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TAX RATE SCHEDULES FOR 2017 AND 2018

NOTE. The 2017 Tax Rate Schedules reproduced below are based on the rate
changes and inflation adjustments to the tax brackets released by the IRS in Rev. Proc.
9016-55. The 2018 Tax Rate Schedules reproduced below are based on the rate changes
and inflation sdrestments to the tax brackets released by the IRS in Rev. Proc. 2017-58.

The 2017 and 2018 tax rate schedules for single individuals are at 9 11; for married
individuals-filing jointly and surviving spouses, see 9 13; for married individuals filing
sepatai=lv, see 9 15; for heads of households, see 9] 17; and for estates and nongrantor
fiuses, see 7 19.

11 SCHEDULE X: Single Individuals

2017

Taxable Income of the
But Not % on amount

Over Over Pay + Excess over—
$0—  $9,325 $0 10% 0
9,325— 37,950 932.50 15 9,325
37,950— 91,900 5,226.25 25 37,950
91,900— 191,650 18,713.75 28 91,900
191,650— 416,700 46,643.75 33 191,650
416,700— 418,400 120,910.25 35 416,700
418400— ... ... 121,505.25 39.6 418,400

2018

Taxable Income of the
But Not % on amount

Over Over Pay + Excess over—
$0—  $9,525 $0 10% 80
9,525— 38,700 952.50 15 9,525
38,700— 93,700 5,328.75 25 38,700
93,700— 195,450 19,078.75 28 93,700
195450— 424,950 47,568.75 33 195,450
424.950— 426,700 123,303.75 35 424,950
426,700— ... ... 123,916.25 39.6 426,700
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9/ 13 SCHEDULE Y-1: Married Filing Jointly and Surviving Spouses
2017
Taxable Income of the
But Not % on amount
Over Over Pay Excess over—
$0—  $18,650 50 10% 80
18,650— 75,900 1,865.00 15 18,650
75,900— 153,100 10,452.50 25 75,900
153,100— 233,350 29,752.50 28 153,100
233,350— 416,700 52,222.50 33 233,350
416,700— 470,700 112,728.00 35 416,700
470.700— e o s 131,628.00 396 470,700
2018 .
Taxable Income of the
But Not % on amount
Over Over Pay Excess over—
$0—  $19,050 S0 10% 80
19,050— 77,400 1,905.00 15 19,050
77,400— 156,150 10,657.50 25 77,400
156,150— 237,950 30,345.00 28 156,150
237,950— 424,950 53,249.00 33 237,950
424 950— 480,050 114,959.00 35 424,950
480,050— . ..... 134,244.00 39.6 480,050
915 SCHEDULE Y-2: Married Individuals Filing Separately
2017
Taxable Income of the
But Not % on amount
Over Over Pay Excess overs-
$0—  $9,325 80 10% 50
9,326— 37,950 932.50 15 9,325
37,950— 76,550 5,226.25 25 37,950
76,550— 116,675 14,876.25 28 76,550
116,675— 208,350 26,111.25 33 116,675
208,350— 235,350 56,364.00 35 208,350
235350— ...... 65,814.00 39.6 235,350
2018
Taxable Income of the
But Not % on amount
Over Over Pay Excess over—
50— $9,525 30 10% 80
9,526— 38,700 952.50 15 9,525
38,700— 78,075 5,328.75 25 38,700
78,075— 118,975 15,172.50 28 78,075
118975— 212,475 26,624.50 33 118,975
212475— 240,025 57,479.50 35 212,475
240,025— ... ... 67,122.00 39.6 240,025
~
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9 17 SCHEDULE Z: Heads of Households
2017
Taxable Income of the
But Not % on amount
QOver Over Pay + Excess over—
$0—  $13,350 30 10% 30
13,350— 50,800 1,335.00 15 13,350
50,800— 131,200 6,952.50 25 50,800
131,200— 212,500 27,052.50 28 131,200
212,500— 416,700 49,816.50 33 212,500
416,700— 444 550 117,202.50 35 416,700
444 550— ... ... 126,950.00 39.6 444,550
2018
Taxable Income of the
But Not % on amount
Over Over Pay + Excess over—
$0— 513,600 50 10% 80
13,600—~ 51,850 1,360.00 15 13,600
51,850—- 133,850 7,097.50 25 51,850
133 £30-- 216,700 27,597.50 28 133,850
23700 — 424,950 50,795.50 33 216,700
124,950— 453,350 119,518.00 35 424,950
453,350— ... ... 129,458.00 39.6 453,350
119 INCOME TAX RATE SCHEDULES FOR USE BY ESTATES AND NONGRANTOR
TRUSTS
2017
Taxable Income of the
But Not % on amount
Over Over Pay + Excess over—
S0— $2,550 S0 15% 50
2,550— 6,000 382.50 25 2,550
6,000— 9,150 1,245.00 28 6,000
9,150— 12,500 2,127.00 33 9,150
12,500— ... ... 3,232.50 39.6 12,500
2018
Taxable Income of the
But Not % on amount
Over Over Pay + Excess over—
$0—  $2,600 80 15% 80
2,600— 6,100 390.00 25 2,600
6,100— 9,300 1,265.00 28 6,100
9,300— 12,700 2,161.00 33 9,300
12,700— ... ... 3,283.00 39.6 12,700
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S3LVY XYL




34 U.S. Master Tax Guide

w—> Caution: This is a draft 2017 Tax Computation Worksheet, At the time of
publication, the IRS had not yet released the 2017 Tax Computation Worksheet,
For the latest information, see CCHGroup.com/TaxUpdates.

920 2017 Tax Computation Worksheet

2017 Tax Computation Worksheet—Line 44

See the instrucrions for line 44 to see i you must use the worksheet below to figure your tax.

Note, If you are required to use this worksheet to figure the tax on an amount from another form or worlsheet, such as the Qualified Dividends
and Capital Gain Tax Worksheet, the Schedule D Tax Worksheet. Schedule J, Form 8615, or the Foreign Eamed Income Tax Worksheet, cnter
the amount from that farm or werksheet in column (a) of the row fhat applies to the amount you are looking up, Enter the result on the
appropriate line of the form or worksheet that you are completing.

Section A—Use if your filing status is Single. Complete the row below that applies to you.

Tax.
=0 Subtract (d) from (c), Enler
Tanble Incume. () ) Multiply ) thet sesult here aud 44 Form
Ifline 43 is-— Enter the umount from line 43 | Multiplisation amaunt {a) by (b) Subtraction amount 1040, line 44

At least §100,000 but novover $191.650 | 5 = 78% (01 28) 3 8 701825 5
Over 191,650 but nal over $416,700 H = 33% (0.33) 5 5 16,600.75 H
Over 8416.700 but nat over 5418 400 5 % 35% (0.35) s 5$2493475 S
Over $418 400 ¥ * 39.6% (0.356) § 54418115 5

Seclion B—Use if your filing status is Married filing jointly or Qualifying widow(er). Complete the row below that
applies to you.

Tax,
e} Subtract (d) from (c). Enter the
Taxnhle income. (a) (b Multiply d) result here and on Form 1040,
IFine 43 is— Enter the amount From ling 43 iplication amount (1) by B) Subtraction ampunt e dd.
Atleast $100,000 bui not over 5153100 | § = 25% (0.25) ] 3 853250 5
Over 8153, 100 but not over $233,350 5 = 28% (0.28) 3 $13,115.50 3
Over §233,350 but oot over $416,700 3 = 33% (0.33) 5 5 24,783.00 5
Over §416,700 but not over $470,700 s = 35% (0.35) 5 533,117.00 b
Over §470,700 5 # 39.0% (0.396) 5 § 5476920 $
Section C—Use if your filing status Is Married filing separately. Complete the row below that applies to you.
Tax. }
{©) Subtrnet (d) from (o). Enter ‘
Taxable income. {a) by Mulriply ) the result here and an Form.
Ifline 43 is— Enter the amount from line 43 liiplication amount (a)by (b) Subteaction amount 1040, line 44, l
Al least $100,000 but not over §116,675 | S » 28% (0.28) 5 § 655775 5 AN\
Over §116,675 but not over $208 350 3 = 33%(0.33) s 512,391 50 3 .\
Over 5208350 but not over $235,350 5 * 35% (0.35) $ § 16,558.50 3 =
Over $235350 5 *39.6% (0.396) 5 §27,384.60 3
Section D—Use if your filing status is Head of household. Complete the row below that applies to; o
[N
Tax,
© Subtruct {d) from (c). Enter
Taxable income. {a) b) Multiply {d) the result here and on Form
If lina 43 is— Enter the amount from line 43 | Multiplication ainount {a) by () Subfraction amount 1040, line 44,
Al least $100,000 but not over §131 200 5 * 25% (0.25) 5 § 5,747.50 $
Over §131,200 but not over $212,500 5 « 28% (0.28) 3 3 968350 5
Over $212,500 but not over 416,700 | § = 33% (0.33) S § 20.308.50 s
Over 34106,700 but not over 544,550 | § = 35% (0.35) 5 528,642 50 5
Over $444,550 s < 39.6% (0.396) § $42.091 80 s
Need more lnformation or forms? Visit IRS.gov. -90-
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2017 TAX TABLE—INDIVIDUALS

= Caution: This is a draft 2017 Tax Table, At the time of publicati‘on, the IRS
had notyet released the 2017 Tax Table. For the latest information, see
CCHGroup. com/TaxUpdates.

925 2017 Tax Table for Use with Form 1040

] The Tax Table that follows is for use with Form 1040. A similar Tax Table
applies to Forms 1040A and 1040EZ.

2017 TAX TABLE Based on Taxable Income. For persens with
taxable incomes of less than $100,000.

Read down the income columns of the tax table until you find the line covering the
taxable income shown on line 43 of Form 1040 (line 27 of Form 10404 or line 6 _of Form
1040EZ). Then read across that income line until you find the column head_mg that
describes your filing status. Enter the tax found there on line 44 of Form 1040 (line 28 of
Form 1040A or line 10 of Form 1040EZ).
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TAX RATES [ 2017 Tax Table for Use with Form 1040 37

> Caution: This is a draft 2017 Tax Table. At the time of publication, the IRS
had not yet released the 2017 Tax Table. For the latest information, see
CCHGroup.com/TaxUpdates.

sy Caution: This is a draft 2017 Tax Table. At the time of publication, the IRS
had not yet released the 2017 Tax Table. For the latest information, see
CCHGroup.com/TaxUpdates.

2017 Tax Table — Continued

2017 See the msrmcnonsl,’or fina 44 to see if you must use the Sample Table m"‘—— It line 43 iFlined3
Tax Tabl Fax Tabie'belowto ke yourta: A Bt Singls | Married| Marriad| Head :m;(suln And you are— (taxable And you are— {taxable And oy ure—
ax lable GAUTION Laast Less filng |fing  |ofa income) is— income) is— Income) is—
Than Jointly* [sspa- [house- } N .
rately | hold Merried | Married | Head of | [ At But Single | Married | Married | Head of | | At But Single | Marrled | Married | Head of
Example. Mr. and Mrs. Brown are filing a joint return. Their taxable Your taxis— fiing  |filng  |a least  less fing ~ |fling |a laast {ﬁss fiing | filng :
income on Form 1040, line 43, is $25,300. First, they lind the |25200 252503318 2,851 5,318 3116 eintly f:@‘:, :g:ii‘s& than ointly f:m Eg‘udsa an Jainty ﬁi‘ Sos
$25,300-25,350 taxable income line. Next, they find the column for gg!% gg.gﬂsg gggg gggg gggg g‘;g?
married filing jointly and read down the column. The amount shown. | 25,350 25,400 | 3340 ! 4 3,340 3,139 Your tax [s— Your lax s— Your tax 15—
whera the taxable income line and filing status column mest is
$2,866. This s the tax amount they should enler on Form 1040, 3,000 6,000 =
line 44, - §
3 303 303 a3 6,000 6,050 803 603 B3 603 803 an; 803
o S0 M8 X s wms|| e o0 | wos  cos S8 o TR
1l line 43 I line 43 It line 43 3100 3150 313 313 Ei] 3 ([ 6100 0 613 613 s i o g:g 31': =
laxable And you are— (taxable And you are— (laxable And you are— 3150 3,200 31g aa 918 818 i ﬂ;g ‘:;3 o iy 24 i >
Incoma) is— Income) is— Incame) is— 3200 3,250 323 23 323 923 623 [ [ 5
a0 aaou o5 8 aE @ 8 62 em G 96 o3 628 o
Al But |Single [Mared Mamied |Headof | |At  Bul  |Single. |Maried |Maried |Headof || At But  |Sigla | Maried | Marred | Headof a0 ‘mpsy 3 ®E 3@ am o b & o b w
least  less filing flling a least  less Tiling filing a least  lass filing filing a 3,350 3400 338 gaeg ﬁ ggg i fit b by 7! o bt
than Jointly* [ sepa- | house- than jointly * | sepe- | house- than Jointly* | sepa- ' | house- 3,100 3450 84 3h 348 648 BB 648 8 948 955 48
rately | hald rately | hold rately | hold 4,050 3,500 48 o8 i ?
aso0 3,550 363 353 363 853 853 53 653 653 953 953 953
Your tax is— Your tax ls— Your tax Is— yss0 2500 TR - N | moow e @ moom
2600 3650 %63 063 363 363 % 6 g G
[] 5 0 0 0 [] Y50 a7on  d6E % 366 366 68 085 ess  6BA @8 %5 96
5 15 1 1 1 1 1,000 I700  a7ée ] 575 573 673 73 673 673 a73 a73
i 2 H z 2 2 ’ 2 v oam @ am o &8 6 6l a78 a7
2 2 4 : ! % il ®  m SR - 1 983 %3
50 75 ] 5 6 6|[ 100 10 101 w0t o a1 21 2m a800, 2008 i 3 3 688 68 6w 65 a8 o8B
1025 1,050 104 104 104 104 4 a4 a4 so4 dpen 3,908 k5 % O i 83 8B B 633 03 983
o H H h 1| jes dersqs w5 s 06 s 6 208 L0 Al W s R R 1 a8 ]
o 1= n ] 15 H| e e e 09 1 W 29 23 28 909 3950 4i0 ) 398 =
1 ! 1 00 1,125 Rl 111 1 11
150 175 18 16 18 16 L " m 2 a1 2h 211 A.U00
175 200 19 19 13 19 1,125 1,150 14 114 114 114 214 214 214 a4 7
1150 4175 s ms 18 1ie 26 28 ziE 216
nom 2 1 4 || e daw e g i e 28 23 29 20 oo wmm @3 48 403 403|| 7om  7eso  qos  zon 703 03| 10000 10080t faca 1o
2 1200 922 121 121 12 121 22 221 22t 22 ' ¥ 4 408 408 408 7050 7,100 708 0 708 703)| 10,050 40,400 1045 108 1045
20 ;’;: gg 2 z gg 122 1250 124 124 124 124 204 e 224 224 ‘ Rie. Lap bt 3 3 4al| 7im  7hso 713 73 7 7isf| 1o 1o 1.nsg lgig |,n;g
- A X 18 aa 4B 7,150 7,200 716 T8 Ll 718 10,150 10,200 1,06 i 1,01
a0 @5 51 3 ar Sif| 12t o m - 2 = om i A o @23 42 des|| 7200 7250 723 723 72 723 || 10200 10250 foge 1023 {meR
s gm0 3 3 3t a|| tan 135 13 11 [T PR 3 4250 4300 48 4 4@ || 7250 a0 72 @ 78 s 10250 10900 tmvs o 107
:}s'g :z: % ® k3 36 :‘gg :ggg m 12; 1 gz 134 zz;g 234 234 234 4300 ,“m 433 433 443 433 7300 7,350 733 733 733 733 Ia.sgn m,xsg 1,ngg 1 ggg :ggg
w0 sz W b bt b j ; b L = 2o e ] o o | -t ;:‘;'; L B S | I S
13 ! ! ; X 1
i M # b “il 1 e I b el o moomo :‘m Pl 1B 48 48 AdB|| 7450 7500 743 748 74n  74a|| 10,450 10500 1105 1048 1705
450 a6 2 4 46 La2s 1450 1a4 144 144 14 244 244 244 244 500 4,550 453 463 451 453 7,500 7,550 75 750 783 753 (| 10500 10,550 1413 1053 1,113
475 500 0 a9 43 48 1,850 1,475 148 145 148 145 246 248 246 246 4 ; & 456 459 458 7,550 7,600 758 758 758 758 | 10,550 10,600 1,120 1.058 1,120
550 4600 438
500 525 51 51 &1 ] 1875 1,500 48 3 148 14 48 268 249 249 :‘m 4850 %3 483 461 463 7600 7850 7E3 763 783 763 || 10600 10,850 126 1,083 1128
E25 550 54 54 54 54 1,500 1,528 151 151 151 1851 251 251 2851 251 G‘EW ﬂ‘?ﬂl] 468 468 453 468 7,650 7,700 768 768 766 78 10,650 10,700 1135 1,066 1,138
550 575 5 56 5 S| yss e 1w m 1ee e 2 B oBoo= 4700 a7su ) @73 anm aml| vpw e v 7 7 || do7m 1143 18 qnes
575 58 58 5 1,550 5 156 15 156 156 255 256 255 256 B 478 a7 a7a 7750 7800 7 7 778 778 || 10,750 1150 1078 1,150
800 G5 &1 B 5 Gt ot owm ow ow m o o= = P oam & s own || zim 7ee w7 rm 7w 1458 1 1158
825 650 &l B4 Bl B4 1,600 1,625 161 161 181 161 261 251 281 281 d‘IISD Q‘EDU 488 486 88 488 7,850 7,800 788 788 TEB 768 1,165 1.03? 1‘155
80 675 68 6 & wf| 4 N ‘o0 a@s0 493 433 499 dsai| e 7ese  7as  7ea 733 7ed 1 @ 173
&5 700 & B & ml| T He M bR Bom o m o io% So a8 s asa  ass|| 7es  moco e 7o 7 7m 1180 108 1im
1675 1,700 169 168 169 169 269 269 268 ay
= L 4 n o oams wm om o m 8,000 11,000
271 271 7 a7
725 780 4 74 7 b i i 7 % 5,000 4 y
i s % i = Bl s o w1 1w M oz aw e §
75 400 79 7 7 78 1750 1,778 176 176 176 176 27 276 276 "8
k X 3 503 503 a03 8,000 8,050 803 BO3 803 B03 11,000 11,080 1,103 1188 1,103
" m it o Sl L tpo 1 m 1w 178 Zg .7 b oE s03  G0B G0d|| BOSD 8700 BOR 806 @08 BOB|| 11050 11.100 108 1185 1108
825 asp B a B af| PR lm e L. moowm 281 gis0 513 513 513 si3(| @100 mise  B13 G135 &3 B3| | 1100 11450 113 128 1113
&0 D 8 i L] & qgs0 1875 185 186 186 85 - [ o5 = 5200 518 518 518 s8] 8150 8200 618 618 e BIE(| 11150 11200 1181210 1018
&5 a0 B 8 B9 gaf| d i ] G G250 %3 se 52 50|| 820 eas0  e23  oses a2 23| fl200 11250 123 1218 13z
0. s 7 n o ol 1 a0 168 1 b 23 Ceme eea 269 s=a s sea|| sz oo B28 % 82 626|| 1260 11300 1 tes
925 250 4 4 a1 94 1,900 :ﬁ 1 181 101 191 231 Pl 291 = :ggg gg 533 530 533 8300 8350 33 835 B || 11300 117350 P83 1333 1133
90 o6 % % % sl Tam s@s 15 E T NG o Sao0 e 5@ S G| 4350 0400 AoB T B
; 3 2 b 4 s ’ s sl @400 @50 B4 8 ¢ E :
975 1,000 8 ) 8 S| 1876 2000 189 189 168 199 || zs7s 3000 et o299 psg o oS-+ G s (| 0450 @S0 e B4 A Ba|| 11450 11800 D 1288 e
sss0 553 S 558 ssaf| asoo  esso Bs3 eS80 BS3| 1500 11850 1083 1260 115
§e00 8 5 655 660(| @Sso  msoo  Bs  BE8 83 A3 | 1550 11800 1168 1270 1156
5,650 553 563 563 563 (| @E00 8550 B53 683 863 83| 1150 11850 1468 1278 1163
SITIW 56t 568 568 568 8,850 8,700 BEB BEG Bea Be8 11,850 11,700 1,168 1,285 1,168
5,750 573 513 573 a7 8700 8,750 B738 83 873 73 11,700 11,750 1473 1,283 1173
se0 &9 5% s e8| e7s0 aso e @s a7@  G7R || M7s0 11800 178 1800 178
sas»  Ges 58 ses  mea|| meoo  @es0  Be9 683 mad a3l | 11800 11850 1183 130 1183
Seeo  eg 58 5BR  SEm(| A0SO 9900  BOS  6R3  @@R  EA3|| 11850 11800 1988 1315 188
seso B3 33 59 o3| @900 @90 B3 23 Bad @93 | 1000 11850 1193 1320 193
00 son %98 568 5o0| Bes0  soon  BoE  esa  AsR  @sa|| 11950 12000 1498 1330 1,98
(Continued) (Continued)
“ This column must also ba used by a qualifying widow(er). ® i
= * This column must also be used by a qualifying widow(er).
Need i ? Visit IRS.gov. -78- ’ : -
midre dgfarmiation of fornmd VIt IS gov -79- Need more information or forms? Visit IRS.gov.
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W+ Caution: This is a draft 2017 Tax Table. At the time of publicati.on, the IRS
had not yet released the 2017 Tax Table. For the latest information, see
CCHGroup.com/TaxUpdates.

