemen farmers, 439
Gift cards, 49–50
Gift-leasebacks, 269
Gift loans, 288
Gifts:

generally, 198–200
recordkeeping requirements, 204

Goodwill, promotion of, 331–334
Grants, 531
Gross income, 405–406
Gross profit percent, 167
Gross profits, 79
Gross receipts:

cash method of accounting and, 47
domestic production activities, 446, 448
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Gross receipts taxes, 559–560
Group term life insurance, 157–158, 470
Guaranteed payments to partners, 151
Guarantees resulting in bad debts, 260–261

Half-year convention, 306–307, 308
Handicapped persons. See Disabled persons
HCEs. See Highly compensated employees

(HCEs), defined
Health care. See Medical coverage
Health care mandates, 416–419
Health Reimbursement Accounts (HRAs),

156
Health Savings Accounts (HSAs), 426–429

benefits of, 427–428
contributions, 428
eligibility, 427
generally, 426
MSAs and, 427, 430
as statutory benefit, 156, 159
taxation of, 428–429

Help-wanted ads, 334
High-low method for lodging, 183
Highly compensated employees (HCEs),

defined, 341
Hobby losses, 541–543

impact of hobby classification, 541–542
profit motive and, 542–543
reporting income and expenses, 544

Hobby loss rule, 439, 541
Holding periods, 108
Home:

employing worker in your, 576
living away from on temporary assignment,

182, 191–192
tax home, defined, 179

Home entertainment, 196
Home mortgage interest and home offices,

289
Home office deductions, 395–414

actual expense method, 401
benefits of, 410–411
carryovers and, 66, 514–515
casualty and theft losses, 390
employees, special requirements for, 401
exclusive use, 397
generally, 272, 395–400
homeowners insurance, 404
impact of on home sales, 411
principal place of business, 397–399

separate structures, 400
for sideline businesses, 543–544
simplified method, 402, 406–408, 414
special business uses of home, 408–410
where to deduct, 411–414
worksheet for, 412

Home office depreciation, 410–411, 414
Homeowners insurance, 404
Homestead protection, 5
Household employees, 175
Housing relocation costs, 162
HRAs. See Health Reimbursement Accounts

(HRAs)
HSAs. See Health Savings Accounts (HSAs)
Husband-wife joint ventures, 7

Identity theft, 39
Improvements to property:

capital, 249
for disabled and elderly persons, 244–246,

247–248
energy improvements, 250
leased, 271–272

Imputed income, 157
Imputed interest, 82, 520
Incentive stock options (ISOs), 151, 152
Incidental property, 110
Incidental travel and entertainment

expenses, 203
Inclusion amount, 273–274
Income. See also Business income

generally, 73–74
tax treatment of, generally, 7–9, 12–17

Income and deduction strategies, 509–525
Income tax deficiencies, interest paid on, 290
Income taxes:

filing methods, 581
nexus to state and income taxes, 34
online filing of (see Online filing)
state and local (see Local taxes; State

income taxes)
withholding of, 565–566
withholding of, retention of records, 69

Incorporation of business, 466
Independent contractors. See also

Self-employed persons; Sole
proprietorships

cash method of accounting and, 46
erroneous treatment of employees as, 142
generally, 5–6
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payments to, 473
reporting income, 100

Indian employment credit, 173, 496
Indirect gifts, 198
Individual retirement accounts (IRAs):

converting to Roth, 360–361
generally, 358
NOLs and, 88
and other retirement plans, 358–361
prohibited transactions, 365–366
spousal, 360
state or federal law and, 5
withdrawals from for education expenses,

459
Individuals. See also Disabled persons;

Employees; Self-employed persons
capital loss limits, 115
depletion claims and, 298
estimated taxes, 585–586
net operating losses, 88
reporting gains and losses on property,

135–136
reservists, activated, employer wage credit

for, 173
retirement plan deductions, 375
whaling captains, deduction for, 464

Industry-based guidance, 517
Information returns:

online filing of, 591
retirement and employee benefit plans,

364
“In-plan rollover,” 593
Insolvency, 83
Installment method accounting, 53–54
Installment sales:

buyouts and, 596
capital gains from, 110, 123
depreciable property, 111
election out of reporting, 110–111
gains and losses, 128
interest on deferred payments, 111
reporting recapture on, 129
tax planning and, 514

Insurance: 469–473
car, 382, 391, 393
disability, 471
homeowners, 404
life (see Life insurance)
long-term care, 419–420
proceeds from casualty or theft, 385–386

on property, 390–391
use and occupancy, 391

Insurance premiums, cash basis and
prepayment, 67

Intangible property, 300
amortization of, 316–317

Intellectual property:
donations of, 463–464
suing for infringement, 466

Intent, 268
Interest:

deduction of, 285–289
on deferred payments, 111
home mortgage, 289
on income tax deficiencies, 290
on investments (see Investment interest)
on life insurance policies, 473
nondeductible, 289–290
on student loans, 459
tax-exempt income and, 290

Interest income, 82
Intermediaries, qualified, 110
Internet Tax Freedom Amendment Act, 577
Interviews, travel costs for, 452
Inventory:

casualty and theft losses to, 385
charitable contributions from, 461
as not depreciable, 300
storage of in homes, 410