2017 Tax Table — Continued

1f1ine 43 IFine 43
:um‘: And you are— (taxable And you are— (taxable And you are—
Income) ls— Income) is— Income) is—
Al Bl |Single |Maied | Marred | Headof | | At Bul  |Single |Marred |Maried |Headof | | Al But |Single |Married | Married |Head of
lesst  less fillng filing a lzast  less fillng filing a laast  less filing N filing a
Ihan Jointly * | sepa- | house- than jointly * |sepa- | house- than Jolntly* | sepa- | house-
rately [ hold rately | hold ralely | hold
Your tax ls— Your tax is— Your tax [s—
12,000 15,000 18,000
12,000 12,050 1,538 1.203 1,338 1,203 15000 15,050 1,788 1,508 1,788 1,586 18,000 18,050 2238 1,803 2,238 2,038
|§D50 1:100 \,’gs 1.208 1,345 1,208 15,050 15100 1,785 1,508 1,785 1,594 18,050 18,100 2245 1,808 2,246 044
12,100 12,450 1,353 1213 1,353 1213 15100 15,150 1,803 1513 1803 1,601 18,100 18,150 2,253 1813 2.2 2,051
12,150 12,200 1,360 1218 1,360 1,218 15,150 15,200 1,810 1,518 1810 1609 18,150 18,200 2,260 1818 2260 2,059
12,2 12,250 1,588 1223 1,386 1,223 15200 15250 1818 1,523 1818 1818 18,200 18,250 2,268 1823 2266 2,066
12,25 2,300 1,375 1,928 1,875 1,228 15,250 15,300 1,826 1,528 1,025 1624 18,250 18,300 2276 1828 227! 2,074
12,000 12,350 1,383 123 1,383 1,238 15,300 15,350 1833 158 1833 1631 16,300 18,350 2,283 1833 2261 2,081
12,950 12,400 1,380 1238 1380 1,238 15,350 15400 1840 1558 1840 1639 18,350 18,400 2,200 1838 2290 2,089
12,400 12,450 1,338 1243 1,338 1,243 15400 15,450 1,848 1543 1,848 1,646 18,400 18,450 2298 1,843 2288 2006
12,450 12,500 1,405 1248 1405 1,248 15450 15,500 1855 1548 1,885 1654 18,450 18,500 2,905 1848 2305 2104
12,500 12850 1413 1253 1413 1253 (| 15500 15550 1863 1553 1863 1661(| 18500 BS50  zadd  4gss  2st3 2911
12,550 12,800 1,420 1258 1,420 1,258 15,550 15,500 1870 1558 1870 1,869 16,550 18,600 2320 1,858 2,320 2,118
12,600 12,850 144 1,263 1428 1,260 (| 15600 15650 1878 1,583 1878 1676 | 1B60D  1B,650 2,328 1,863 2328 2,128
12,650 12,700 1435 1,268 1435 1.268 15,650 15700 1,888 1,588 1,885 1,684 18,650 10,700 2,335 1868 2,335 2134
12,700 12,750 E 1273 1443 213 5.7 16760 1,893 1573 1,883 1881 (| 18700 18,750 2,343 1,876 2343 2141
12750 12,800 1,450 1278 1450 1276 15,750 15,800 1,800 1,578 1,800 1,688 18750 18,800 2,050 1,884 2,350 2,148
12,600 12,850 1458 1283 1,458 1,283 18,800 15,850 1,908 1583 1,008 1,706 16,000 18,850 2338 1,891 2,356 2,166
12,650 12,900 1465 288 1,465 1,288 15,850 15,800 1815 1,588 1815 1,714 18,850 18,800 2,385 1,898 2,385 2,164
12,900 12,850 1473 129 1473 1.293 15,900 15,950 1823 1,583 1,923 1721 18,800 18,950 2373 1.808 2373 2171
12,050 13,000 1,480 1298 1,480 1,288 15,950 16,000 1.830 1,588 1,830 1,728 18,950 19,000 2,360 1814 2,360 2179
13,000 16,000 19,000
13,000 13,050 1,488 1,303 1,483 1,803 16,000 16,060 1,838 1,603 1,638 1736 19,000 18,050 2,388 1821 2,588 2,186
13,050 13,100 1,435 1,308 1435 1,308 () 16,050 16,100 1845 1,608 1,845 1744 || 18,050 19,100 2,395 1,829 20385 2,194
13,100 13,150 1503 1313 1563 1913 16,100 16,150 1,853 1613 1,083 1,751 19,100 19,150 2,403 1.836 2,403 2,201
13,150 13,200 1510 1318 1610 1518 16,150 16,200 1.860 1618 1,960 1,759 19,150 19,200 2410 1,944 2,410 2,208
13,200 13,260 1518 1323 1518 1323 18,200 16,250 1,868 1623 1,966 1,768 18,200 19,250 2418 1,851 2418 2216
13,250 13,300 1,825 1,328 1825 1328 16,250 16,300 1875 1,628 1.975 1774 19,250 19,300 2425 1858 2,425 2224
13300 13,350 1533 1333 153 1,533 || 16000 18360  fses 163 1083 1789 || 10,300 19350 2433 1266 2433 2230
13350 13,500 1540 1,338 1,540 1339 16,350 16,400 1,900 1,638 1,980 1,788 18,350 19,400 2,440 1574 2,440 2,238
13400 13,450 1,548 1343 1,648 1,346 16,400 16,350 1,898 1,643 1,088 1,798 15,400 19,450 2448 1961 2,448 2246
13,450 13,500 1555 1,348 1555 1,354 16,450 16,500 2,008 1,548 2,005 1,804 18,450 19,500 2,455 1,989 2,455 2,254
13,500 13,550 1563 1353 1563 1,381 16,500 16,550 2013 1653 2013 1811 10,500 19,550 2,463 1,836 2463 2261
13,550 13,600 1,570 1,358 1,570 1,369 16,550 16,600 2,020 1,658 2,020 1818 19,550 19,800 2470 2.004 2470 2.269
13,600 13,850 1578 1383 1578 1376 16,600 16,650 2.028 1,663 2,028 1,826 10,600 19,650 2,476 2011 2478 2276
13850 13,700 1,585 1,368 1,585 1084 | 16,650 16,700 2,085 1,668 2,035 1834 | 19650 19,700 2,485 2018 2485 2284
13700 13,750 1593 1373 1,593 13 18,700 16,750 2043 1673 2,043 1841 19,700 19,750 2483 2,028 2493 2,201
13,750 13,600 1,600 1,378 1600 1,339 (] 18,750 16,800 2,050 1678 2,080 1840 (] 19750 13,800 2,500 2,034 2500  2.280
13,800 13,850 1,608 1,383 1,608 1,406 16,800 15,850 2,058 1,683 2,068 1,886 19,800 19,850 2,508 2,041 2 2,306
13,850 13,900 1815 1,388 1816 1414 16,650 16,900 2,085 1,588 2,065 1,864 19,850 19,900 2515 2,048 2515 2314
13,900 13,850 1,623 1,083 1623 1,421 16,900 16,950 2073 1,603 2073 1,871 19,900 19,850 2.523 2,056 2523 2321
13,950 14,000 1830 1,398 1630 1,429 16,950 17,000 2,080 1,698 2,080 1,878 19,850 20,000 2,530 X 25% 2528 |
14,000 17,000 20,000
14,000 18,050 1,638 1,403 1,638 1436 || 17,000 17,050 2085 1,703 2,088 1886 (| 20000 20,050 2538 20m PENE T
14,050 14,100 1845 1,408 1645 1,444 17,080 17,100 2,085 1, 2,085 1,084 20,050 20,100 2545 2,078 2885 2344
14,100 14,150 1,663 1413 1,653 1451 17,100 17,150 2,103 1713 2103 1,801 20,100 20,150 2,553 2,088 2,55 2,351
14,150 14,200 1860 1,418 1,660 1,459 17,150 17,200 210 1,718 2110 1,808 20,160 20,200 2,560 2,02, 2,580 2,359
14,200 14,250 1,868 1423 1,668 1,466 17,200 17,260 2118 1723 2118 1916 20200 20250 2,566 21 568 2,366
14,250 14,300 1675 1,428 1.675 1474 17,260 17,300 2,125 1,728 2125 1,924 250 20,300 2,575 108 2575 2374
14,300 14,350 1583 1433 1,663 1481 17,300 17,350 2133 1,733 2133 1,831 20300 20,350 2583 21y 2,583 2,381
14,350 14,400 1,680 1,438 1,690 1 17,360 17,400 2140 1738 2,140 1,839 20,350 20,400 154 - 25%0 2,389
14,400 14,450 1,698 1,443 1,698 1,436 17,400 17,450 2143 1,743 2,146 1,846 20,400 20,450 2.8 2,131 2538 2396
4, 14,500 1705 448 1705 1504 || 17450 TAS00 2055 1748 2155 1954 (| 20450 20500  ZpL.. 2138 2605 2404
14,500 14,550 1713 1 1718 1511 17,500 17,550 2,163 1,753 2183 1,981 20,500 20,550 2613 2,145 2613 2411
14,550 14,600 1720 1,458 1720 1519 17,550 17,600 2,170 1,758 2170 1,969 20,550 20,600 2620 2154 2 2419
14,600 14,650 1728 1,463 1,728 1,526 17,600 17,650 2178 1783 2,178 1.976 20,600 20,650 2628 2,161 2528 2,426
14,850 14,700 1735 1,468 1,738 1,534 17,650 17,700 2185 1,768 2,185 1,964 20,850 20,700 2,635 2,168 253 2,434
14,700 14,750 1743 1473 1743 1541 17,700 17,750 2193 1773 2193 1.991 20700 20,750 264 2176 2843 2441
14,750 14,000 1,750 1478 1750 1,549 17,750 17,000 2200 1,778 2200 1,989 20,750 20800 2650 2,184 2650 2,449
14800 14,850 1,758 1,483 1,758 1,556 17,800 17,850 2,208 1,783 2,208 2,006 20,800 20,850 2658 2191 2658 2,456
14,850 14,800 1,765 1488 1,765 1,564 || 17,050 17300 2215 1.788 2215 2014 | 20850 20900 2,665 2,199 2,665 2,464
14,500 14,950 1,773 1,483 1,778 15711 17,900 17,950 22 1,783 2223 2021 20800 20,850 2673 206 2673 2471
14,950 15,000 1,780 1,408 1,780 1,579 17,950 15,000 2230 1,798 2230 2029 20850 21,000 2,680 2214 ,680 2478
(Continued;
* This column must also be used by a qualifying widow(er).
-80-

Need more information or forms? Visit IRS.gov.
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> Caution: This is a draft 2017 Tax Table, At the time of publication, the IRS
had not yet released the 2017 Tax Table. For the latest information, see
CCHGroup.com/TaxUpdates.
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* This column must also be used by a qualifying widow{ar).
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Iflina 43 Ifline 43 Itline 43
{laxable And yau are— (taxable And you are— (texable And you are—
Incame) is— income) is— income) ls—
A But Single | Married | Marrled |Head of | | At But Single | Married | Mamied | Headof | | At But Single | Mared | Married | Head of
least  less fiing  |fing  |a [sast  lass filng  |fing |a least  less fiing  [fling |a
than Jointly* | sepa- | house- than fointiy * | sepa- | house- than fointly* | sepa- | house-
ralgly | hold rately hald rately heid
Your tax |s— Your tax Is— Your tax ls—
21,000 24,000 27,000
21,000 21050 2ERR 2221 2688 2480 || 24000 20050 3138 267 518 296 |( 27000 27050 3588 342 35e8 3386
21050 21,100 2685 2229 2605 © 2dod || 24050 24900 3445 29 aie5 2 27,050 700 3595 3429 3505
21,100 21150 2700 233 2703 2501|| 24900 24150 3153 2806 5153  £951(| 27,100 27460 3603 3138 36 4,401
24,450 21200 2710 2244 2710 2509 || 24450 24200 3160 289 360 2980(| 2750 2,200 8610 3144 3610 4
21200 21250 2718 2351 2716 2506|| 24200 24250 3066 2701 5160 2986 )| 27,200 2720 3F8 3181 388 346
21350 21300 2725 2 2725 2824 || 24250 3375 2700 3175 2gve || 2mEs0 zvd00  S6E6 3458 aEes 42
21,300 2135 2738 2066 273 25 || 24300 24350 13 2716 3183 2881|| 27,300 27950 3833 4466 3633 3431
21350 2400 2740 274 2740 2583 || 24350 24400 3950 2724 3190 2989|| 27,50 27,400 BG40 4174 38D 5,439
21,400 21,450 2748 2,281 2,748 2,546 4,400 24,450 4188 2731 3,198 2996 || 27,400 27450 2848 3,181 3,648 X
21450 21,500 2755 2854 || 24450 24500 3205 2738 3205  3004|| 47450 2700 3ES5 319 9655 0454
21500 2150 2783 2206 2763  2561|| 24500 24850 3213 2746 3219 00 || zvse0 zmsso  ages  ages  3gm 34
2550 21600 2770 2304 2770 253 || 24550 24,800 2,764 3019 | | 2750 274 3670 8204 3670 3469
21,600 21650 2778 2311 2778 2578 || 24,800 24,650 2761 3228 3026 || 27800 27650 8678 @Ev 36T 5476
21650 21,700 2785 _ 2319 2785 2504 | 24650 24700 4235 2769 3235 3034|| 27,650 27,700 3685 3219 565 5484
21700 21,750 2326 2793 2591|| 24700 24750 3243 2776 3243 3041 (| 2700 27750 3603 9226 4693 3491
24750 21,800 2700 2334 2800 2599 || 24750 24,800 5 2,784 50 G049 || 27750 27800 3700 9234 8700 9498
21000 21850 "R 2341 2808 2605(| 20800 24050 3253 2791 3258 306 || 27800 2750 3706 a241 3708 3506
21850 21,800 (205 29 2815 2604 (| 24850 24800 9285 2799 3265 3064 |) 27,850 27900 3715 3249 3715 3514
21000 21,85 2875 235 2820 2621 | 24900 24850 3273 2805 3273 3071 || a7e00 279s0 3723 325 8728 AsH
21950 22040 -0 20364 2830 2620 || 24950 25000 3280 2814 3260 3079 | 27980 28000 3730 3284 3790 3509
-
22,000 25,000 28,000
J3050 2838 237 2830 2636|| 25000 25050 9288 282 3288 5086 || 26000 28050 373 3270 8708 3,50
2,000 2845 2379 2845 2644 ([ 25050 25100 3205 2820 5205 3004 || 20,080 28,100 3745 3279 3745 354
22150 2853 236 28 2661 || 25100 25150 3303 2838 3303 4001|| 28,100 28,150 3753 286 8753 assl
22200 2860 2334 2860 2650 |( 25480 25200 3310 264  53l0 3108 || 28150 26200 3760 529 3760 3558
22250 2868 2401 2808 2666 |( 25200 25250 5318 2851 3318 416 || 20200 20250 3768 8301 3768 3568
22300 2875 2409 2875 2574 |[ 25260 25300 332 2850 335 3124 || 20250 28300 375 3309 37E 4574
22,950  2BB3 2416 2883 2881 |[ 25300 25350 333 2BE6 5333 4131 || 300 28350 3783 516 3783 asAl
22400 2800 2424 2080 2680 (| 25350 25,400 330 2E74 3340 3109|| 26350 28400 3790 334 7m0 3589
22,050  2BOB 2431 2898 2695 |( 25400 250450 3346 2881 3348 3146|| 28400 28450 3798 33 3798 3596
2,500 2,808 2905 2704 (| 25450 25500 3355 2889 3355 3954 || 28450 20500 3805 3339 3605 2604
22550 2913 2M§ 2915 27i1|| 25500 25550 336 2896 3383 3767(| 20500 2650  3M3 3346 IR A6
22600 280 2454 2920 2719|| 25560 25600 237D 2304 3370 5169 || 2550 28600 3820 335 3820 3619
22650 2828 2461 2928 2726|| 25600 25650 3378 2971 378 3176|| 28600 28650 3828 3361 988 3@
22700 2835 2469 2935 2734 || 25650 25700 3985  z918 3385 afed|| 2msso omzop 3835 ag69 3838 3634
2750 2843 2476 0 2741 || 26700 25750 3303 2926 3391 3191 || 28700 20750 3643 33WE 983 364
2750 22800 2950 484 2950 2740|| 25750 25800 5400 2934 3400 3199|| 28750 20800 G850 9384 3850 G649
22,000 22850 2855  24: 2988 2756|| 25800 25850 340 2341 3408 3205(| 20000 2850  a@s 3991 3858 3636
22650 22900 2985 2490 2865 2764 25850 25900 3415 2949 3415  32(4|| 20850 2BSOD 3865 3398 4865 Beed
22900 22850 2973 2806 2979 2771 || 25900 25950 3423 296 3420 ¥ 28900 28950 3673 BB 3873 371
22050 23000 2380 2504 2980 w79 0 26000 3430 2964 3430  3eoo|| 20850 20000 08B0 3414 3880 3879
23,000 26,000 29,000
20,000 23050 2888 25N 2983  2786|| 26000 26080 3438 2871 0438 0236|| 28000 29050  98B8 o421 3868 3605
23050 23,100 2985 288 28  2790(| 26050 28100 9445 2579 3445 3244 || 20050 20400 3885 3429 3885 3694
23100 23,150 3, 2506 9003 2801 || 25100 26150 3453 2886 G453 31| 20100 29150 3903 3436 3903 3701
20150 23200 3010 254 G010 2809 || 26150 26200 3460 20994 460 3250 ([ 29,450 29200 3910 3484 3910  A709
20,200 23260 3018 2551 3018 2816 26200 26250 3468 3001 3468 3266 || 20200 29250 3916 3451 a®8  37AE
23,250 23,300 3,005 2,559 3025 2824 26,250 26,300 3475 3,008 3,475 3274 29,250 29,300 3925 3459 3925 3724
23300 235 3033 66 9 287 || 26300 2635 3483 3016 3463 3281 || 29300 29350 5333 3468 3933 3791
23350 23400 3040 2574 3040 2839 || 26350 26400 3480 9024 G460 3080 |( 290350 20400 3940 3474 3940 3738
23400 23450 3048 2581 8048 2846 || 26400 26450 3498 3031 0495 0236 |( 20,400 28,050 3948 3481 5948 TG
23450 23500 3055 258 3055  2054|| 26450 26500 3305 3039 3505 0004 || 29,450 29,500 355 3489 8855 avse
23500 20550 3068 2EE 30 2861 | 26500 20550 3§13 3046 3513 9,011 || 2e500 29550 963 3498 3883 761
23550 23800 3070 260 3070 2869 || 26650 26800 350 3054 3520 05109|| 29550 29600 5870 3804 3970 3769
23,600 23650 3078 2611 G078 2876 || 20600 26650 358 9061 5528 906 || 29600 29650 8578 351 387 376
23,850 23700 30B6 2619 3085 2884 || 26650 26700 355 069 5535 333 || 20650 20700 3885 3519 3985 3784
23,700 23750 3099 2626 3093 2801 || 26700 26750 3640 a078 9543 a4 || 20700 29750 3893 3526 3883 4791
23750 23800 3100 263 3100 2899 || 26750 20800 3550 3084 3550 3349 || 28750 29,800 4000  @S34 4000 Q7
23,600 23850 3106 2641 G108 2806 || 26800 26850 3558 3091 353 0356 (( 20,000 20,850 4008 3541 4008 9806
23,850 23600 116 2849 3115 2004 || 26850 26800 3666 9089 5565 3964 (| 20850 29900 4015 3543 4015 G814
23,000 23950 3120 265 3123 2021 || 26800 26850 353 3006 3573 3371 (| 20900 299850 4023 3558 4023 342
23,050 24000 3130 2664 130 2808 || 26850 0___35B0 3114 3580  3s79|| 20950 3non0 030 3564 30

(Continted)

Need more information or forms? Visit IRS.gov.
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Chapter 9
BUSINESS EXPENSES

Trade or Business Expenses . ., . . o
gompensatfon BRI s g g ggETi
i T N
Taxesélr_"??r_ltf l-Vlle‘.aI, and Gift Expenses ... ... 910
Charitable Contributions | |~~~ 11Tt -
IUOMOR sy ot o7
Employee Business Expenses' ............... .
Transportation and Car Expenses , : .. ............ .
Traveling Expenses Away from Home . . e
Home Office and Vacation Home Expenseé.- ........ gg?

Other Business Expenses .. . .

Domestic Production Activities . T .
Professional Expenses ... 11Tt
Farmer's Expenses... . . .

Rents and Leasehold Payments T e

Miping Company’s Expenses |, . .' .. .......... i
Umform Capitalization (UNICAP)Rutes ... . =~~~ 887
Incentives for Economically Distressed Communfti'e;s ..... QE?;)A

References are to Standard Federal Tax Reports; Tax Research Consul
1978500, 9 8501 BUSEXP:
3,100; § 9,001

£ 41 8520.1545; BUSEXP:
3,058.20; § 9,001

tant; and Practical Tax Explanations,

3
118520.517; BUSEXP: .
§9,010.05 100,

4
T 12,173; BUSEXP: 15,150:
§17,210.05 S,150;
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WSINESS EXPENSES [ Trade or Business Expenses 343

. determination is to be made on the basis that the number of factors, whether or
that 2 d in the regulations, indicating a lack of profit objective exceeds the number of
ot liste dicating a profit objective, or vice versa. Among the factors that should
I"‘mr‘iml:.e taken into account are the following: the manner in which the taxpayer
norr_nﬂ] yn the activity; the expertise of the taxpayer or his or her advisors; the time and
garmics 9 ended by the taxpayer in carrying on the activity; the expectation that assets

) E iixtpl)]e activity may appreciate in value; the success of the t_axpayer in carrying on

e imilar or dissimilar activities; the taxpayer’s history of income or losses with
il i to the activity; the amount of occasional profits, if any, that are earned: the
g;sa?;(;a] status of the taxpayer; and elements of personal pleasure or recreation.

g03. Capital Expenditures. A taxpayer may not currently deduclt a capital expendi-

A capital expenditure is: (1) any amount paid out for new buildings, permanent
*wefnvements, or betterments made to increase the value of any property or estate; or
u;apmy amount expended in restoring property or in making good the exhaushorrl
éiere()f for which an allowance ha}s beep made (Code Sec. 263; Reg. §1.263(a)-1).5
Capital expenditures are included in basis (] 1611) and gen_era]h( recovered ‘Ehrc_mgh
depreciation, amortization, or depletion (Y 1201). Amounts paid or incurred for inciden-
tal repairs and miaintenance of property are not capital expenditures.

Capital exnenses include amounts paid to produce or ag:qqire tangible or intangible
roperty, to rmiprove tangible property, to facilitate the acquisition of a trade or busmegs
-gr a cliange in a business entity’s capital structure, or to acquire or create an interest in
Jand. "Sey also include amounts paid in a corporate ﬁnanqlng or restructuring, guc}_l as
(mounts paid by bondholders and shareholders to be .used in a corporate reorganization,
wauntary contributions by shareholders to a corporation, and amounts paid by a holldlgg
company to carry out a guaranty of dividends on the stock of a subsidiary corporation in
certain circumstances (Reg. § 1.263(a)-1(d)).6

Taxpayers may elect to treat certain capital expenditures as deductiblga or deferred
expenses, or treat certain deductible expenses as capital expenfilturg:s (Rfag.
§1.263(2)-6).” These include: expenses related to newspaper or magazine circulation
(§971); research and experiments (7] 979); soil and v\fater c_oqservatlon (11 982); Code
Sec. 179 property (] 1208); energy efficient commercial buﬂdl_ngs 4l 128@) i advanc_ed
mine safety equipment (] 989A); fertilizer (7 985); film, television _produchon, and live
theatrical production ( 1229); removal of barriers to the handlcappec! and elderly
(1 1287); tertiary injectants (Code Sec. 193); reforestation (7] 1287); l_)usmess start-up
(11904); corporate organization (Y 237); carr'yi_ug .charges (1 1614); mine development
(1 988); and partnership organization and syndication (9 477).

Repair Regulations—Effective Date and Accounting Metkqd Changes. Emal “repair”
regulations relating to amounts paid to acquire, produce, or improve tang1}31e property
apply to tax years beginning on or after January 1, 2014 (T.D. 965_’6). Effective for Form
3115 filed on or after April 19, 2017, for a tax year of change ending on or afte:r August
31, 2016, a taxpayer changing to an accounting method described in the repair regula-
tions uses the automatic change procedures described in Sec. 11.08 of Rev. Proc.
2017-30. For changes filed on or after May 5, 2016, and before April 19, 2017, Rev. Pr_o(:.
2016-29, as modified by Notice 2017-6, applied. Sec. 10.11 of Rev. Proc. 2015-14 contains
the relevant automatic change procedures for complying with the repair regula‘qons for
changes filed on or after January 16, 2015, and before May 5, 201!6. For earlier filed
changes, see Appendix Sec. 10.11 of Rev. Proc. 2011-14, as modified by Rev. Proc.
2014-16 and Rev. Proc. 2012-19.8

A small business taxpayer does not have to file Form 3115 to comply with the final
repair regulations for its first tax year beginning in 2014 (Rev. Proc. 2015-20). There:fore,
o section 481(a) adjustment (f1531) is permitted or required. A small business

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.

791 13,704]; BUSEXP: 9,102;
§10,201

841 13,709.105; BUSEXP:
9,099; §9,930.05, § 10,215.05

%9 13,700, § 13,701, BUSEXP:
9,000; § 10,201

591 13,701; BUSEXP: 9,000;
§10,201

11903

dX3 SSanIsng | ®



344

U.S. Master Tax Guige
—_—_—_—_\‘

taxpayer is a taxpayer with one or more separate and distinct trades or businesseg 1.
has either: (1) total assets of less than $10 million as of the first day of the tax vear fy,
which the change in method of accounting is effective, or (2) average annug] gTDSa
receipts of $10 million or less for the prior three tax years. :

A qualifying taxpayer may choose this relief by not filing Form 3115 for its 2014 tay
year. The relief applies to all accounting method changes required by Sec. 10.11 of Rey
Proc. 2015-14 to comply with the final repair regulations for the 2014 fax year. A taxpgye.
choosing this relief, however, could not file an accounting method change for the 2014
tax year to make the late partial disposition election to claim losses on previously Tetirag
structural components (1 1239). An electing taxpayer could also not file an accoyng;
method change relating to permissible changes in identifying assets or Dortiong o
assets disposed of from multiple asset accounts and mass asset accounts. An elecy
taxpayer does not receive audit protection for expenditures paid or incurred prior to e
first tax year beginning on or after January 1, 2014.

Acquired or Produced Tangible Property. Taxpayers are required to - capitalize
amounts paid or incurred to produce or acquire a unit of tangible real or Dersong]
property, including leasehold improvement property, land and land improvemenfg
buildings, machinery, equipment, furniture, and fixtures unless a current deductiog js'
allowed under the de minimis safe harbor (discussed below) or the rules th .

An amount facilitates the acquisition of property if the amount is paid in the procegg
of investigating or otherwise pursuing the acquisition or production of the property,

acquisition; (9) securing permits related to the acquisition, including aDplication fees;
(10) conveying property between the parties, including sales and transfer taxes, and title
registration costs; (11) finders’ fees or brokers’ commissions, inchiding contingency
fees; (12) architectural, geological, survey, engineering, envireniuental, or inspection
services pertaining to particular properties; and (13) services provided by a qualified
intermediary or other facilitator of a like-kind exchange (Reg. §1.263(2)-2(D).

Activities performed in the process of determining whether to acquire real property
and which real property to acquire are currently deductible. Inherently facilitative
amounts are capitalized even if paid or incurred during the “whether and which” process

(Reg. § 1.263(2)-2() (2) (iii)).

Employee compensation and overhead do not facilitate the acquisition of real or
personal property but may need to be capitalized under the uniform capitalization rules
for property produced by the taxpayer or to property acquired for resale (9] 990). A
taxpayer may elect to capitalize employee compensation and overhead on a timely filed
original federal tax return (including extensions) for the tax year during which the
amounts are paid or incurred (Reg. §1.263 @-20(2) (iv)).

De Minimis Expensing Safe Harbor. A taxpayer who meets certain requirements
may make an annual de minimis safe harbor expensing election on a timely filed income
tax return (including extensions) (Reg. §1.263(a)-1(N).10 A taxpayer electing the safe

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.

%9 13,703; BUSEXP: 9,080;
§10,215.05

1903

1041 13,701; BUSEXP: 9,080;
§10,215.15

W
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itali amount paid in the tax year for the acquisition or
parbor may fnz? tuﬁip;?]gsggiﬁé property. In addition, the taxpayer may not h’eatogg .a;
fodu.ctlon Ou ply an amount paid for tangible property that costs no more than $5,000 i
material o 8 !‘Fas an applicable financial statement (AFS), and $2,500 (_$500 for tax y%rs
fhe t"ﬂ{'payel:f fore 2016) if the taxpayer does not have an AFS_(Nlotlce 2015-82). The
beginr " "fa]ization rules (Y 990) may require a taxpayer to capitalize amounts that are
aorz?bfgpimder the safe harbor as a direct and allocable indirect cost of property
deduc

duced by the taxpayer or property acquired for resale.
pro

i inimi. ing safe harbor for a tax
r with an AFS may elect the de minimis expens 3 1
arAifm?Bay;t the beginning of the tax year, the ttaxpa_lgefr rh;s; Eﬁﬁ;ﬁ;ﬁlﬂi
b i - amounts paid fo
ense, for non-tax purposes, 1 ; _
meEdu;(::iﬁ‘i}?(} ?élﬁar amount or that has an economic useful life of 12 monetl;:eogéet%sg
o i i d during the tax year as an exp
i uch amounts paid or incurre ] . : ‘
o {rzafrswithout an AFS must have similar accounting pi_’ocedures in effect _aﬂtl thci
AFS.' A-tangjihe tax year. The procedures do not need to be written. A taxpgyer Wldso?n
begﬁéﬂiust expense the amount paid for the property on its books and recor
ii:lcordance with its accounting procedures. )
| i i dinarily efficient operating
irs. Exzenses that keep tangible proI_)erty in an ort i
dﬁgg Tnd d: not add to its value or appreciably prolong 11tls useful life are gzﬁﬂg
cmé ctible s =cpair and maintenance costs (Reg. §1.162-4).11 Taxpayers may
S:piléa]jz:‘ ceriain repair expenses (discussed below).
Tin 9 ovements. Expenses that improve a uni‘F of property must lbefcapltatlilz%cé S(Rigr:
L 1 ora(a)-3).12 A unit of property is improved if the amounts paid for activi e ?1 -
D“ZLd aftetl’ the property is placed in service by the taxpayer either rt%su !t 2
g:tltrg‘ment to the unit of property, restore the unit g]fl propelt‘ty, q1£a ]:}ggp;]l tﬁeugjxr i
r different use. A taxpayer generally must capi ] .
prgfse [(;tfyazf i?ng?nge?nent as well as all the indirect costs, su(i:h as othermseuétl:eizlgﬂgi
= i , i d by reason of an improvement.
i tly benefit or are incurred by :
L t incurred by reason of an improvement
do not directly benefit and are not incu . ¢
Ct;flts:'aﬂlll?tare not capital improvements, regardless of whether they are paid or incurred
gt the same time as a capital improvement.