Investment income, passive, 19
Investment interest

carryovers and, 66–67, 515
general rules, 285

Investment limit on first-year expensing, 294,
295

Investments:
for 401(k) plans (see 401(k) plans)
in business start-ups, 527–529

Investment-type income, 82–85
dividends, 82
interest, 82
rents, 83

Investors, finding for businesses, 530–531
Involuntary conversions, gains and losses

from, 129–132
adjusted basis and, 130
election to postpone gain, 131
generally, 129–131
replacement property, 131
replacement time limits, 132
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IRAs. See Individual retirement accounts
IRS. See also IRS Forms

assistance from, 517, 522–525
e-file system (see Online filing)
Employee Plans Corrections Resolution

System (EPCRS), 347, 365, 370, 372
Publication 587, Worksheet to Figure the

Deduction for Business Use of Your
Home

publications of, 524–525
IRS Forms:

982, Reduction of Tax Attributes Due to
Discharge of Indebtedness, 84

1040, Schedule C, 8–9
1040, Schedule E, 16
1040, Schedule F, 8, 9
1065, Schedule K-1 of, 12, 13
1065, U.S. Return of Partnership Income,

12
1099-B, Proceeds from Broker and Barter

Exchange Transactions, 75
1099-CCC, 81
1099-K, 102–103
1099-MISC, Miscellaneous Income, 39, 46,

76, 493
1099-S, 128
1120, Section 280H Limitations for a

Personal Service Corporation, 43
1120, U.S. Corporation Income Tax

Return, 22–26
1120X, U.S. Corporation Income Tax

Return, 115
1128, Application to Adopt, Change, or

Retain a Tax Year, 45
3115, Application for Change in

Accounting Method, 57
4562, Depreciation and Amortization,

324, 325–326
5500-EZ, Annual Return of

One-Participant (Owners and Their
Spouses) Retirement Plan, 376–377

6198, At-Risk Limitations, 95
6578, Credit for Alcohol Used as Fuel, 85
8582, Passive Activity Loss Limitations,

99
8716, Election to Have a Tax Year Other

Than a Required Tax Year, 42
8752, Required Payment or Refund Under

Section 7519 for Partnerships and S
Corporations, 43

8829, Expenses for Business Use of Your
Home, 413

8832, Entity Classification Election, 12,
14–15

8903, Domestic Production Activities
Deduction, 446, 447

Estimated Tax Worksheet, 586
for filing extensions, 517
first year tax reporting, 534
Schedule C, Profit or Loss From Business,

7–9
Schedule C-EZ, Net Profit From Business,

8, 10
Schedule E, Part II, 16
Schedule K-1, Partner’s Share of Income,

Deductions, Credits, etc., 13, 122, 137,
328, 329

Schedule SE, Self-Employment Tax, 572,
573, 574

SS-4, Application for Employer
Identification Number, 39

W-2, Wage and Tax Statement, 229, 431
W-4, 69
W-4V, Voluntary Withholding Request, 80,

565
W-5, 69

IRS letters, 69
ISOs. See Incentive stock options (ISOs)

Job assignments, change in, 191–192
Job candidate search expenses, 453
Job-seeking expenses, 452–453

Kay Bailey Hutchinson IRAs, 360
Key-person life insurance, 470
Kickbacks, 75

Land, as not depreciable, 300–301
Last-in, first-out (LIFO), 78
Lease bonus payments, 83
Leased employees, 566
Lease payments, 267
Leases. See also Rents

business cars, 223–228, 273–274
costs of acquiring, modifying, or canceling,

270–271
improvements to leased property, 271–272
leveraged, 274–275
qualified leasehold, restaurant, and retail

improvements, 271–272
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Legal fees, 465–467
Leveraged leases, 274–275
Licenses, 464
Life insurance:

buyouts and, 596
group term, 470
on individual basis, 166
interest on policies, 473
key-person, 470
split-dollar, 166–167

Lifetime learning credit, 458–459, 491
LIFO (last-in, first-out), 78
LIFO recapture, 19
Like-kind exchanges

property acquired in, 306
timing of, 110

Limited liability companies (LLCs), 11–17
advertising expense deductions, 336
AMT and, 557
bad debt reporting, 264
basis determination, 92–93
business expense deductions, 492
capital gains and losses, 116, 122
car expense deductions, 237
casualty and theft losses, 393
charitable contributions by
depreciation, amortization, and depletion

deductions, 328
domestic production activities deductions,

449
employee compensation cost deductions,

175–176
farming deductions, 443
health insurance deductions, 432
home office deductions, 414
investing own resources, 528
losses limited by, 92–93
members of, 11
one-member, 7
online filing by, 584
rent deductions, 276
repair cost deductions, 251
reporting gains and losses on property,

136–137
reporting income, 101
retirement plan deductions, 374
tax and interest deductions, 291
tax credits, 503
travel, meals, and entertainment

expenses, 207

Limited liability limited partnerships
(LLLPs)