A betterment is an expenditure that:

e ameliorates a material condition or defect that_existed prior t(_) theftglxz
ayer's acquisition of the unit of property or arose during t}_le_ proq%Ct}OHt Ot thie
Ip;mperty whether or not the taxpayer was aware of the condition or defect a

time of acquisition: »

e is for a material addition to the unit of property, such as at' physica
enlargement, expansion, extension, or addition of a new major component;

® is for a material increase in the capacity of the unit of property, such as
additional cubic or linear space; or - ‘

e is reasonably expected to materially increase the productlylt}i, )efﬁ(:lency,
strength, quality, or output of the unit of property (Reg. § 1.263(a)-3() (1)).

An amount is paid to restore a unit of property if:

onent of a unit of property and dgducts a lolss
for ﬂ:a:thrﬁﬁgiiii,rg?ﬁzgethIf (;ngsuglty loss, for example, by making a partial
disposition election under Reg. § 1.168(1)-8(d); -
e the taxpayer replaces a component of a unit of property and realizes gain or
loss by selling or exchanging the component;

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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e the expenditure is for the restoration of damage to a unit of property caugeg
by a casualty and the taxpayer is required to make a basis adjustment to the unit of
property on account of a casualty loss or the receipt of insurance;

s the expenditures return a unit of property to its ordinary efficient operating
condition after the property has deteriorated to a state of disrepair and is no longg
functional for its intended use;

e the expenditures rebuild a unit of property to a like-new condition after fhe
end of its class life (ie., its MACRS alternative depreciation system TﬂCOvéry
period); or

s the expenditures are for the replacement of a part or a combination of partg.
that comprise 2 major component or a substantial structural part of a unit of
property (Reg. § 1.263(2)-3(k) (1)).

Repair expenditures paid in connection with a casualty are currently deductible if
the capitalized restoration expenditures exceed the adjusted basis of the property prigy
to reduction by the casualty loss deduction or insurance reimbursement. If the capitsl
ized restoration expenditures do not exceed the adjusted basis, but the sum of the
capitalized restoration expenditures and repair expenditures exceed the adjusted basis,
then the repair expenditures not used to offset the adjusted basis may be deducted (Reg,
§1.263(2)-3() (4) (i) and (k) (7), Example 5). Repair expenditures are not deductible if 3
basis adjustment is made to a property on account of a casualty loss or event, such as the
receipt of insurance (Reg. § 1.263(a)-3(k) (1) (iii).

An adaptation fo a new or different use is a type of improvement that is capitalized,
An amount is generally paid to adapt a unit of property to a new or different use if the
adaptation is not consistent with the taxpayer’s ordinary use of the unit of property at the
time it was originally placed in service by the taxpayer (Reg. § 1.263(a)-3(0)).

Removal Costs. If a taxpayer disposes of a depreciable asset, including a partial
disposition (7 1239), and has taken into account the adjusted basis of the asset o
component of the asset in realizing gain or loss, then the costs of removing the asse* or
component are deductible. If a taxpayer disposes of a component of a unit of properfy,
but the disposal is not a disposition, then the taxpayer must capitalize the removal custif
it directly benefits or is incurred by reason of an improvement to the unif ¢ vroperty
(Reg. §1.263(2)-3(2)(2)).13 For example, the cost of removing shingles on a roof is
deductible if the replacement costs are a deductible repair. However, if ‘nic entire roofis
replaced and the replacement costs are capitalized, then the removal costs are capital
ized provided the taxpayer does not make a partial disposition ele tior and claim a loss
deduction on the replaced roof. Special rules apply to demolitior:s (1 1105).

Remodel-Refresh Safe Harbor. A qualified taxpayer engaged in the trade or business
of operating a retail establishment or a restaurant may adopt a safe harbor method of
accounting under which 25 percent of qualified remodel/refresh costs are capital
expenditures, and 75 percent of such costs are currently deductible (Rev. Proc. 2015-56;
Sec. 11.10 of Rev. Proc. 2017-30).14 A qualified taxpayer must have an AFS as defined in
Reg.§1.263(a)-1(f). The building and improvements capitalized under the safe harbor
must be placed in separate MACRS general asset accounts (GAAS). A late election to
place the building in a GAA may be made in the tax year that the safe harbor is first used
as part of the safe harbor accounting method change. Improvements that are deprecia-
ble under MACRS and made prior to the year that the safe harbor is first used generally
must also be placed in a GAA by making a late election. A taxpayer may not make a
partial disposition election (Y] 1239) to claim retirement losses on building components
once this safe harbor is used.

The safe harbor accounting method change is applied on a cut-off basis unless the
taxpayer revokes any prior year partial disposition elections on an amended return filed
within the limitations period for the tax year for which the election was made or, files an

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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counting method change to revoke any partial disposition elections that were made in
ac‘m_ ax years. The method change to revoke prior partial disposition elections is only
4 wed for a tax year beginning after December 31, 2013, and ending before December

Z03016 Gec. 6.18(3) of Rev. Proc. 2017:30).

Taxpayers who applied Temp. Reg.§ 1.168(i)-8T or the general asset account ml_es
gnder Temp. Reg.§ 1.168()-1T in a tax year beginning before January 1, 2014, to claim
Josses on building components may not use the safe harbor until an accounting method
change is fled to comply with the final ‘regulamms (Reg.§1.168(i)-8 or Re_g.§ 1.168§1)-1)
( 1239). The positive section 481(a) adjustment related to the losses previously claqned
under the temporary regulations or partia} disposition losses under the final regulations
is included in income in a single tax year (i.e., the year of change).’®

Routine Maintenance Safe Harbor. Under a safe harbor, routine main_tenqnce activi-
fies on a unit of property do not improve that _unit (Re_g. §1.2.63(a)—3(1)).15_’I_‘h_e safe
harbor is an accounting method and not an election. Routine maintenance activities are
the recurting activities expected to be performed to keep a unit of property in ordinarily
efficient operating order. The activities are routine only if at the time the unit of property
is placed in service the taxpayer reasonably expects to pe_rfqrm the activities more t_han
once during the clasz life (i.e., MACRS alternative depreciation system recovery period)
of the unit of prunerty or, in the case of a building, more th_an once during a ten-year
period beginii g on the date the taxpayer places the building in service.

Rot tine maintenance does not include amounts paid or incurred for a betterment or
adaptatior:. The following types of restorations also do not qualify: (1) f;he cost of
relaciig a component if a retirement loss is claimed or gain or loss is realized upon a
wale of the replaced component; (2) amounts paid for the restoration of damage to a unit
of property for which a basis adjustment as a result of a casualty loss or casualty event is
required; and (3) the cost of restoring deteriorated and nonfunctional property to its
ordinarily efficient operating condition. In addition, routine maintenance does not in-
clude amounts paid for repairs, maintenance, or improvement of rotable and temporary
spare parts if the taxpayer applies the optional method of accounting for such spare
parts. Routine maintenance may include the replacement of a major component or
substantial structural part of a unit of property.

Routine maintenance performed on a building structure or any of its building
systems qualifies for the routine maintenance safe harbor. However, repairs, mainte-
nance, or improvement of network assets (e.g., railroad track, oil and gas pipelines,
water and sewage pipelines, power transmission and distribution lines, and telephone
and cable lines) does not qualify for the safe harbor.

Building Improvements Safe Harbor for Small Taxpayers. A taxpayer with $10 million
or less of average annual gross receipts in the three preceding tax years may elect not to
capitalize improvements on a building, condominium, or cooperative that has an unad-
justed basis of $1 million or less if the total amount paid or incurred for repairs,
maintenance, and improvements for the tax year of the election does not exceed the
lesser of $10,000 or two percent of the unadjusted basis of the building. Amounts
deducted under the de minimis safe harbor or the safe harbor for routine maintenance
are counted toward the $10,000 limit, This election must be made by the due date of the
return (including extensions) for the year of the election. The safe harbor is applied
separately to each eligible building owned or leased hy the taxpayer. A lessee’s unad-
justed basis of a leased building or leased building space is equal to the total amount of
undiscounted rent paid or expected to be paid over the entire lease term, including
expected renewal periods (Reg. §1.263(2)-3(h)).17

I Election to Capitalize Repair and Maintenance Costs. A taxpayer may elect on a
timely filed original return (including extensions) to capitalize as improvements all
amounts paid during the tax year for repair and maintenance of tangible property, if the

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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taxpayer incurs these amounts in carrying on its trade or business and treats them g
capital expenditures on its books and records for the tax year covered by the electigy
(Reg. §1.263()-3(n)).18 An electing taxpayer cannot currently deduct the repair apg
maintenance amounts affected by the election. The election does not apply to amoun(y
paid for repairs or maintenance of rotable or temporary spare parts to which the option|
method of accounting is applied. ]

Unit of Property. All components that are functionally interdependent comprise 4
single unit of property. Components are functionally interdependent if the placing j
service of one component is dependent on the placing in service of the other compg
nents (Reg. §1.263(a)-3(e)).1¢ Although a building, including its structural components;
is a unit of property, the improvement rules are applied separately to each buildj
system and the building structure. A building structure consists of a building and jf
structural components, other than those designated as building systems. Designated
building systems, including their components, that are separate from the building
structure are:

e heating, ventilation, and air conditioning (HVAC) systems, including mg.
tors, compressors, boilers, furnace, chillers, pipes, ducts, and radiators;

e plumbing systems, including pipes, drains, valves, sinks, bathtubs, toilets,
water and sanitary sewer collection equipment, and site utility equipment;

e electrical systems, including wiring, outlets, junction boxes, lighting fix-
tures and associated connectors, and site utility equipment;

» all escalators;
e all elevators;

e fire-protection and alarm systems, including sensing devices, computer
controls, sprinkler heads, sprinkler mains, associated pipes or plumbing, pumps,
visual and audible alarms, alarms control panels, heat and smoke detection de-
vices, fire escapes, fire doors, emergency exit lighting and signage, and e
fighting equipment;

e security systems for the protection of the building and its o< pants,
including windows and door locks, security cameras, recorders, monifcrs, motion
detectors, security lighting, alarm systems, entry and access systeriis, and related
junction boxes, wiring and conduits;

e gas distribution systems, including associated pipes and equipment used to
distribute gas to and from the property line and between builaings; and

e any other structural components designated as 2 vuilding system by the IRS
in published guidance.

Example: A taxpayer replaces the steps on the sole escalator in a building. The
improvement rules are applied separately to the escalator because it is a building
system. Since the steps are a major component of the escalator, the cost of
replacing the steps is for a restoration and must be capitalized. If the improvement
rules applied to the entire building, including its building systems, then the steps
might not be considered a major component of the buflding and a repair deduction
could be claimed. Generally, the larger the unit of property the more likely an
expenditure is for a repair.

Materials and Supplies. The cost of nonincidental materials and supplies are de-
ducted in the tax year they are first used or consumed, while the cost of incidental
materials and supplies for which no inventories or records of consumption are kept is
deductible in the tax year when paid or incurred if taxable income is clearly reflected
(Reg. §1.162-3(a)) .20 However, materials and supplies that improve tangible property aré
capitalized (Reg. §1.263(a)-3(c)). In addition, the uniform capitalization rules (9] 990)
require taxpayers to capitalize the direct and allocable indirect costs, including the cost

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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of materials and supplies, of property produced by the taxpayer and property acquired
for resale. Taxpayers may also be requm.ad to include in inventory certain mateqals and

pplies (71553) (Reg. §1.162-3(b)). Finally, the cost of materials and supplies that
meet the requirements of the de minimis safe harbor are deductible in the year paid or
incurred if a taxpayer makes the de minimis safe harbor election.

Material and supplies include tangible property that is used or consumed in the
{axpayer's business operations, is not inventory, and is:

e 3 component that is acquired to maintain, repair, or improve a unit of
tangible property owned, leased, or serviced by the taxpayer, but is not acquired as
part of any single unit of tangible property;

o fuel, lubricants, water, and similar items that are reasonably expected to be
consumed in 12 months or less, beginning when used in a taxpayer's operations;

¢ a unit of property that has an economic useful life of 12 months or less,
beginning when the property is used or consumed in the taxpayer’s operations;

e aunit of property with an acquisition or production cost of §200 or less; or

o identified as a material or supply by the IRS in published guidance (Reg.
§1.162-3(c)(1).

Rotable, ‘Tewporary, and Standby Emergency Parts. Rotable and temporary spare
parts are riatedials and supplies. Their cost is deducted in the year used or consumed
unless (x> taxpayer uses the optional method of accounting to deduct their cost in the
year v tostallation (Reg. §1.162-3(c) (2)).2! If the election is not made, rotable and
\mpuiary spare parts are treated as used or consumed in the year they are discarded
.2 §1.162-3(2) 3)).

Rotable spare parts are parts that are acquired for installation on a unit of property,
removable from that unit of property, generally repaired or improved, and either
reinstalled on the same or other property or stored for later installation. Temporary
spare parts are parts that are used temporarily until a new or repaired part can be
installed and then are removed and stored for later installation (Reg. § 1.162-3(c) (2)).

A taxpayer may elect to capitalize and depreciate the cost of rotable, temporary, and
standby emergency spare parts. The election does not apply to rotable and temporary
spare parts for which the optional method of accounting is used (Reg. §1.162-3(d)). The
de minimis safe harbor election does not apply to rotable, temporary, or standby
emergency spare parts that a taxpayer elects to capitalize and depreciate, or to rotable
and temporary spare parts that are accounted for under the optional method (Reg.
§1.162-3(D).

Intangible Property. Amounts must be capitalized if they are paid or incurred for: (1)
specific categories of expenditures that are incurred in acquiring, creating, or enhanc-
ing, or that facilitate the acquisition or creation of an intangible that is acquired from
another person in a purchase or similar transaction; (2) certain rights, privileges, or
benefits that are created or originated by the taxpayer; (3) a separate and distinct
intangible asset: or (4) a future benefit that the IRS identifies in published guidance
(Reg. §1.263(a)-4).22

904, Business Start-Up Costs. A taxpayer who enters into a trade or business can
elect to expense up to $5,000 of its start-up costs. The maximum $5,000 deduction is
teduced dollar for dollar when the start-up expenses exceed $50,000. The balance of
startup expenses, if any, are amortized over the 180-month period starting with the
month in which the business begins (Code Sec. 195).* The taxpayer must make the
glection no later than the date for filing the return (including extensions) for the tax year
in which the business begins or is acquired. The election is made by completing Part VI
of Form 4562. A taxpayer who does not make the election must capitalize the expenses.

References are to Standard Federal Tax Reports: Tax Research Consultant; and Practical Tax Explanations.
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A taxpayer is deemed to elect to deduct and amortize start-up expenses for the
year in which the active trade or business begins. A taxpayer may forego the deeme
election by affirmatively electing to capitalize its startup costs on a timely filed fedeg
income tax return (including extensions) for the tax year in which the active trade o l
business begins. The election either to deduct and amortize start-up costs, or capitali
them, applies to all startup expenses that are related to the active trade or busineg
(Reg. §1.195-1) 24

Start-up expenses are those paid or incurred in connection with:
¢ investigating the creation or acquisition of an active trade or business;
e creating an active trade or business; or h

s any activity engaged in for profit or for the production of income before the
day the active trade or business begins, in anticipation of that activity becoming an
active trade or business.

The start-up expense must also be a cost that would be allowable as a deduction if if
were paid or incurred in connection with an existing active business in the same field
(Code Sec. 195(c)).»

Start-up costs do not include any amount with respect to which a deduction ig
allowed for interest on debt (7] 1043), taxes (Y1021}, or research and experimenta]
expenses (7 979). If the trade or business is disposed of completely by the taxpayer
before the end of the 180-month period, any remaining deferred expenses may he
deductible as a loss (7 1101) (Code Sec. 195(b) (2)).%

¢
The organizational costs of business entities are a separate class of expense from )

startup expenses, though subject to similar rules. Corporate organization fees e
discussed at 9 237. Costs of organizing a partnership are discussed at 477 and 9 81

905. Business Expenses, Interest Deductions, and Losses for Related Toxpayers,
No deduction is allowed for any trade or business expense or interest nayable to the
payee until the payee includes the payment in income if the payor and ;avee are related
taxpayers (] 1717), and the payor is on the accrual method of accomting and the payee
is on the cash method, (Code Sec. 267(a) (2)).27 A similar rule denies a deduction for a
loss (except for a loss from a distribution in corporate liquigstian) for property sold or
exchanged between related taxpayers. However, the transfor=e’s gain on a later sale or
exchange of the property is recognized only to the extent (hat it exceeds the previously
disallowed loss.