Limited partnerships (LPs), 11
Limited use property, defined, 275
Listed property, limitations on, 314–315
Livestock, 79–80
Livestock feed, 435
LLCs. See Limited liability companies (LLCs)
LLLPs. See Limited liability limited

partnerships (LLLPs)
Loans. See also Debt

from 401(k) plans, 357
above-market, 287, 288–289
bad debts (see Bad debts)
below-market, 147–148, 287–288, 520
Commodity Credit Corporation (CCC), 81
disaster loss and, 382
gift, 288
interest-free, 147–148
peer-to-peer, 257
reporting, 76
from retirement plans, 595
to shareholder-employees, 286–287
from shareholders, 287
for starting businesses, 529–532
student loans, interest on, 459

Lobbying expenses, 333–334, 467
Local overnight stays, 181
Local taxes:, on income, 279
Local transportation costs, 179–181
Location tax incentives, 76
Lodging expenses, 160–162

for employees on premises, 161–162
high-low method for, 183

Logs:
of business mileage, 233, 234
of computer use, 410
listed property, use of, 314

Long-term care insurance, 419–420, 470
Long-term contracts, accounting methods

for, 52–53
Look-back method for long-term contracts, 53
Losses. See Business losses; Capital gains and

losses; Casualty and theft losses; Net
operating losses, generally, 73–74

Low-income housing credit, 498
Low-sulphur diesel fuel production credit,

501
LPs. See Limited partnerships (LP)
Luxury taxes, 281
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Machinery, depreciation, 302
MACRS. See Modified Accelerated Cost

Recovery System
Marginal oil and gas well production credit,

501
Mark-to-market accounting, 54–55
Material participation, defined, 97
Materials, cost of, 468–469
Meal costs:

computer-based substantiation methods,
205

day-care facilities, 409, 476
deduction of, 160–161, 193
diaries or logs for, 204–205
employer reimbursement arrangements,

200–203
generally, 192–193
limits on, 196–197
missing, lost, inadequate records, 205
recordkeeping requirements, 204
of spouse, 198
standard meal allowance, 184

Medical coverage, 415–432
accident and health insurance, 470
accounting methods and, 420
Archer Medical Savings Accounts, 429–430
COBRA coverage, 430–431
deductions for, 431–432
FTEs and, 417–418
generally, 416
health care mandates, 416–419
Health Savings Accounts (HSAs), 156
insurance deductions, 419–422
reimbursement arrangements, 430
reimbursement plans, 422
reporting on W-2s, 431
shifting costs to employees, 425–426
as statutory benefit, 156
tax credits for employee coverage, 422–424
tax planning and, 511–512
wellness programs, 431

Medical reimbursement plans, 422
Medical Savings Accounts (MSAs), Archer,

156, 159
Medicare (FICA) taxes:

business organization and, 32–33
employer portion, 281
filing status and, 150
household workers, 175
on net investment income (NII), 33, 96,

280

Part B and D premiums, 422
real estate professionals and, 514

Members of limited liability companies, 11
Merchant fees, 467
Metropolitan area, defined, 180
Mid-month convention, 308
Mid-quarter convention, 307, 309
Mileage allowance, 210–211, 222–223
Mini-COBRA, 431
Minimum tax credit, 501
Miscellaneous business deductions, 451–493
Miscellaneous business income, 85–87
Misclassification of workers, 143–144
Modified Accelerated Cost Recovery System

(MACRS), 302–308
Alternative Depreciation System (ADS),

302, 311–312
basic system, 303
conventions, 306–308
cost segregation, 306
General Depreciation (basic) System, 302,

303
half-year convention, 306–307, 308
improvements to leased property, 271
like-kind exchanges, 306
mid-month convention, 308, 310, 311
mid-quarter convention, 307, 309
recaptured depreciation
recovery periods, 304–306

Modified taxable income, defined, 90
Moving businesses, 535
Moving expenses, 454–456

business expenses, 491
deductible, 456
distance test, 454–455
employment status change, 455
generally, 169
time test, 455

MSAs. See Medical Savings Accounts
(MSAs)

Multiple businesses, 545–550
advantages and disadvantages of multiple

entities, 546–547
controlled corporations, 418
first-year expensing, 549
health insurance premiums and, 421
retirement plans, 550
running multiple activities within one

business compared to, 547
tax impact of
tax rules, 549–550
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Multistate operations and business
organization, 34

MyRAs, 361

NAICS. See North American Industry
Classification System (NAICS)

Nanny tax, 175
National Taxpayer Advocate Service, 525
National Tobacco Settlement payments,

80
Natural disasters. See Casualty and theft

losses; Disaster losses
Nature and number of owners, business

organization and, 31
Necessary, defined, 452
Negligence penalty, 61
Net gains, 113
Net investment income (NII), Medicare tax

on, 33, 96, 280
Net operating losses (NOLs), 88–92

calculating, 88–92
carrybacks and carryovers, 67, 89–92, 513,

515
corporations, 89
deemed, 85
described, 87–88
farming, 439
generally, 87–88
individuals, 88
loss limits and, 115

Netting process, 126–127
New markets credit, 498
Nexus to state and income taxes, 34, 577
No-additional-cost services, 167
NOLs. See Net operating losses (NOLs)
Nonaccountable plans for expenses:

car, 232
travel and entertainment, 200–201

Nonaccrual-experience method for bad
debts, 261

Nonbusiness bad debts, 256, 258
Noncash payments to employees, 149
Nonhighly compensated employees, defined,

341
Nonqualified employee stock options, 151,

152–153
Nonqualified retirement plans, 370–371
Nonrecaptured losses, 67–68
Nonrecourse debt, 133
Nonstatutory fringe benefits, 155–156,

167–170

North American area, 190
North American Industry Classification

System (NAICS), 48–49, 519

Occupational Safety and Health
Administration (OSHA), 69

Officers of corporations:
directors and officers coverage, 471
salary, 520

Office supplies, 468–469
Off-time counts, 418
Oil and gas properties:

partnerships, and depletion allowance,
323

S corporations, and depletion allowance,
324

One-member limited liability companies, 7
Online filing, 583–585

business income tax, 583–585
due dates, 591
employment tax returns, 590–591
information returns, 591
tax returns, 584–585

Online payment of taxes, 588
Opening businesses. See Start-up of business
Ordinary and necessary business expenses,

145, 193, 452
Ordinary loss deduction, limit on, 120–121
Ordinary loss treatment, qualifying for, 120
Organizational costs, amortization of, 318,

319–320
Orphan drug credit, 500
OSHA. See Occupational Safety and Health

Administration (OSHA)
Other business expenses, 452
Outplacement services, 147, 453
Outsourced HR, 144
Outsourced workers, 473
Overhead insurance, 470
Overnight stays, local, 181
Owners:

compensation paid to, 150–151
nature and number of, business

organization and, 31
participation by, 510–511
payment of company expenses, 33–34

Partial days of travel, 203
Participation:

active, 95
material, 97
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Partnerships, 11–17
advertising expense deductions, 336
amortization of organizational costs for,

319–320
AMT and, 557
bad debt reporting, 264
basis determination, 92–93
business expense deductions, 492
capital gains and losses, 122
capital gains and losses on sales of, 116
car expense deductions, 237
casualty and theft losses, 393
charitable contributions, 16–17
depreciation, amortization, and depletion

deductions, 32
distributive share of expenditures, 246
domestic production activities deductions,

449
employee compensation cost deductions,

175–176
farming deductions, 443
guaranteed payments to partners, 151
health insurance deductions, 432
home office deductions, 414
investing own resources, 528
limitations on business losses, 92–103
losses limited by, 92–93
medical coverage, 420–421
oil and gas properties, and depletion,

323
online filing by, 584
rent deductions, 276
repair cost deductions, 251
reporting gains and losses on property,

136–137
reporting income, 101
retirement plan deductions, 374
tax and interest deductions, 291
tax credits, 503
tax treatment of, 12–17
travel, meals, and entertainment

expenses, 207
types of, 11

Passive activity, defined, 96–97
Passive activity losses (PAL), 96–103

carryover period for, 67
farming, 438
limitations on, 99
reporting, 103

Passive investment income, 19

Pass-through business on fiscal year, 44.
See also C corporations; Limited
liability companies (LLCs);
Partnerships; S corporations

Pass-through entities:
domestic production activities deduction,

449
first-year expensing, 296
types of, 4

Patient Protection and Affordable Care Act,
416, 421

Patronage dividends, 80
Payment of taxes, 588, 589–590
Payments in kind, 75
Payments in services, 75
PayPal, 46, 467
Payroll taxes. See Employment taxes
PBA. See Principal business activity (PBA)
Penalties, 474–475

delinquent deposits, 571
failure to pay employment taxes, 571
farming and, 441
health care mandates and, 416–417, 418
Health Savings Accounts (HSAs), 426–429
late filing, 582
late payments, 590
negligence penalty, 61
personal holding company penalty, 27

Penalty-free IRA withdrawals, 459
Pension and Welfare Benefits Administration

(PWBA), 375
Pension Benefit Guaranty Corporation

premiums for defined benefit plans, 471
PEOs. See Professional employer

organizations (PEOs)
Percentage depletion, 323
Percentage-of-completion method for

long-term contracts:
exceptions from, 52–53
long-term contracts and, 52

Percentage test, 341
Per diem rates:

CONUS, 183
for lodging, 183
reimbursement of employees at, 202–203,

205–206
travel expenses, 205–206

Performance bonds, 471
Perks. See Fringe benefits
Permits, 464
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Perquisites. See Fringe benefits
Personal education initiatives, 458–459
Personal effect, 456
Personal holding company penalty, 27
Personal holding corporation (PHC), 27
Personal identification number (PIN), 584,

589
Personal interest, 285
Personal liability and business organization,

29–30
Personal property:

business use of, 315–316
defined, 300
repossession of, 134
taxes on, 280

Personal service corporations (PSCs), 20–21,
42, 47–48, 90

Phantom interest, 520
PHC. See Personal holding corporation

(PHC)
PIN. See Personal identification number

(PIN)
Placed in service, defined, 301
Plug-in electric vehicles, 231, 238
Pollution control facilities, amortization of,