Compensation Paid

906. Compensation for Personal Services. A taxpayer carrying on a trade or
business is entitled to deduct reasonable salaries or other compensation for personal
services. The deduction is allowable for the year in which the salary is paid or incurred
{(Code Sec. 162(a) (1); Reg. § 1.162-7) .28

Publicly held corporations generally cannot deduct compensation paid to certain
covered employees that exceeds $1 million per tax year (Code Sec. 162(m); Reg.
§1.162-27).2° A covered employee is any employee of the taxpayer who, as of the close of
the tax year, is:

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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o the principal executive officer of the taxpayer, including an individual acting
in that capacity; or .

o one of the three highest compensated officers for the tax year and, there-
fore, must have his or her compensation reported to shareholders (Notice
2007-49) 2
The $1 million limit does not apply to certain performance-based compensation

able solely on account of attaining one or more performance goals (Code Sec.
162(m) (4) (C); Reg. §1.162-27(e)) .21 Peﬁoqnance-based compensation can include com-
pensation issued in the form of stock rights and options exercised when the plan
ecifies the maximum number of shares that may be granted to all employees in the
egate. Performance-based compensation attributable to stock rights or stock op-
tions must include a specific per-employee limitation on the amount granted.

Awards paid under a corporate bonus plan are not qualified performance-based
compensation if the plan allows payments to be made, even if the specified performance
goals have not been met, upon the employee’s retirement, termination without cause, or
voluntary termination of employment for good reason (Rev. Rul. 2008-13) .22 If the bonus
was paid solely for attaining a performance goal, the goal must be determined by a
compensation coiimittee consisting solely of two or more outside directors. An outside
director cannni be a current employee, a former employee who receives compensation
during the ear) or a current or former officer (Rev. Rul. 2008-32) S

Recsonanle compensation is the amount that would ordinarily be paid for like
servic=n by like enterprises in like circumstances (Reg. §1.162-7(h) (3)).2¢ Thus, whether
eanpeisation is reasonable in a given situation depends on the relevant facts and
r ~umstances, including personal ability, responsibility of the position, and local eco-
womic conditions. The U.S. Court of Appeals for the Seventh Circuit has used an
independent-investor test that presumes that compensation is reasonable if the com-
pany’s investors earn their expected rate of return (Exacto Spring Corporation, CA-7, 99-2
ustc 9§ 50,964) 35 A bonus is deductible if it is paid for services performed, and, when
added to other salaries, it does not exceed reasonable compensation (Reg. § 1.162-9).%
Compensation paid to a relative is deductible if the relative performs needed services
that would otherwise be performed by an unrelated party. The deduction is limited to
the amount that would have been paid to a third party (Transport Mfg. & Equip. Co.,
CA-8, 70-2 ustC 9 9627).%7 The IRS does not rule in advance on whether compensation is
reasonable in amount (Rev. Proc. 2017-3).38

Officer-Stockholders of Closely Held Corporations. An officer-shareholder of a closely-
held corporation may deduct repayments of salary to the corporation that are made
under an agreement requiring such repayments if the IRS determines the salaries are
excessive (Rev. Rul. 69-115).3% The agreement must be legally enforceable and in
existence before the excess salary is paid.

Deferred Compensation Plans. For unfunded deferred compensation plans, the
gmployer deducts compensation when the compensation, or amount attributable to it, is
included in the gross income of the recipient (] 723) (Code Sec. 404(a) (5) and (b) (1)).%0
Other benefits that are excluded from the recipient’s gross income are deductible when
they otherwise would have been includible but for the exclusion (Code Sec.
404(b) (2)).4! This rule also applies to compensation paid to independent contractors
(Code Sec. 404(d)) .42

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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A plan is unfunded if it consists of an unsecured promise to pay compensatiml_f’-g
some time in the future. If the employer sets aside a reserve for the future obh'gation, ﬂ}!
plan is unfunded if the employee has no rights in the reserve or its earnings, and if ,

reserve remains solely the property of the employer or other payor, subject to the claiig
of creditors (Rev. Rul. 55-525) 43

A plan is presumed to defer compensation if the compensation is received after g
15th day of the third calendar month after the end of the employer’s tax year in wh, :
the related services are rendered. This presumption may be overcome if the employer
establishes that it was administratively or economically impractical to avoid the defapm|
of compensation beyond the 2V-month period. Payments within the 2V-month Deriog
are not deferred compensation and may be accrued by an accrualmethod employer j
the year earned by the employee (Temp. Reg. § 1.404(b)-1T, Q&A-2) 4 |

For a discussion of rules governing the employer’s deduction for compensatiop fo,
deferred compensation plans, see 12117 and 9] 2199.

Health Insurance Providers. The deduction for compensation or remuneration gt
to officers, directors, and employees of covered health insurance providers, includig,
those that provide services for or on behalf of covered health insurance providers, jg
limited to $500,000 for disqualified tax years (Code Sec. 162(m) (6); Reg. § 1.162-31) 454
disqualified tax year is any tax vear in which the employer is a covered health insurance
provider. A covered health insurance provider is a health insurance issuer for any ay
year during which at least 25 percent of the gross premiums it receives from providig i
health insurance coverage is from providing minimum essential coverage (M131). Age

minimis exception applies if health insurance premiums are less than two percent of
| ErOSs revenues.

Deduction Limit for TARP Recipients. Under the Troubled Asset Relief Program
| (TARP) established by the Emergency Economic Stabilization Act of 2008 (PL
110-343), the federal government may purchase troubled assets from financial instity-

| limited to $500,000 in each year that TARP financial assistance remains outstanding
(Code Sec. 162(m) (5)) .46

| 907. Golden Parachute Payments. A corporation that enters into a contract agrec.
ing to pay an employee additional compensation if control or ownership of the L00rE-
| tion changes cannot take a deduction for an “excess parachute payment” 1zle fo a
| disqualified individual (Code Sec, 280G).*" A disqualified individual is an ofiicer, share
holder, or highly compensated person who performs personal services i the corpora-
tion as an employee or independent contractor. A personal service corperation is treated
as an individual. The disqualified individual is subject to an excise taxr of 20 percent of
the excess parachute payment in addition to the income tax due Coav Sec, 4999(a)) 48
Parachute Payment Defined. A parachute payment is any bayinent in the nature of
compensation to a disqualified individual if

® the payment is contingent on a change in the ownership or effective control
of the corporation or a substantial portion of the assets of the corporation; and

* the aggregate present value of the contingent payments equals or exceeds
three times the individual’s base amount.

A payment in the nature of compensation to a disqualified individual made under an
agreement that violates any securities law or regulations is also a parachute payment.
| Parachute payments do not include reasonable compensation for personal services to be

rendered on or after the date of change or for personal services actually rendered before

the date of change, or payments to or from certain qualified plans (Code Sec.
280G (b)).49

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations. )
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: PR ' ized includible compensa-
mount. The base amount is the individual's annualize _

Bas&f base period. This is the most recent five tax years ending before the date on

or fm;;he ownership or control changed, or the portion of that period during which the

1"“:h'](:l];;]Jijied individual performed personal services for the corporations (Code Sec.

S06(b) ) @) and @ )7

Exceptions. A parachute payment generally does nqt include any payment {nadedto a
equalified individual by a small business corporation. It a}so does n.ot include a
s t from a corporation if, immediately before the change in ownershlpz or control,
i EEflthe corporation’s stock was readily tradable on an established securities market
mﬁeﬂf& payment met shareholder approval requirements (Code Sec. 280G (b) (5)).2
an

rachute Payment., An excess parachute payment is the portion of any
ixtt;te;spfgment that exceeds the base amount, reduced, in the case o(f a Cha:ﬂgg-]_;l-
trol parachute payment, by the excess of the amount of the payment determined to
e, sasonable compensation for services performed before the date of the change, over
::é;age compensation (Code Sec. 280G (b)).%

908. Contrihutions for Employee Benefits and Health Insuran;e. An emplgyer’s
deduction fer contributions to a funded welfare benefit plan for sickness, accident,
hospitalization, or medical benefits is governed by Code sec‘ 419 (§ 2011) (Temp. Reg.

1.167 10T 5% Although amounts that are added to a selfinsurance reserve account are
ﬂ"f- a}rr,mlly deductible, actual claims charged to the account are_deductﬂn_]e (General
"o =mics Corp., SCt, 87-1 usTC ] 9280) % Group health plans that fail to provide COBRA
;Aﬁtinuing coverage to qualified beneficiaries may subject employers to an excise tax
{Code Sec. 4980B) 55

i Persons. A self-employed individual may deduct 100 percen.t of
amoi?szizglgﬁfng the year for health insurance for himself or herse]f, as well as }&_IS ](l)r
her spouse and dependents (Code Sec. 162(1)).°¢ The dedt_lctlon carmo_t ﬁi}clee‘ the
taxpayer’s net earned income derived from the trade or business for whic 1e msur‘-:
ance plan was established, minus the deduction [0_1‘ 50 pei.‘cent of the self-emp oymend
tax and/or the deduction for contributions to quallﬁe_d retu‘eme:,nt plans, self-employe:d
pensions (SEPs), or SIMPLE plans. The deduction is not avaﬂz_abl(? -for amounts pai
during any month, or part of a month, that 1:.he se]f-er}lployed individual was able tc:
participate in a subsidized health plan main?a;.ned by. his or her e:mployer or spotistlas
employer. The IRS has issued guidance providing optional calculation methods to claim
the health insurance premium assistance credit (9] 1331) and the self-employed health
insurance deduction (Rev. Proc. 2014-41).57

Children Under the Age of 27. Children under the age of 2:7 are considered depen-
dents of a taxpayer for purposes of the deduction for the health insurance costs of-a self-
employed person, spouse, and dependents. See 9] 137A for a discussion of a child for
dependency exemption purposes.

Excise Tax on High-Cost Employer-Provided Insurance. A 4A0-percent excise tax will be
imposed on health coverage providers starting in 2020 to the extent that the aggregate
value of employer-sponsored health coverage for an employee exceeds a threshold
amount (Code Sec. 49801).58

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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008A. Business Deduction for Overhead Disability Insurance. A taxpayer

deduct as a trade or business expense premiums paid on a disability insurance polje
that pays overhead expenses should the taxpayer become disabled. The portion of the
premiums atiributable to overhead expenses that are actually incurred in the operaj

of the business are deductible (i.e., rent, utilities, depreciation, and employee’s Sﬂla.ries)
but the portion of the premiums paid to provide the taxpayer’s salary, fees, or drawin'g’_
account are not (Rev. Rul. 55-264).5% The proceeds of the policy are includible in gm&
income. If an insurance premium is paid in advance for more than one year, only a pyy
rata portion of the premium is deductible for each year, regardless of the taxpayer
method of accounting (Reg. § 1.461-1; Rev. Rul, 70-413).50 ‘

908B. Employer-Provided Day Care. An employer’s payments to a day care center
are a deductible business expense where the purpose of providing the day care is:

¢ to provide employees with a place to send their children while at work, gy
that the employees can be reassured that the children are receiving proper care; =

s to reduce absenteeism, increase productivity, and reduce company training
costs; and

e to reduce employee turnover (Rev. Rul, 73-348) 61

An S corporation, however, could not deduct amounts it paid for day care for its sole
shareholder’s preschool children where there was no direct relationship to the corpora
tion’s business, and it did not pay day care expenses for any of its other employees (F./f
Settimo, Dec. 56,694 (M), 92 TCM 473 (2006)) b2 |

Up to $5,000 of employer-provided child or dependent care assistance services s
excludable from the employee’s gross income (Y] 2065).

909. Business Deduction for Life Insurance Premiums. Premiums paid by an
employer for insurance on the life of an employee or officer are deductible only if it ez,
be shown that: (1) the premium payments are in the nature of additional compenszuny

(2) total compensation, including premiums, is not unreasonable; and (3) the empicre

is not directly or indirectly a beneficiary under the policy (L. Hyman & Co., Dec: 644/ |
BTA 159; Brown Agency, Inc., Dec. 6615, 21 BTA 1111).% However, an emplove: cannot
deduct premiums paid under a split dollar arrangement (7 2057).

An employer can deduct premiums on group-term life insurance cevering the lives
of employees only if the employer is not a direct or indirect beneficiary (Code Sec,
264(a) (1); Reg. § 1.264-1) 64 The premiums generally represent incone to the employee
to the extent that the coverage exceeds $50,000 (7] 2055).

Generally, no deduction is allowed for interest paid or accrued on a debt incurred o
continued to purchase or carry any single premium life insurance, endowment or
annuity contract. If substantially all the premiums on a life insurance or endowment
contract are paid within four years from the date of purchase, or if an amount i§
deposited with the insurer for payment of a substantial nymber of future premiums, itls
regarded as a single premium contract (Code Sec. 264(a) (2) and (c)).%5

Interest on a debt incurred to purchase or continue a life insurance, endowment, or
annuity contract under a purchase plan that contemplates the systematic borrowing of
part or all of the increases in cash value is not deductible (Code Sec. 264(a) 3)®
However, an interest deduction is allowed in limited situations (Code Sec. 264(d)).
Special rules may permit the deduction of interest incurred for key person policies
owned by corporations (Code Sec. 264(e)).%

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations
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Entertainment, Meal, and Gift Expenses

910. Entertainment Expenses. Special limits are imposed on the deduction of
business—related_entertmnmer_lt, meals, and gift expenses in addition to those imposed by
other Code sections. Entertainment, amusement, or recreation costs are not deductible
a5 trade or business expenses unless they are (1) directly related to the active conduct of
the trade or business (911), or (2) for entertainment directly before or after a
substantial and bona fide business discussion associated with the conduct of the trade or
pusiness (7 912) (Code Sec. 274(a) (1); Reg. § 1.274-2) % Certain entertainment expenses
are not subject to these rules (] 915).

Entertainment generally includes entertaining guests at nightclubs, sporting events,
{heaters, etc. A taxpayer’s trade or business is considered in applying an objective test as
to what constitutes entertainment. For example, a ticket to a play is generally an
entertainment expense, but it might be a business expense if the taxpayer is a profes-
sional theater critic. Only 50 percent of meal and entertainment expenses is deductible
(4] 916), but there are numerous exceptions to this limit (] 917).

911. Directly-Related to Business Test for Entertainment Expenses. For an en-
tertainment expense to meet the directly related test for a deductible business expense
(910), the tsrpayer must have had more than a general expectation of deriving
income, 0t somne other specific business benefit, from the entertainment at some
indefinite future time. The taxpayer must engage in the active conduct of business with
the =102 being entertained, and the active conduct of business must be the principal
ape-t of the combined business and entertainment (Reg. § 1.274-2(c)).%

912. Entertainment Associated with Trade or Business. Entertainment expenses
associated with the active conduct of the taxpayer’s business are deductible if they
directly precede or follow a bona fide and substantial business discussion ( 910). This
includes goodwill expenditures to obtain new business or encourage continuation of
existing business relationships. The business discussion must be the principal aspect of
the combined entertainment and business discussion and must represent an active effort
by the taxpayer to obtain income or other specific business benefit (Reg. § 1.274-2(d)).7

913. Business-Related Entertainment Facility, No business deduction is allowed
for any expense for entertainment facilities, such as yachts, hunting lodges, swimming
pools, tennis courts, or bowling alleys (f 910) (Code Sec. 274(a) (1) (B)).”™* However
expenses for recreational facilities primarily for the benefit of employees generally aré
deductible (Reg. § 1.274-2(D (2) (v)).72

913A. Business-Related Club Dues. Club dues generally are not a business ex-
pense deduction. This rule extends to business, social, athletic, luncheon, sporting,
airline, and hotel clubs (Code Sec. 274(a) (3); Reg. §1.274-2(a) (2) (iii)).™ Dues paid to
professional or public service organizations (e.g., accounting associations, or Kiwanis
a_nd,Rota}ry .clubs) are deductible if they are paid for business reasons and the organiza-
tion's principal purpose is not to conduct entertainment activities for members or their
guests or to provide those parties with access to entertainment facilities.

914._ Business-Related Entertainment and Meals. An entertainmentrelated meal
expense is generally not deductible unless the taxpayer establishes that the expense is
directly related to the active conduct of a trade or business. If a meal expense directly
Preceldes or follows a substantial and bona fide business discussion, including a business
meeting at a convention, then it is deductible if it is established that the expense was

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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associated with the active conduct of a trade or business. The taxpayer must be ah )
substantiate the expense (f 953) (Code Sec. 274(d); Temp. Reg. §1.274-5T(c) ang )1

There are two additional restrictions placed on the deduction of meal €Xpenseg: 1y
meal expenses generally are not deductible if neither the taxpayer nor the taxpaw.{
employee is present at the meal, and (2) a deduction will not be allowed for food agg
beverages to the extent that such expense is lavish or extravagant under the cireny.
stances. These restrictions do not apply to the expenses desctibed in exceptions @, @
@), (7), (8), and (9) at 915 (Code Sec. 274(k)).7s )

915. Exceptions to Entertainment Rules. The following entertainment expen
are not subject to the special rules for the deduction of entertainment expenses (7 g-ig‘
913, and 9] 914). They are deductible as long as they meet the ordinary and necegggr,
requirements and are properly substantiated (Code Sec. 274(e); Reg. §1.2742(p) @)1
However, they may be subject to the 50-percent limit on meals and entertajmneﬁ
expenses (1 916 and 9 917). The exceptions are: 4

(1) food and heverages for employees furnished on the business premises;

(2) expenses for services, goods, and facilities that are treated as Compenss.
tion and as wages for withholding tax purposes, but if the recipient is a specified
individual such as an officer, director, or 10-percent shareholder or related persop
the employer’s deduction is limited to the compensation reported; -

(3) reimbursed expenses, but only:

(a) if the services relating to the expenses are performed for an ep.
ployer that has not treated the expenses as wages subject to withholding: or

(b) if the services are performed for a person other than an employer and
the taxpayer incurring the reimbursed expenses accounts to that person;

(4) recreational expenses primarily for employees who are not highly com.
pensated (] 2114) (e.g., a company picnic);

(9) expenses of employees’, stockholders’, agents’, or directors’ busines.
meetings; '

(6) expenses directly related and necessary to attendance at a Dusiness
meeting of a tax-exempt business league, including a real estate board; chamber of
commerce or board of trade;

(7) expenses for goods, services, and facilities made availavic vo the public;

(8) expenses for entertainment sold to customers in 2 bona fide transaction
for adequate consideration; and

(9 expenses for goods, services, and facilities that are furnished to a nonem:
ployee as entertainment, amusement or recreation and are includible in the

recipient’s income as compensation for services (11713) or as a taxable prize or
award (] 785).