321–322
Pollution liability insurance, 471
Postage costs, 452, 468
Post-year tax elections to cut bills, 513–514
PR (public relations) expenses, 331
Premium assistance credit, 497
Premium-only medical plans, 426
Prepaid expenses:

cash method of accounting and, 46
deduction of, 46–47
farm supplies, 434–435
rent, 83

Prepaid interest, cash basis and prepayment,
67

Prepaid rent, 83
Prepayments (advances), 75–77
Principal business activity (PBA), 519
Principal place of business, 397–399
Private letter rulings, 69, 517
Prizes:

as advertising expenses, 334
for employees, 148–149

Product liability coverage, 471
Professional employer organizations (PEOs),

144

Professional fees, 465–467
Professional liability coverage, 471
Profitability, lack of, and business

organization, 30
Profit motive and sideline businesses, 541,

542–543
Profit(s), gross, 79
Promotional activities, 334
Promotion of goodwill, 331–334
Property. See also Casualty and theft losses;

Depreciation; First-year expensing;
Improvements to property; Property,
gains and losses from sale of; Repairs
and maintenance

abandonment of, 132–133, 302, 512
deduction of rents, 275–276
depreciable, 436
donations of (see Charitable

contributions)
incidental, 110
limited use, 275
listed property, limitations on, 314–315
oil and gas, 323, 324
personal (see Personal property)
personal property taxes, 280
placed in service, 301
replacement, 131
tangible and intangible, 300, 316–317
transfer of, 528, 529

Property, gains and losses from sale of. See
Gains and losses on business property

Property insurance, 390–391
PSCs. See Personal service corporations

(PSCs)
PWBA. See Pension and Welfare Benefits

Administration (PWBA)

QPAI. See Qualified production activity
income (QPAI)

QPAs. See Qualified performing artists
(QPAs)

Qualified achievement awards, 149
Qualified cost, defined, 160
Qualified default investment alternatives, 373
Qualified employee discounts, 167
Qualified intermediaries, 110
Qualified leasehold, restaurant, and retail

improvements:
amortization of, 322
leases, 271–272
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Qualified medical expenses, 425
Qualified performing artists (QPAs), car

expenses, 206–207
Qualified personal service corporations,

47–48
Qualified producers, 445–446
Qualified production activity income (QPAI),

446, 448
Qualified retirement plans, 339–346

borrowing from, 346
comparison of, 366–368
compensation limit, 345
contribution limit, 345
coverage for employees, 341
employee stock option plans (see

Employee stock option plans (ESOPs))
IRAs (see Individual retirement accounts

(IRAs))
loans against, 595
obtaining and maintaining approval,

344–345
participation, 341–344
permitted disparity, 344
prohibited transactions, 365–366
review of, 511
rollover options, 594
for self-employed persons, 374
state-sponsored, for private sector,

361–362
types of, 339–341
vesting, 344

Qualified transportation fringe benefits,
168–169, 170

Qualifying expenditures to meet ADA
requirements, 245, 247–248

Rabbi trusts, 371
Ranches/ranchers (See Farming/farmers)
Ratio test, 341
Real estate professionals, 514
Real estate/real property. See also

Abandonment, disposal of property by
cancellation of debt, 83–84
depreciation, 305–306
estate planning and, 598
financing, at-risk rules and, 96
foreclosure or repossession, 134
passive activity losses, 98–99
prepaid, 83
recovery period, 305–306

rents, 83, 98–99
taxes, 50

Rebuilding incentives for disaster areas, 315
Recapture:

of depreciation, 128–129, 312–313, 411
first-year expensing, 297–298
on installment reporting, 129

Receivables, unrealized, 116
Recordkeeping, 60–61

basis, carryovers, and prepaid expenses,
65–68

car expenses, 64–65
computer-based substantiation methods,

205
depreciation, 65, 313
diaries or logs (see Diaries)
electronic imaging systems, 60–61
general, 59–61
generally, 58–59, 516
gifts, 63, 204
meals and entertainment expenses, 204
missing, lost, inadequate records, 205
per diem rates, 205–206
retention of records, 68–69
special substantiation requirements

certain expenses, 61–65
technology for, 59–60
travel expenses, 203–204

Recourse debt, 133
Recovered property, 385
Recovery periods:

claiming depreciation and, 301
farm property, 436, 437
under General Depreciation System, 303

Recurring items, 50
Redemption-type agreements, 597
Refiners, small business, 242
Reforestation costs, amortization of, 321
Reforestation expenses, 438
Refunds from carrybacks, 91
Rehabilitation credit, 251–252, 498
Rehabilitation doctrine, 243
Rehabilitation plans, 242–244
Reimbursement arrangements:

car expenses, 232–232
documentary evidence, 200, 203, 204, 205
job-seeking and, 453
tax planning and, 512
travel and entertainment expenses,

200–203
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Related expenses, 475
Related parties, 51–52, 114

replacement property and, 131
Section 1231 property and, 127

Relocating businesses, 131, 535
Renewable energy production credit, 500
Rents, 266–276. See also Leases

advance, 268–269
as business income, 83
for business use of home, 272
cash basis and prepayment, 67
to corporations, 267
deduction of, 275–276
as farm income, 80
generally, 266–267
gift-leasebacks, 269
miscellaneous rentals, 270
with options to buy, 267–268
real estate, 83, 98–99

Repairs and maintenance:
capital improvements, 249
capital items compared to, 240–242
deductible repairs, 246–249, 383
deduction of, 240
disabled access credit, 244–245
environmental cleanup costs, 242
generally, 239–240
improvements for elderly and

handicapped persons, 244–246
ordinary repairs, 240–242
rehabilitation plans, 242–244
removal of architectural or transportation

barriers, 245–246
Replacement property, 131
Replacement time limits, 132
Repossession. See Foreclosure on or

repossession of property
Required distributions, 43
Required payments, 43
Required year, 42
Resale numbers, 533
Research credit, 499–500
Reservists, activated, employer wage credit

for, 173
Restaurants. See Qualified leasehold,

restaurant, and retail improvements
Restitution payments, 475
Restricted property, 149–150
Restrictions on accounting periods and

accounting methods, 33

Resumes, 452
Retail businesses. See Qualified leasehold,

restaurant, and retail improvements
Retired persons, medical coverage for, 420
Retirement plans. See also Qualified

retirement plans, 338–378, 593–599
401(k)s, Roth 401(k)s, and Db(k)s. See

also 401(k) retirement plans, 355–358
actions to avoid, 364–366
active participant in, 359
added costs for, 346–348
amendments to, 347
contributions, 362–364
correcting plan defects, 370
deductions for, 374–378
errors, common, 364–365
ESOPS (employee stock option plans),

368–370
generally, 338–339
information returns, 364
IRAs, 358–361
multiple businesses, 550
MyRAs, 361
nonqualified, 370–371
qualified (see Qualified retirement plans)
for self-employed persons, 349–355
setting up, 363–364
state-sponsored plans for private sector,

361–362
terminology for, 371–374

ROBS. See Rollovers as business start-ups
(ROBS)

Rollovers, retirement planning and, 593–594
Rollovers as business start-ups (ROBS), 532
Roth 401(k) retirement plans
Roth IRAs, converting to, 360–361
Royalty financing, 530
Rulings, private letter, 69, 517

Safe harbor rules:
classification of workers, 143
domestic production activities, 446
home office deductions, 401–402, 406–408,

414
meals provided to employees, 161
misclassification of workers, 143–144
repairs, maintenance, and improvements,

241
Salary, of corporate officers, 520
Salary continuations, 148

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: OTA/XYZ P2: ABC
JWBT1398-IND JWBT1398-Weltman September 11, 2014 10:58 Printer Name: Courier Westford

638 INDEX

Salary reduction arrangements in SEPs
Sale:

of business interests, capital gains and
losses on, 116–117

of cars, 220–221
installment (see Installment sales)

Sales and use taxes, 280–281, 576–578
Sales revenue, sourcing of, 559
SARSEPs, 352
Savings Incentive Match Plans for Employees

(SIMPLEs), 352–354
SBA. See Small Business Administration

(SBA)
Schedules, IRS. See IRS Forms
Scientific property donations, 462
S corporations:

advertising expense deductions, 336
amortization of organizational costs for,

319
AMT and, 557
bad debt reporting, 264–265
basis determination, 93–94
business expense deductions, 492–493
cancellation of debt income for, 84–85
capital gains and losses for, 123
capital gains and losses on sales of, 117
car expense deductions, 237–238
casualty and theft losses, 393
compensation payments for owners, 151
depreciation, amortization, and depletion

deductions, 328–329
domestic production activities deductions,

449–450
employee compensation cost deductions,

176
farming deductions, 443
generally, 17–19
health insurance deductions, 432
losses limited by, 93–94
medical coverage, 421–422
medical coverage and, 420–421
oil and gas properties, and depletion

allowance, 324
online filing by, 584
owner-employee compensation, 520
rent deductions, 276
repair cost deductions, 251
reporting gains and losses on property, 137
reporting income, 101–102
retirement plan deductions, 375

shareholder-employees of, 17–20
shareholder’s basis, recordkeeping for, 66
special income items for, 86–87
state income taxes, 560
tax and interest deductions, 291
tax credits, 503
tax treatment of, 19–20
travel, meals, and entertainment

expenses, 207–208
Seasonal businesses, 41, 418
SECA. See Self-employment taxes
Section 83(b) elections, 152, 153
Section 179 deductions. See also First-year

expensing, 292
Section 197 intangibles, 113, 316, 317
Section 444 election for fiscal year, 42, 43
Section 530 relief, 143
Section 936 election, 118
Section 1045 rollover, 118
Section 1202 gains, 113, 118
Section 1231 property:

casualty and theft losses, 393
defined, 126
gains and losses, 67–68, 126–127
livestock as, 79