918. 50-Percent Limit for Meal and Entertainment Expenses. The business de-
duction for meal and entertainment expenses is generally limited to 50 percent of such
expenses (Code Sec. 274(n)).” Food and beverage costs incurred in the course of travel
away from home fall within the scope of this rule, The 50-percent limit applies to all meal
and entertainment expenses unless an exception applies (917). The limit is applied
only after determining the amount of the otherwise allowable deductions. For instance,
the portion of a travel meal that is lavish and extravagant must first be subtracted from
the meal cost before the 50-percent limit is applied. Related expenses, such as taxes,
tips, room rental and parking fees, must be included in the total expense before applying
the 50-percent limit. Allowable deductions for transportation costs to and from a busk
ness meal are not reduced.

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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Tyansportation Workers. The deductible percentage of the cost of meals consumed

. ay from home by individuals subject to Department of Transportation hours of

while anles (e.g., interstate truck and bus drivers and certain railroad, airline, and
&ércignt marine employees) is 80 percent (Code Sec. 274(n) (3)).78

Leased Employees. If an employee or independent contractor incurs unreimbursed
eal and incidental expenses (M&IE) in connection with the performance of services
3 third party, the 50-percent limit applies to any deduction claimed by the employee
e dependent contractor (Reg. §1.274-2(f)(2)(v)).”” However, if an employee or
4 mendent contractor accounts for the expenses to a leasing company and is reim-
jlldeed under an allowance arrangement with a payment that is treated as compensation,
bursleasing company, rather than the employee or independent contractor, bears the
r ense and is subject to the 50-percent limit. Similarly, if the leased company accounts
ﬁpﬂ,e expenses to the third party and is reimbursed under an allow_ance.arrangem.ent,
fgg third party bears the expenses and is subject to the 50-percent limit on its deduction.

917. Exceptions to 50-Percent Limit for Meal and Entertainment Expense:s. The
following expenses are nof subject to the 50-percent limit on meal and entertainment
expense deductions (80-percent limit for certain transportations workers) (f 916):

= 'expenses described in categories (2), (3), (4), (7), (8), and (9) at § 915;

» food and bheverage expenses associated with benefits that are excludable
1o the recipient’s gross income as a de minimis fringe benefit (] 2089);

o the cost of a ticket package to a sporting event and related expenses if the
event is organized to benefit a tax-exempt organization, all net proceeds are
contributed to the organizaton, and volunteers perform substantially all_ of th_e
work in carrying out the event (in other situations, a deduction for a ticket is
limited to the ticket’s face value);

¢ an employee’s meal expenses incurred while moving that are reimbursed
by the employer and includible in the employee’s gross income (9] 1073); and

= expenses for food and beverages provided to employees on certain vessels,
and oil or gas platforms and drilling rigs and their support camps (Code Sec.
274(D(1) and (n)).%0

Skyboxes. When a skybox is rented for more than one event, the deciuct@oni may not
exceed the price of non-luxury box seats (subject to the usual 50-percent limit) (Code
Sec. 274(1) (2)) .3

Tickets to College Sporting Events. For any payment to or for an institution of higher
education that would be allowable as a charitable deduction but for the fact that the
taxpayer receives (directly or indirectly) the right to purchase tickets for seating at an
athletic event in an athletic stadium of the institution, 80 percent of that payment is
treated as a charitable contribution (Code Sec. 170(1)) .52

918. Business Gifts. Deductions for business gifts, whether made directly or
indirectly, are limited to $25 per recipient per year (Code Sec. 274(b)(1); Reg.
§1.274-3) 8 Jtems clearly of an advertising nature that cost $4 or less and signs, display
racks, or other promotional materials given for use on business premises are not gifts.

919. Business Deduction for Employee Achievement Awards. An empl(_)yer may
deduct up to $400 of the cost of an employee achievement award for all nongualified plan

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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awards to each employee (Code Sec. 274())).%* The deduction for the cost of a qualifieg
plan award made to a particular employee is limited to $1,600 per year, taking jn,
account all other qualified and nongualified awards made to that employee during the
tax year. i

An employee achievement award is an item of tangible personal property awar
to an employee as part of a meaningful presentation for length-of-service or Safoty
achievements, and under circumstances that do not create a significant likelihaqg of
disguised compensation (9 2069). Tangible personal property does not include cash, i
certificates, or other intangible property such as vacations, meals, lodging, tickets t5
events, stocks, bond, and other securities. 2

A qualified plan award is an employee achievement award provided under
established written plan or program that does not discriminate in favor of highly
compensated employees (] 2114) as to eligibility or benefits. An employee achievement
award is not a qualified plan award if the average cost of all employee achievemeng
awards under the plan exceeds $400. This average cost calculation includes the entire
cost of all qualified plan awards other than awards of nominal value. )

A length of service award does not qualify if it is received during the employee’s
first five years of service or if the employee has received another length of service award
(other than a de minimis fringe benefit (Y 2089)) during the year or within the last four
years. An award is not a safety achievement award if it is made to a manager, administra-
tor, clerical employee, or other professional employee, or if, during the tax year, awards
for safety achievement previously have been made to more than 10 percent of the
employees, excluding managers, administrators, clerical employees, or other profes-
sional employees.

Taxes

920. Business Deduction for Taxes. All state, local, and foreign taxes (] 1021)
directly attributable to a taxpayer’s trade or business or activities for the productin
income are generally deductible in the year in which the taxes are paid or accuad
(Code Sec. 164(2)).8 If taxes other than those specified as deductible zve paid or
accrued by the taxpayer in connection with the acquisition of property, tiie: they are
treated as part of the cost of the acquired property or, if in connection with the
disposition of property, as a reduction in the amount realized. The unifoiia capitalization
rules also require some taxpayers to capitalize certain taxes that would otherwise he
deductible ( 9909 999).

921. Business Deduction for FUTA Taxes. The Federor Lnemployment Tax Act
(FUTA) tax (7 2649) is an exeise tax, so an employer may deduct it as a business
expense if it represents an ordinary and necessary expense paid or incurred during the
tax year in the conduct of a trade or business, or the production of income (Reg.
§1.164-2(D).% The FUTA tax is deductible as a business expense after application of
credits for the employer’s contributions to the state unemployment fund (Code See.
3302(a) (1)). On the cash basis (] 1515), the tax is deductible when paid. On the acerual
basis (] 1540), the deduction may be accrued for the calendar year in which the wages
were paid even though the tax is not due until the following year.

922. Business Deduction for State Unemployment Insurance and Disability
Fund Contributions. An employer’s contributions to a state unemployment insurance
fund are deductible as taxes only if they are classified as taxes under state law and are
incurred in carrying on a trade or business or for the production of income.87 If the state

does not classify the contributions as taxes, the employer may be able to deduct them as.

a business expense. Similar treatment applies to employer contributions to state disabik

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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funds.® An employee who is required to contribute to a state unemployment
mpensaﬁOH fund may claim an itemized deduction for the contribution as a state
e me tax (7 1023). Also, compulsory employee contributions to state disability funds
.mcodeducﬁb].e as itemized deductions for state income taxes. However, employees
cainot deduct their contributions to private disability benefit plans.

923. Business Deduction for FICA Taxes. An employer’s share of the Federal
Jnsurance Contributions Act (FICA) tax for Social Security and Medicall’e (7 2648) is an
artise tax, SO the employer may deduct it as a business expense if it represents an

ipary and necessary expense paid or incurred during the tax year in the conduct of a

e or business or for the production of income (Reg. §1.164-2(f)).% The employer
contribution on wages paid to a domestic worker is not deductible unless it qualifies as a
pusiness expense (R.A. Biggs, CA-6, 71-1 ustc ] 9306).%

An employee’s portion of FICA taxes is not deductible (Y] 1025). However, if the
employer pays the employee’s portion of the tax without deduction from. the employee’s
wages under an agreement with the t_amployee, the amount is deductible by the em-
ployer as a business expense. It is also includes wage income to the employee (Rev. Rul.

86—1 4)_91

A self-emuleved individual may deduct from gross income 50 percent of the self-
employmen’ tat imposed for the tax year, other than the additional 0.9-percent Medicare
taxc on incom 2s over a certain threshold (7] 2664).

a4 Deduction for Federal and State Income Tax. Federal income taxes are not
fenoctibie in determining taxable income of any taxpayer (Code Sec. 275).%2 However,
. oy are deductible in determining the amount of a corporation’s income subject to the
sccumulated earnings tax (] 251) and the personal holding company tax (] 275) (Reg.
§§1.535-2 and 1.545-2).93 A corporation or partnership may deduct its state income taxes
as a business expense. State income taxes that are based on net business income may be
deducted only by self-employed individuals as an itemized deduction on Schedule A of
Form 1040. If the state income tax is based on gross business income, the tax may be
deducted as a business expense (Temp. Reg. § 1.62-1T(d)).%

Charitable Contributions

927. Charitable Deduction Limits for Corporations. A corporation’s deduction for
charitable contributions is limited to 10 percent of its taxable income for the year,
computed without regard to:

» the deduction for charitable contributions;

e the corporate deductions for dividends received and for dividends paid on
certain preferred stock of public utilities;

e the limitation on the deduction for bond premium;

e any net operating loss or capital loss carryback to the tax year; and

¢ the deduction for domestic production activities (Code Sec. 170(b) (2); Reg.
§1.170A-11) .95

Corporate donors that qualify as farmers or ranchers may deduct certain qualified
conservation contributions of real property interests ( 1063), up to the excess of the
donor’s taxable income over all other allowable charitable contributions. Similar treat-
ment applies to Native Corporation donors for qualified conservation contributions of
land that was conveyed under the Alaska Native Claims Settlement Act.

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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epiTS [ Employer Health

; 50.employee threshold, an employer means all common law employ-
ying the businesses, tax-exempt organizations, and government entities
g for-profit d Indian tribes). Employers with common ownership such as
al, state, local, Tr Code Sec. 414(b) or (c), or related employers such as an
lled groups um eunder Code Sec. 414(m), are combined for the 50-employee
od service %igupany references to an employer include references to the em-
old. I:iﬂe%r:;mé and SUCCESSOTS. - '

s pre fulltime employee for purposes of determining applicable

|-Time Employee. °*  loyee who was employed on average at least 30 hours of
ployer status 18 aﬁoﬁrspof service in a calendar month (Code Sec. 4980H (c) (4);

680 - .

Chapter 20
HEALTH AND EMPLOYEE BENEFITS

Par, per week of 13(% 1) and 54.4980H-3).* Employee is defined under the common

Employer Health Insurance Mandate . .............. 2001 7 '§§54,498_0H-1r§ag)ht to control, direct, etc.). It does not include a leased employee,

Health and Welfare Benefits . ., .. ................ 2011 .mdard (Le"artnel’ in partnership, or two-percent or more S corporation share-
HSAs, HHAs, AN FSRB . o 5 4 woews & 5 o 5 & e 5 B0 2035 le P rletor.mi?vices are provided as both an employee and nonemployee.

Ca;etega F’Iians Benefits . ... ..o i s ice includes each hour for which the employee is paid or entitled to

S:iner Bmp oyeeUane (I;Sd ' S s 132 """""""" 2055 An hour of Isir: orformed in the United States for the employer, mcludmg periods

ge Benefits Under Code Sec. 132. . . ............ 2085 for services p hourly employee, the employer calculates hours of service using

1eafv;. For \?\::;rke and for which payment is made or due. For a non-hourly
of hours

(oyer can count actual hours worked and f011; which payment is due, or
‘ joyee, an emp-0y=t = f service) or weeks-worked equival 40
2001. Employer Health Insurance Mandate, For any month beginning on or g v a days-vorued eq““{ﬁ?erﬁg Eg:lgﬁerseﬁlt meiho de for different c?gssiﬁ C‘;E?;ls( of
January 1, 2015 (for employers with 100 or more full-time employees), and Januar f sevice). An emplong as the categories are reasonable and consistently applied.
2016 (for employers with 50 or more full-time employees), an applicable large whous y eiployees as % ded allowing an employer the option of using either a look

: - " ide 5 ; ;
rexiltagege assessed a nondeductible penalty known as a shared responsibility p gai> harbors are p{;‘;neasur ement method to determine full-time employee status

« method or month back measurements are provided for ongoing employees
O 4 40801.3).5 Loolcba ith a change i ’
X ange in employment status.
their dependents the opportunity to enroll in minimum essential coverage under as $ § loyees with a chang o
eligible employer-sponsored plan (9 2003); or { O

d emp y
;loiece:; ::;ge An employer is treated as offering coverage for a calendar month
Offer o :
e the employer offers its full-time employees and their dependents the O
tunity to enroll in minimum essential coverage under an eligible emplov

that month to at least 95 percent of its fulltime employees
ers the coverage for § § 54.4980H-4(b) and 54.4980H-5(b)).% An offer occurs if the

sored plan but the coverage is unaffordable to the employee or does rot,
minimum value (Y] 2005) (Code Sec. 4980H; Notice 2013-45; T.D, 9655)."

eir dependents (Roitglinity to elect to enroll in or decline coverage at least once
yee has the opp are to offer coverage for any day of a calendar month is treated
An applicable large employer may be liable for either type of assesssh'e pay]
any calendar month, but not both. Minimum essential coverage for this Jurpose

ar, Fail :
miopgaflfleﬁov erage for the entire month.
ik s treated as having been offered coverage only if the employer
coverage under an employer-sponsored plan offered in the small o iarge group
within a state and which meets the requirements for group healty ylans or group.

full-ime employee i 's dependents. A dependent is the employee’s child
. mployee’s dependents. A dependent is the employee’s ¢
offers coverage to ﬂlzeﬁ_elt does not include anyone other than children, such as the
insurance coverage under section 2791 of the Public Healtti Service Act (Code S
5000A(f); Reg. § 54.4980H-1(a) (27)).2 |

under the age Oi employee or dependent enrolls in coverage but fails to pay his
Applicable Large Employer. An applicable large ‘empioyer is any emp

) eis spg}flser.elrfn?ums on a timely basis, the employer is nonetheless treated as
sc gigragepfor that coverage period.

employed on average at least 50 fulltime employees, full-time equivalents (FTI

some combination on husiness days during the preceding calendar year (Code !
4980H(c) (2); Reg. § § 54.4980H-1(a) (4) and 54.4980H-2) .2 An individual who ha

, ; oments. Employers and insurers are required to file an annual
i Reporting Reﬂfm’,""mfhe IRS reporting health care coverage provided to employees
coverage under the TRICARE program or the Veterans’ Administration is not
ered an employee in determining whether an employer meets the 50-emplo

tion return with 2567) (Code Secs. 6055 and 6056; Notice 2013-45),
threshold.

id other individuals (1
03. Penalty for
]' (1[ 2001) are
FTEs are determined by adding all hours of service for the month for empl
who were not full-time employees (but no more than 120 hours per employee),
dividing by 120. An employer not in existence during an entire preceding calent
is an applicable large employer for the current year if it is reasonably expected to
an average of 50 or more full-time employees (including FTEs) on business days
the current calendar year.,

An exemption to the 50-employee threshold applies if the employer has mor
50 employees for 120 days or less during the preceding calendar year, but the empk
ees in excess of 50 are seasonal workers. A seasonal worker is an employee W
performs labor or services on a seasonal basis including, but not limited to, €
agricultural workers and retail workers employed during the holiday season.

Employer Health Insurance Mandate

e

¢ the employer fails to offer at least 95 percent of its full-time emplo

Employers Not Offering Health Care Coverage. Applicable large
liable for a shared responsibility payment (assessable payment)

¢ fails to offer to its fulltime employees and their dependents

e ; ﬂ;‘;tjn“;tfg}"t’,’f entoll in minimum essential coverage under an eligible em-
ﬁloyeﬁgponsored group health plan for any month, and

o af least one fulltime employee is certified as having enrolled in a qualified

e h a Health Insurance Exchange and eligible to receive a pre-

g;ilgl tg}(agréhd[;?%% 1331) or cost-sharing reduction payment (Code Sec, 4980H (a);

] R&g §54.4980H‘4; Notice 2013-45) 7
: Sen are 1o Standard Feterdl Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
5 34,6197BL; HEALTH: 7 9] 34,6192A, ¥ 34,619ZBO0,

974, ] 34,619ZBF, . 1] 34,6192D.35; HEALTH: 6,054;
ot Se05  6,056; §42,110 B19ZD.35; 1 6,054;
AT 60 6434,6197B0, § 34,619ZBR;  §42130.10

HEALTH: 6,054; §42,125

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax EX

191 34,6197A, 1 34,619ZD.35; 29| 34,619ZBF, 9 34,962; 3 4 34,619ZA, 7] 3461
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The assessable payment for an employer not offering coverage with respect to an
calendar month equals the number of the employer’s full-time employees reduced by 30,
multiplied by 1/12 of $2,260 for 2017 (Code Sec. 4980H (a), (c) (1) and (c) (5); T, 9655:
Notice 2015.87). '

The 30-employee reduction applies only for purposes of calculating the assessah)
payment (Code Sec. 4980H (c) (2) (D)). It does not apply for determining if the employ, ¥
is an applicable large employer (i.e., 50-employee threshold). Also, a full-time emplgyer
does not include a fulltime equivalent (FTE) employee for purposes of the paymeee
cq]cu]ation (Code Sec. 4980H (c) (2) (E)). Employers with common ownership or oth;f
wise related are allowed only one 30-employee reduction which is allocated ratably
among all the related employers.

An employer must pay the assessable payment upon notice and demand by IRS; it ig
not required to be included with the employer’s tax return (Code Sec. 4980H (d)),"[h'e
payment is assessed and collected in the same manner as an assessable penalty
However, it is not deductible as a business expense (Code Sec. 4980H (c) (7) i

2005. Penalty for Employers Offering Health Care Coverage. Applicable large
iefmployers (12001) are liable for a shared responsibility payment (assessable payment)

¢ the employer offers minimum essential coverage under an eligible em.
ployer-sponsored group health plan to its full-time employees and their dependentg
for any month, but ]

® at least one full-time employee is certified as having enrolled in a qualified
health plan through a Health Insurance Exchange and eligible to receive an
applicable premium tax credit (9] 1331) or cost-sharing reduction payment because
the coverage is not affordable to the employee or does not provide minimum value
(Code Sec. 4980H (b); Reg. § 54.4980H-5; Notice 2013-45).8

Affordability. Coverage for an employee is affordable if the employee’s share of the
premium for self-only coverage, not family coverage, does not exceed 9.69 percent of e
employee’s annual household income for 2017 (9.56 percent for 2018) (Rev, Fru»,
2016-24; Rev. Proc. 2017-36). The affordability test applies to the lowest-cost opyan
available to the employee that also meets the minimum value requirement.

Safe harbors are provided for an employer to determine if coverage is o rdable fo
an employee based on the employee's Form W-2 wages, the employee’s vaic of pay, or
the federal poverty line. An employer may choose one or more safe hai'ors for all of ifs
employees or any reasonable category of employees, so long as it is'dene on a uniform
and consistent basis. The safe harbors only apply for purpesea-of the assessable
payment; they do not affect an employee’s eligibility for a prem:um ‘ax credit,

Minimum Value. An employer-sponsored group healti: pian fails to provide mini:
mum value if the plan’s share of the total allowed costs of benefits provided under the
plan_ is less than 60 percent of the costs, and generally fails to offer substantial coverage
for in-patient hospitalization and physician services (Prop. Reg. §1.36B-6).9 An eligible
employer-sponsored plan may determine whether it provides minimum value by: (1) a
minimum value calculator provided by the IRS and the Department of Health and
Human Services (HHS); (2) actuarial certification; (3) certain safe harbor plan designs;
or (4) for plans in the small group market, meeting the requirements for bronze, silver,
gold, or platinum level coverage.

Calculation of Assessable Payment. The assessable payment for an employer offering
health care coverage with respect to any calendar month equals the number of the
employer’s fulltime employees who receive a premium tax credit or cost-sharing
reduction, multiplied by 1/12 of $3,390 in 2017 (Code Sec. 4980H(b) and (c)(5); Reg:
§ 54.4980H-5; Notice 2015-87).10 '

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.

84 34,6192, 9 34,619ZBR, 94 4196U; HEALTH: 3,310; 10 i
) ' ; :3,310; 9 34,619ZA, 9] 34,619ZBR;
g} f;‘f;(?f?'as: HEALTH: 6,054;  §42,120 HEALTH: 6,054; é“ 42,130.15
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The assessable payment for any calendar month is capped at the number of the
employer’s fulltime employees for the month reduced by 30, multiplied by 1/12 of
69,260 for 2017. The cap ensures that the payment for an employer that offers coverage
can never exceed the assessable payment the employer would owe if it did not offer
coverage (1 2003).

An employer must pay the assessable payment upon notice and demand by the IRS;
it is not required to be included with the employer’s tax return (Coede Sec. 4980H(d)).
The payment is assessed and collected in the same manner as an assessable penalty,
However, it is not deductible as a business expense (Code Sec. 4980H(c) (7)).

Health and Welfare Benefits

2011, Welfare Benefit Plans. A welfare benefit plan or welfare benefit fund is any
fund through which an employer provides welfare benefits to employees, independent
contractors, or their beneficiaries (Code Sec. 419).11 Welfare benefits are benefits other
than deferred compensation or transfers of restricted property, such as accident or
health benefits, disability or death benefits, unemployment benefits, severance benefits,
yacation, or similar benefits,

An employer may deduct contributions paid or accrued to a welfare benefit fund to
the extent that the contributions do not exceed the qualified cost of the fund for the tax
year, reduced v the after-tax income of the fund. If the employer’s contributions to the
fund are mmovs than its qualified cost, the excess is carried over to the next tax year.
Welfare henciits provided directly by an employer to an employee are deductible only in
the trx year the employee includes the benefits in gross income or would include such
beacute in gross income if they were taxable to the employee (9 906) (Code Sec.
ada) (2) (A)) .12 An employer may not accrue and deduct unpaid welfare benefits.

A welfare benefit fund’s qualified cost is the direct cost the employer would have
been able to deduct using the cash method of accounting if it paid for the benefits
directly (Code Sec. 419(c)). It also includes any addition to a qualified asset account—a
reserve set aside for the payment of disability benefits, medical benefits, supplemental
unemployment benefits (SUB) or severance pay benefits, and life insurance or death
benefits (Code Sec, 419A).13

The allowable addition to a qualified asset account for a tax vear is the amount that
will bring the account to a level (the account limit) that is reasonably and actuarially
necessary to fund the payment of incurred but unpaid benefits. In the case of post-
retirement medical and life insurance benefits, the allowable addition is the amount
required to fund the payment of such benefits on a level basis over the working lives of
the covered employees based on current medical costs. For employers who do not
support higher additions to a qualified asset account by actuarial certifications, there are
safe harbor additions for the various benefits. Limits are placed on the level of disability,
SUB, and severance pay benefits that may be considered in establishing the account
limit for such benefits.

VEBAs. Collectively bargained voluntary employees’ beneficiary associations
(VEBAs) are exempt from the account limits applicable to welfare benefit funds (Code
Sec, 419A(f) (5)). Thus, employer contributions to VEBAs are deductible and earnings
are tax exempt. In addition, VEBAs that are funded solely with employee contributions
are also exempt from the account limits if: (1) the VEBA covers at least 50 employees;
and (2) no employee is entitled to a refund with respect to amounts in the fund, other
than a refund based on the experience of the entire fund. VEBAs are tax-exempt trusts
that provide life, sickness, accident, and other benefits to members, or their dependents
or beneficiaries, and meet certain nondiscrimination requirements (Code Secs.
901(c) (9) and 505).14

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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‘ 9-1-245 §9,345
- 1; 18,330; COMPEN: 42,050; 14 q 22,602, 9 22,711; COM-

34 PEN: 54,100; § 33,005

12011

=
m
=
—
X
=
™
m
=
m
L8,
_'
wn




684 U.S. Master Tax

2013. Employer Contributions to Accident and Health Plans. Contributiong

employer to an accident or health plan that provides coverage for personal injurieg .
T
undep the

sickness incurred by the employee and his or her spouse, dependent, or child

age of 27, are excluded from the employee’s gross income (Code Sec, 106

§1.106-1).15 If a plan provides other benefits in addition to accident and health ben-REE‘

the exclusion applies only to the part of th g ibuti i
: part of the employer’s contributions that is al|
;i:;:é;iexét an#sl'é%althdb%rzeﬁts. See ] 2015 for a further discussion of accident a
ns. See an 21 for a discussion of accident and health i
paid by a partnership or S corporation. B

An employer generally contributes to an accident or health plan b i :
of the premitm fgr accident and health insurance, or by contribﬂting tﬁaﬁﬁa&om"
or fund that prowdgs benefits directly or through insurance. A qualified long-term ;
Insurance contract is generally treated as an accident and health insurance contracf
this purpose (Y 2019), Emp]oyer contributions for the cost of long-term care ingyr g
ggﬁg:éi it}:rgjugh a fIiexﬂ:Ie spendir%g account (FSA) or similar arrangement (9 2041)‘,”ll
€ employee’s wages for income tax pu
wages for FICA and FUTA purposes (Code Sec. 10% (gfses, but they are exchil fom

Employer contributions to an employee’s health savings account (HSA
A.rche;‘ medical savings account (MSA)} (1 2037) may be excluded fr((fn ag g]ni{l)g% 5
gross income as employer-provided coverage for medical expenses under an accideites
health plan to the extent they do not exceed the HSA or MSA limits (Code Sec I(JE{(Er
apd (d)). If an employer makes such contributions, it must make comparable c‘ontrib ;
tions on behalf of all employees with comparable coverage during the same perit:j‘
(Code Secs. 4980F and 4980G).16 Payments or reimbursements made under a qualiﬁgd
small _employey health reimbursement account (QSEHRA) (2039) are includible iy
gross Income if in the month of which the medical expense is incurred the individuﬁ'
does not have minimal essential coverage (Code Sec. 106(g), as added by the 21t
Century Cures Act (P.L, 114-255)). Employer contributions paid for COBRA continya.

tion coverage of a former employee (7 2021) may al
ke ekt e acploy 15_];}) ) may also be excluded as coverage under an

ocable
0d heglth

2015. Accident and Health Benefits, Amounts received by an employee under ap

employer-financed accident and health plan ar '0SS incorse |
il p e generally excluded from gross incg: e if

* reimbursements for medical care of the em i
1 ployee, his or her spouse
dependent, or child under the age of 27 to the extent the medical expansgg weré

not deducted by th i i
§1.105_2);1?601_ y the employee in a prior tax year (Code Sec. 105(h); Reg.

¢ payments for permanent injury or loss of bodily funcdion isabili i
-Jow (e., disability) of
the employee, spouse, or dependent, so long as the paymeats are bhased mt]Y )the

nature of the injury rather than length of time th 1 i 5
(Code Sec. 105(c); Reg. §1.105-3),18 © employee 1o absent e

Amoupts received by an employee through an accident and health insurance that
are not rem}bursements of medical expenses, but are instead payments for personal
injuries or sickness, generally are included in gross income if they are attributable to
contributions by the employer that were not included in the employee’s gross income or
paid directly by the employer (] 2014) (Code Sec. 105 (a); Reg. §1.105-1).19 Amounts the
employee receives that are not attributable to employer contributions, such as benefits
attributable to .the employee’s own contributions, are not included in gross income.
Payments or reimbursements made under a qualified small employer health reimburse-
ment account (QSEHRA) (9 2039) are includible in gross income if in the month of

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations,

15 47 6800, 1 6801; HEALTH:
12,102; §42,220

1691 34,615, 4 34,6198;
HEALTH: 9,306; §42,515.35,
§42,615.10

1741 6700, ] 6703 HEALTH:
12,104; §42,215

184 6700, § 6705; HEALTH:
12,200; § 42,215 '

199 6700, 9] 6701; HEALTH:
12,104; §42,215
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] which the medical expense is incurred the individual does not have minimal essential

coverage (Code Sec. 106(g), as added by the 21st Century Cures Act (P.L. 114-255)).

Employee. An employee for this purpose includes any current, retired, and former
employee, as well as a widow or widower of a retired employee and any individual who
dies while an employee. It also includes a leased employee who provides services on
gubstantially full-time basis (IRS Pub. 15-B). Self-employed individuals are not consid-
ered employees and the cost of their employer-provided accident and health insurance is
included in their gross income (Code Sec. 105(g); Reg. § 1.105-5(b)).% However, a self-
employed individuals may deduct from gross income 100 percent of amounts paid for
health insurance coverage (Y 908). Partners in a partnership and two-percent or greater
shareholders of an S corporation who are employees are considered to be self-employed.

Dependents. A dependent for this purpose is the same as for claiming the depen-
dency exemption, but without regard to whether the dependent claims dependency
exemptions (] 137), files a joint return (Y 138), or has gross income in excess of the
exemption amount for the year (] 137A). If certain conditions are met, the IRS will treat
the child of divorced or separated parents as a dependent of both parents under an
employer accident and health plan (Code Sec. 105(h)).

Accident and Health Plan. An accident and health plan is any arrangement of an
employer that.provides benefits to employees and their spouses, dependents, and
children undsr oge 27 in the event of personal injury or sickness (Code Sec. 105(e); Reg.
§1.105-5(a: )2+ The plan may be insured or not insured, and does not need to be in
writing 2+ qualified long-term care insurance contract is generally treated as an accident
and lieith insurance contract for this purpose (9 2019). A sickness and disability fund
¢ vaployees maintained by a state, the District of Columbia, or Indian tribal govern-
mout are also treated the same as an employer accident and health plan (Code Sec.
7571(a) (6) (A)). Qualified health care benefits provided by an Indian tribal government
may also be excluded from gross income (Y] 2027). An employer’s accident and health
plan must not discriminate in favor of highly compensated individuals ( 2017).

COBRA Coverage. A group health plan provided by an employer must offer each
qualified beneficiary who would otherwise lose coverage as a result of a qualifying event,
an opportunity to elect continuation coverage referred to as COBRA continuation

coverage ( 2021).

Railroad Unemployment Insurance. Benefits paid to an employee under the Railroad
Unemployment Insurance Act for sick days are included in the employee’s gross income
unless an illness is due to an on-thejob injury (Code Sec. 105(j)).22

Annuity Rules. Amounts received as accident or health benefits are generally not
taxable under the annuity rules of Code Sec. 72 (Reg. §1.72-15).23 However, some
employer-established plans pay participants both amounts taxable under the annuity
rules (] 817) and amounts excludable from gross income as payments under an accident
or health plan. Specific rules are provided for determining which amounts are excluda-
ble in these cases. Benefits attributable to the employee’s contributions are excludable
from gross income under the rules at 9 851.

2017. Nondiscrimination Requirements for Employer Health Plans. An em-
ployer's self-insured medical reimbursement plan must not discriminate in favor of
highly compensated individuals in terms of eligibility for coverage or benefits offered
under the plan (Code Sec. 105(h); Reg. §1.105-11).2¢ For plan years beginning on or
after September 23, 2010, similar nondiscrimination requirements apply to group health
plans other than selfinsured plans. However, compliance for group health plans will not
be required until additional guidance is issued (Code Sec. 9815; Notice 2011-1). For a
discussion of employer health reimbursement arrangements (HRAs), see  2039.

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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Excess reimbursements paid to a highly compensated individual under a play

fail iscriminati : : i 1 ]
S to meet the nondiscrimination requirements are includible in the individual' thay

income. A highly compensated employee for this purpose is an e i

\ . C mployee
tfﬁe five highest paid officers, among the highest paid 25 percent o? 3131( emvglllc;;;:gs 5
shareholder owning more than 10 percent in value of the company's stock., ° O

The entire amount of a reimbursement with res ect to a i i
pnlly to highly compensated individuals is treated as anpexcess re?rggigéetrﬁfnltsi: Vialla'hle
In income, In the case of a plan that discriminates in terms of eligibility, S el
ggfss relnldb}lrspl:nent is qual to all the medical expenses for whi’ch the k
totalp:r?lsatet ulldigdual was relmbqr_sed times a fraction—the numerator of which ig #
o 3;11111 art?)lf} ?ﬁsed to all participants who are highly compensated inr:livichla];E
T enduing! is e tot_al amount reimbursed to all employees under the plan for th,
pla y1 o .d {he plan discriminates in terms of eligibility and benefits any amount I‘thg
1s included in income by reason of the benefits not being available 'to all oth Which
pants is not to be taken into account in determining the excess reimburse. e
result from the plan being discriminatory in terms of eligibility. e

There is no eligibility discrimination if the plan benefits: (1
aern;pkl)_yt_?gls‘: Ior 80 percent of all eligible employees if at least ;Oilziizzsttt;rfoalﬁeg;nfoﬁﬂ
favoe 1%1 le; or (2) a class of employees found by the IRS not to be discriminpt L
o hlgh!y compensated individuals. Certain employees, such as part-tim el
employees with less than three years of service, employees' under age 25, aned?;];?m'

ees excluded as a result of a collective bargain;
: lect] gaining agreement, may b
coverage. There is no benefits discrimination if the self-insured mﬁdigale}éﬂ;;f;ﬁ.am

provides the same benefits for non-hj i
g e non-highly compensated employees as it does for highly

2019. Long-Term Care Insurance. A i i
: ance. A qualified long-term care insu i
g)e‘?é‘f;ig:su% acc1dent1 L?im(ii }11ea1th Insurance contract, and any employel;aglilencsgim
€r a qualiied long-term care insurance contract i tr i
and health plan (Code Sec 7702B).%5 Am i Ger the aateart e
nd ; : ts received under th 2
dividends and refunds are excluded fr g ipi e ot o
. S are om the recipient's gross inco .
;‘;:celred for personal injuries and sickness (1 2015). The egclusion déﬂ: :st ?fslu‘t;
; rég-dgnn care insurance coverage provided under a cafeteria plan (9 2045) ar ﬁéx}irhl
pending arrangement (9] 2041) (Code Secs. 106(c) and 125(f)).26 Premjurie paid byas

individual for a qualified long-ter i 1
e rplid l g-lerm care Insurance contract may he ‘doducted as a

A qualified long-term care insuranc i i

. : 3 e contract is an insurasice contract
g;g‘\:ieil]%svgo:s(riag‘e (;fn qu%hﬁed long-term care services, incluciag ',ﬂc;sswy diglg:a;ogglcy
pres X ealment services, or personal care services e ‘uiréd b i il

. - . i a C
ﬁ?;\;lg?;lazrgiihafsglbed tg'r athcenseg health care practitionei k(Code Sgc. ?%ggt(cba)llgnﬂi

; » L1€ contract must be guaranteed renewable, must not i
surrender value, and must meet certain consumer protection provisions, mrovideiS

2021. COBRA Continuation Covera i
. ge. A group health plan pr -
gg;ysegomtg aZI?dog mor;e1 eleplt;lyees n;;s‘it offer each covered en?ploygem:: ivi]lf};saﬁi: l:r
. ependent, who would lose coverage as a result of a L'lal' i
nggggj?sltx to tla_le(;t to continue coverage referred to as COBRA coqverauizyén gcz‘éims'é?
e of'empilouyaln df::yrlnl:cl%) iv:n; mtti‘.h resiptict toa (C:Iovered employee includes death termina:
[ eduction of hours, divorce or legal separatio igibili
Medicare, a dependent child ceasing to be a dependent, or bankr?xptcy ;f’ ﬂilégé?r:ggyg

Group health plans th i R
subjegt to an e}gcailfsles ta_:t fail to provide COBRA coverage to qualified beneficiaries are

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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The option to elect COBRA coverage must allow the qualified beneficiary to
urchase medical coverage under the company plan at group, rather than i_ndiyid_ua],
rates for at least 18 months for most qualified beneficiaries (36 months in limited
circumstances). The plan may require the beneficiary to pay premiums for the continua-
fon coverage not to exceed 102 percent of the applicable premium for the coverage
period. The continuation coverage must be identical to the coverage provided to
gimilarly situated beneficiaries under the plan for whom no qualifying event has
'gccurred.