Section 1244 losses, 120–121
Securities, defined, 121
Self-created intangibles, 317
Self-employed persons. See also Employment

taxes; Independent contractors; Sole
proprietorships

advertising expense deductions, 336
AMT and, 556
bad debt reporting, 264
business expense deductions, 492
capital gains and losses, 122
car expense deductions, 237
casualty and theft losses, 393
checklist of deductions for, 478–482
COBRA payments, 422
compensation paid to, 175
depreciation, amortization, and depletion

deductions, 328
domestic production activities deductions,

449
farming deductions, 443
health insurance deductions, 432
home office deductions, 412–414
medical coverage, 416–417, 421–422
rent deductions, 275–276
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repair cost deductions, 251
reporting gains and losses on property, 136
reporting income, 100
retirement plan deductions, 374
tax and interest deductions, 279–280, 290
tax credits, 503
travel, meals, and entertainment

expenses, 207
Self-Employed Qualified Plan, 368
Self-employment tax (SECA), 572–576
Self-employment taxes:

components of, 32
for farmers, 572–573

Self-insured, 156
Self-insured medical reimbursement plans,

422
SEPs. See Simplified employee pensions

(SEPs)
Service businesses, income for, 76–77
Service charges, 568–569
Service revenue, sourcing of, 559
Services, payments in, 75
Severance damages, 388, 564
Severance pay, 148
Shareholders:

basis in stock, 529
formalizing agreements between

corporations and, 516
guarantees of corporate debt, 287
loans between corporations and, 286–287,

520
tax imposed on, 284

Shipping costs, 468
SHOP. See Small Business Health Options

Program (SHOP)
Short tax years, 41, 44–45
Short-term gains, 112
Shrinkage, 78
Sideline businesses, 540–544

business expenses, 543–544
hobby losses, 541–543
profit motive and, 542–543
reporting income, 541
reporting income and expenses, 544

Signatures:
electronic, 584
signing return, 518

Significant participation activity, 97
SIMPLEs (Savings Incentive Match Plans for

Employees), 349

Simplified employee pensions (SEPs):
contributions to, 514
generally, 349, 350–352
qualified plan versus, 368
SIMPLE-IRA versus Self-Employed

Qualified Plan or, 368
Sleep or rest rule, 181–182
Small Business Administration (SBA), 382,

383, 396, 530, 532
Small businesses, defined, 48, 117, 244
Small Business Health Options Program

(SHOP), 423
Small corporations, checklist of deductions

for, 484–489
Small employer health tax credit, 499
Small employer pension plan start-up costs,

credit for, 500
Social media costs, 335–336
Social Security taxes:

business organization and, 32–33
employer portion, 281
filing status and, 150
household workers, 175

Software:
amortization of, 320
cost of, 468
for recordkeeping, 59–60

Soil conservation expenses, 436, 437–438
Sole proprietorships, 4–10. See also

Independent contractors;
Self-employed persons

capital gains and losses on sales of, 116
cash method of accounting and, 46
day traders, 6–7
generally, 4–5
husband-wife joint ventures, 7
independent contractors, 5–6
one-member limited liability companies, 7
online filing by, 584
special rules for, 39
statutory employees, 6
tax identification number, 39
tax treatment of, 7–10

Special assessments, 388–389
Specialized small business investment

companies (SSBICs), 119
Special substantiation requirements, 61–65

charitable contributions, 64–65
travel and entertainment expenses,

61–64
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Specific chargeoff method, 261
Spouses. See also Husband-wife joint

ventures
entertainment expenses of, 198
indirect gifts, 298
travel expenses of, 185

SSBICs. See Specialized small business
investment companies (SSBICs)

Standard meal allowance, 184
Standard mileage rate:

in 2014, 456
actual expense method compared to,

210–211, 223
barred, 223
recordkeeping for, 165

Start-up of business, 526–535
amortization of organizational costs for,

318–320
financing for, 529–532
first year tax reporting, 534
initial tax decisions, 527
investing own resources, 527–529
tax identification number, 532–534
writing-off costs of, 534

State benefit funds, 282–283
State EINs, 533
State income taxes, 558–563

on business income, 87
withholding of, 575

State-sponsored retirement plans for private
sector, 361–362

State taxes:
domestic production activities deduction,

449
on income, 87, 279, 563
nexus to state and income taxes, 34
tax authorities, 561–563

Statute of limitations, 68
Statutory employee benefits:

adoption assistance, 158
cafeteria plans and flexible spending

accounts, 159–160
cellular phones, 156
dependent care assistance, 157
educational expenses, 158
generally, 156
group term life insurance, 157–158
Health Reimbursement Accounts (HRAs),

156, 159
Health Savings Accounts (HSAs), 159

medical insurance coverage, 156
retirement planning advice, 158–159

Statutory employees, 6, 28
Stock. See also Employee stock option plans

(ESOPs)
giving or selling of stock options to

employees, 151–153
redemption, estate tax and, 599
shareholder basis in, 529
worthless securities, 121–122

Storage:
of inventory and samples in homes, 410
of records and files, 68–69

Straight-line depreciation, 308, 309, 310,
311

Streamlined Sales Tax governing board,
577

Student loans, interest on, 459
Subscriptions:

cash basis and prepayment, 67
deduction of, 46
generally, 465

Substantially vested, defined, 150
Succession planning, 592–593, 597
Supplemental unemployment benefits, 160
Supplies, cost of, 468–469
Suspended losses, 67, 99

Tangible property, 300
Taxable income limit on first-year expensing,

294, 295–296
Tax assistance, 521–525
Tax attributes, 84
Tax credits, 494–506

American opportunity, 458
capital construction-related, 497–499
claiming, 503–505, 516
disabled access, 244–245, 252, 498
employee health coverage contributions,

422–424
employment, 171–175
employment-related tax, 495–497
energy improvements, 252, 500
farming, 443
general business, 501–503
guide to, 504
lifetime learning, 458–459
plug-in electric vehicles, 231
rehabilitation costs, 243

Tax deferral, estate planning and, 598
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Taxes. See also Employment taxes; Excise
taxes; Income taxes; Tax credits; Tax
planning; Tax rates; Tax returns

accumulated earnings tax, 27
ad valorem, 280
built-in gains, 284
deduction of, 277–284
employment, 563–572
estate, 597
estimated, 585–587
excise (see Excise taxes)
floor, 280
foreign, 284
franchise, 283, 560
fuel, 283–284
gross receipts, 559–560
HSAs, 428–429
local income, 279
luxury, 281
Medicare, 280
nondeductible, 284–285
payment of, 588, 589–590
payroll (see Employment taxes)
personal property, 280
real estate, 50, 278–279
reporting, all taxpayers, 102–103
sales and use, 280–281
self-employment, 279
Social Security (see Social Security taxes)
state and local income, 279
state benefit funds, 282–283
state income, 558–563, 575

Tax-exempt income, interest related to, 290
Tax forms. See IRS Forms
Tax Foundation, 4
Tax-free exchanges, 123
Tax home, defined, 179
Tax identification numbers, 39, 532–534
Tax law changes, 513
Tax planning, 510–513
Tax preparation fees, 466
Tax professionals, assistance from, 521–525
Tax rates:

business organization and, 32
federal corporate tax rate schedule, 27

Tax returns:
avoiding errors, 518–521
filing on time, 517
final year of business, 538–539
first year of business, 534

multiple businesses, 550
online filing (see Online filing)
preparers of, 521–525
retention of, 68–69

Tax-saving tips, 510–518
Tax year. See Accounting periods
Technology for recordkeeping, 59–60
Telephone expenses, 452
Television or film productions, expensing, 298
Temporary, defined, 180
Temporary assignment:

defined, 191
living away from home on, 191–192

Temporary workers, 144
Temporary work sites, 180
1099 income, 76
Termination of business. See Exit strategy

and business organization
Theft. See Casualty and theft losses
Timber, sales of, 80
Time test for moving expenses, 455
Timeliness of filing returns, 517
Timing, tax-free exchanges, 110
Tips, 496

special rules for, 566, 568
Trade-in of cars, 221–222, 230
Transfers:

of funds to pay taxes, 589
of property, 528, 529

Transit passes, 169
Transportation costs. See also Car expenses
Travel:

conferences and, 189–191
foreign, 187–189
temporary assignments, living away from

home on, 182, 191–192
within the U.S., 181–186

Travel expenses, 178–208. See also Car
expenses; Lodging expenses; Standard
mileage rate

computer-based substantiation methods,
205

conventions, 189–191
counting business days, 188–189
deduction of, 206–208, 521
diaries or logs for, 204–205
employer reimbursement arrangements,

200–203
entertainment costs and, 162
foreign travel, 187–189
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Travel expenses (Continued )
as fringe benefit, 162
generally, 178–179
incidental rate, 203
for interviews, 452
local transportation costs, 179–181
missing, lost, inadequate records, 205
partial days of travel, 203
per diem rates, 205–206
recordkeeping requirements, 203–204
temporary assignments, living away from

home on, 191–192
Treble damages for antitrust violations,

474–475
Truck expenses. See Car expenses
Trust fund amounts, 564
Trust fund recovery penalty, 571
Tuition and fees, 459

Unborrowed policy cash value, 473
Undyed kerosene and undyed diesel fuel tax

credit, 440
Unemployment benefits, supplemental, 160
Unemployment insurance number, 534
UNICAP. See Uniform capitalization rules

(UNICAP)
Uniform capitalization rules (UNICAP),

55–57, 78
Uniforms, cost of, 469
Unincorporated businesses, 460
Unrealized receivables, 116

Unrecaptured gains, 112–113, 129
USDA, 80, 83
Use and occupancy insurance, 391
Use tax, defined, 576
Use taxes, 280–281, 578

Vacation pay, 149
Vans. See Car expenses
VCSP. See Voluntary Classification

Settlement Program (VCSP)
Vehicle expenses. See Car expenses
Venture capital, 530–531
Vesting in retirement plans, 344
Voluntary Classification Settlement Program

(VCSP), 144

Wage differential payments, 173
Wages, worker classification and, 142
Water conservation expenses, 436, 437–438
Web sites, costs of, 331, 335
Wellness programs, 431
Whaling captains, deduction for, 464
Worker classification. See also Employees;

Independent contractors, 142–144
Workers’ compensation, 470
Working condition fringe benefits, 167–168
Work opportunity credit, 171, 495–496
Work-related personal credits, 497
Worthless securities, 121–122

Year-end planning, 513
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