2023. Wellness Programs; Employee Assistance Programs. Wellness programs
or employee assistance programs (EAPs) are generally part of an employer's overall
health promotion for employees and may be one of several methods used to reduce
health care costs. Although many EAPs are initiated to deal with drug and alcohol
abuse, EAPs may also address family problems, stress, job termination, finances, and
retirement. Because EAPs commonly provide treatment for drug and alcohol abuse and
other similar health and medical problems, they often qualify as employee welfare
penefit plans (7 2011). However, if an EAP merely provides referrals and does not pay
for any services or benefits, the EAP will not be deemed to be an employee welfare
benefit plan (Pension Welfare Benefits Administration (PWBA) Opinion Letter 01-26A).

2025. Disahility Benefits Under Employer Insurance Plan. Disability income
plans are errpioyer plans, some mandated by state law, that provide full or partial
income replacement for employees who become disabled. To the extent an employer
offers such’ coverage under an accident and health plan, whether benefits received by
employecs are taxable depends on who pays for the premiums and whether they are
i 1d 0t an after-tax basis (9 2015) (Code Sec. 105(a)).

2027. Indian Health Care Benefits. Qualified health care benefits provided by
(ndian tribal governments to a member of an Indian tribe, or to a member’s spouse or
dependent, are excluded from the beneficiary's gross income (Code Sec. 139D).29 A
qualified health care benefit includes:

e any health service provided or purchased by the Indian Health Service
through a grant, contract or compact with an Indian tribe or tribal organization, or
through a program funded by the Indian Health Service;

e medical care provided or purchased, or reimbursements for such medical
care, by an Indian tribe or tribal organization for a member of an Indian tribe, the
member’s spouse or dependent;

o coverage under an accident or health insurance plan provided by an Indian
tribe or tribal organization for medical care to a member of an Indian tribe, the
member’s spouse or dependent; and

o any other medical care provided by an Indian tribe or tribal organization
that supplements, replaces or substitutes for medical care programs and services
provided by the federal government to Indian tribes or their members.

The exclusion does not apply to Indian health care benefits that are not includible in
the beneficiary’s gross income under another provision in the Code or to any benefit for
which the beneficiary may claim a deduction.

2028, Indian General Welfare Benefits. Indian general welfare benefits provided
to, or on behalf of, a member of an Indian tribe, the member's spouse, or dependents are
excluded from the recipient’s gross income (Code Sec. 139E).3® An Indian general
welfare benefit is any payment made, or services provided, under an Indian tribal
government program administered under specific guidelines and which does not dis-
criminate in favor of members of the governing body of the Indian tribe. A program will
not fail to be treated as an Indian tribal government program solely by reason of it being
established by tribal custom or government practice. Benefits under the program must
be available to any tribal member and must be for the promotion of general welfare. In

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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addition, benefits must not be lavish or extrava, i

, _ ! gant, and not provided as com i
for services. Any items of cultural significance, reimbursement of costs, or casge;:c? e
rium for participation in cultural or ceremonial activities for the transmission of E»? =
culture will not be treated as compensation. bl

2029. Subsidies for Retiree Prescription Drug Plans. An em i
ngh_i(iied retiree prescription drug plan to its retired employees ispi?isé?‘ll;l??tt)f ;msﬂdes" :
ts_}‘il sidy payment each year from the federal government based on the cost of pmvpﬁ?]

€ coverage to qualified retirees (Social Security Act, §1860D-22). The subsid
nlltent ls_exclu_dgble from the employer’s gross income for both regular income ta!;pay
:Herna;)tiwe minimum tax (AMT) purposes (Code Sec. 139A) 3! The amount othena;n g
< ot;lva e as a deduction to the employer for retirec prescription drug costs is red, t
Yy the amount of the excludable subsidy received by the employer, e

2031. Medical Loss Ratio Rebates, Health insur i
1 / ¥ ance issuers may be requj
pay medical loss ratio (MLR) rebates to policyholders in the formy of eiiﬁgfed o
payments or premium reductions. For policies purchased on the i

individual i
market, MLR rebates are taxable or nontaxable depending on whether thiz E;[uy{]?iicﬁ

deducted the premium payments (www.irs i
ted th : JArs.gov, IRS FAQs, Medical Loss Rati
glth? hndqndual dld‘not deduct the premiums for the year, an MLR rebsate rgcg;‘%?)')'
g ollowing year is excluded from income whether received as cash or premj -
reduction. If the individual deducted the premiums, then an MLR rebate received in 31[2

following year i itemi i
e ngg). is treated as the recovery of an itemized deduction under the tax benefit

For policies purchased by an empl
ployee through an employer-sponsored
health plan, MLR rebates are taxable or nontaxable depending on Wheth]z'r the gmpglg;le.lg

used pre-tax or after-tax dollars to pay the health insurance premiums. If the employee

used pre-tax dollars, then any MLR rebate received i j i
3} s subject to incom d -
ment taxes. If the employee used after-tax dollars and MLR rebates ar: ;gid e(ﬁllﬁzot);

fhmployees who participated in t_he plan both in the year the premiums were paid and in

e 1year tg% rebates are receaved', then a rebate is not included in income if the

giglg}y;ggs :3 . r%ol; d%duct. thfteh premiums. If, however, MLR rebates are provided to all
cipating in the group health plan in th i

regardless of whether the employee participat ) Ehwtutieriade |

! ed in the plan in the year the NS
were paid, then th i in i i P
dollars. e rebates are not included in income if the employee used aftactax

HSAs, HRAs, and FSAs

2035. Health Savings Accounts (HSAs). A health savi i
> S . vings account {H
or custodial account established for the exclusive purpose of faying fil*r'l q::al?jé)xe)dlilaegzé:]t
expenses of the account beneficiary (Code Sec, 223).32 HSAs cap-be established by an

employee through an empl g i i i
L ah. ployer's cafeteria plan (9] 2045) or by 1wdividual outside the

Eligibility. To be eligible to establish an HSA in any month, an individual:

R " Ay ;
P, rrlglrllsﬂu ,he covered by a high-deductible health plan (HDHP) on the first day

® must not be covered by any other plan that is not a HDHP,
¢ must not be enrolled in Medicare, and
® cannot be claimed as
Sec. 223(c) (1)) .38
Exceptions exist for permitted covera i i
! L for p ge under certain non-HDHPs includi -
age for accidents, disability, dental care, vision care, long term care, or pr:ens%r(i:ggg;

drugs. Also allowed is permitted insurance for a specified disease or illness, insurance

paying a fixed amount per day (or otht_ar period) for hospitalization, and insurance if
rage relates to liabilities for workers’ compensation, ownership

a dependent on another person’s tax return (Code

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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or use of property (for example, auto insurance), or torts. An individual will not fail to be
freated as an eligible individual solely because he or she receives hospital care or
medical services under any law administered by the Department of Veterans Affairs for a
service-connected disability (Code Sec. 223(c) (1)).

While covered by an HSA, an individual generally may not be covered by a health
flexible spending arrangement (FSA) (7 2041) or health reimbursement account (HRA)
(9 2039) sponsored by the individual's employer or spouse’s employer unless it is a
limited purpose FSA or HRA, a suspended HRA, a post-deductible health FSA or HRA,
or a retirement HRA. Coverage under a general purpose health FSA during a grace
period is disregarded in determining if tax deductible contributions can be made to an
HSA for that period if the balance in the health FSA at the end of the plan year is zero or
the entire remaining balance in the health FSA at the end of the plan year is contributed
to an HSA in a qualified HSA distribution.

A taxpayer who is an eligible individual for an HSA on the first day of the last month
of a tax year is treated as eligible during every month of the year. If the taxpayer ceases
to be eligible during the period beginning with the last month of the tax year and ending
on the last day of the 12th month following that month, he or she must include in gross
income an amount equal to the amount actually contributed minus the sum of the
monthly contributian limits to which the individual would otherwise have been entitled.
An additional 10-percent tax is imposed on this amount. Recapture does not apply if the
taxpayer is in:ligible due to death or disability (Code Sec. 223(b) (8); Notice 2008-52).3¢

Depencizut. The definition of a dependent for purposes of an HSA is the same as for
claiminy® & ‘dependency exemption, but determined without regard to whether the
dependent claims dependency exemptions (] 137), files a joint return (] 138), or has
pruss income in excess of the exemption amount for the year (137A) (Code Sec.
422(d) (2) (A4)). If certain conditions are met, the IRS will treat the child of divorced or
separated parents as a dependent of both parents, without a declaration by the custodial
parent releasing the claim to the dependency exemption (] 139A) (Rev. Proc. 2008-48).35

Contributions. Cash contributions may be made to an HSA by the eligible individual,
the individual’s employer, or any other person on behalf of the eligible individual.
Contributions made by an individual outside the employment context are deductible as
an above-theline deduction in calculating adjusted gross income (AGI) (Code Secs.
62(a) (19) and 223(a)). Employer contributions to an employee’s HSA may be excluded
from the employee’s gross income (] 2013). An individual must report all contributions
to his or her HSA on Form 8889.

The maximum amount that can be contributed for 2017 is $3,400 for self-only
coverage or $6,750 for family coverage (Rev. Proc. 2016-28). The maximum amount that
can be contributed for 2018 is $3,450 for self-only coverage or $6,900 for family coverage
(Rev. Proc. 2017-37). The contribution limit is increased $1,000 if the individual reaches
age 55 by the end of the tax year. The annual limit applies to all HSAs of the eligible
individual combined, and all contributions made by anyone to the accounts. The limit is
decreased for any month the participant is not an eligible individual. Excess contribu-
tions are subject to a six-percent excise tax. Contributions cannot be made after the
participant attains age 65 or is enrolled in Medicare (Notice 2008-59, amplifying Notice
2004-2; Notice 2004-50).36

Married Taxpayers. For married individuals, if either spouse has family coverage
under any health plan, then both will be treated as having only family coverage under
the plan. If each spouse has family coverage under different plans, then both spouses are
treated as having coverage under the plan with the lowest deductible (Code Sec.
223(b) (5)). If only one spouse is an eligible individual, only that spouse may contribute
to an HSA (Notice 2004-50). If one or hoth spouses have family coverage, the contribu-
tion limit is the lowest deductible amount, divided equally between the spouses unless
they agree on a different division, and further reduced by any contribution to an Archer

References are o Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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Contributi } 1
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2037. Archer Medical Savings Accounts (MSAs). An Archer medical savings
ecount (MSA) is a trust or custodial account established for the e'xcluswe purpose of

o for qualified medical expenses of the account beneficiary, his or her spouse, or
B endents (Code Sec. 220).%! Archer MSAs operate almost exactly the same as health
savings accounts (HSAs) (12035), except that new Archer MSAs may not be estab-
ed after 2007. An individual can still utilize an Archer MSA if he or she was an active

icipant in the MSA before 2008, or he or she became an active participant for a tax
ear ending after 2007 by reason of coverage under a high deductible health plan
y‘d‘.al])[-IP) of an Archer MSA participating employer.

To qualify for an Archer MSA, an individual or spouse must be either an employee
of a small employer or selfemployed person that maintains an HDHP. A small employer
for this purpose is generally an employer who had an average of 50 or fewer employees
during either of the last two calendar years. Like HSAs, the individual can have no other

health care coverage, including under Medicare.

An HDHP under an Archer MSA has higher annual deductibles and lower out-of-
cket limits than under an HSA: (1) for self-only coverage, the minimum deductible is
£§,250 for 2017 (52,300 for 2018), the maximum deductible is $3,350 for 2017 (53,450 for
9018), and the maximum out-of-pocket limitation is 84,500 for 2017 (84,600 for 2018); and
(2) for family-~overage, the minimum deductible is 54,500 for 2017 (54,600 for 2018), the
maximum-ceductible is $6,750 for 2017 (86,850 for 2018), and the maximum out-of-
pocket dimiitation is $8,250 for 2017 ($8,400 for 2018) (Rev. Proc. 2016-55; Rev. Proc.
2017 58).

Cantributions. Cash contributions may be made to an Archer MSA by the eligible
p.awvidual or the individual's employer. Contributions made by the individual outside_ of
fhe employment contact are deductible as an above-the-line deduction in calculating
adjusted gross income (AGI) (Code Secs. 62(a) (16) and 220(a)). Employer contributions
to an employee’s MSA may be excluded from the employee’s gross income (] 2(_)13)_. An
individual must report all contributions to an MSA on Form 8853. Annual contributions
to an Archer MSA are limited to 75 percent of the deductible of the required health
insurance plan (85 percent if a selfonly plan). Contributions are also ]Iirnited by an
employee’s compensation or the income earned from a self-employed individual's busi-
ness (Code Sec. 220(b)). Excess contributions are subject to an excise tax.

Distributions. Distributions from an Archer MSA are excluded from the account
beneficiary’s gross income only if used to pay or be reimbursed for qualified medical
expenses incurred during the coverage period (Code Sec. 220(D). Qualified _me@ma]
expenses are those specified in the plan that would generally qualify as an itemized
deduction and incurred by the account beneficiary, his or her spouse, or depend.ents
(f1016). Nonprescription medicines (other than insulin) are not considered qualified
medical expenses under an MSA. In addition, health insurance premiums are not
qualified medical expenses under an MSA unless for long-term care insurance, COBRA
continuation coverage, and health care coverage while receiving unemployment com-
pensation. Distributions from an MSA not used for qualified medical expenses are
included in the account beneficiary’s gross income and subject to a 20 percent additional
tax, unless made after the beneficiary reaches age 65, dies, or becomes disabled. The
additional tax is not treated as a tax liability for purposes of the alternative minimum tax
(] 1420).

Medicare Advantage MSAs. Medicare Advantage MSAs are medical savings ac:
counts that must be used in conjunction with a high deductible Medicare Advantage
MSA health plan (Code Sec. 138).4 Individuals eligible for Medicare are permitted to
have their Medicare benefits deposited directly into a Medicare Advantage MSA and can
make trustee-to-trustee transfers from Archer MSAs to these MSAs. Income earned on
the account and withdrawals used to pay health care expenses are not included in the
individual’s income.

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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2089. Health Reimbursement Arrangements (HRAs). A heal
arrangement (HRA) is an employer-funded plan that reimburses em
medical care expenses (Notice 2002-45, amplified by Rev. Rul. 2006-36).** An HRg
funded solely by employer contributions and may not be funded throu,
salary de_ferrals under a cafeteria plan (9 2045). The plan must provide rei
up a maximum dollar amount for a coverage period. Any unused amounts i
be carried forward for reim
an employer-provided accident or health plan (] 2015), coverage and rei

qualified medical care €xpenses are generally excludable from the e
income,

An HRA may be offered in conjunction with other provided h
a group health plan or health FSA (7 2041). An HRA is generally subject to an excise
for failing to meet group health plan requiremt_ents unless they are integrated with

nan HRA ¢

retiree plans and plans with fewer than two participants, 44
An exception is also provided for a qualified sm

least 90 days before the beginning of a year for which the QSEHRA is provided,

However, the notice requirement is suspended for a QSEHRA provide
employees for a year beginning in 2017 (Notice 2017-20).

Dlst;ibuﬁons from an HRA can only be used to reimburse the employee for Lig a
her qualified medical expenses incurred during the coverage period. Qualified magical
expenses are those specified in the plan that would generally qualify as ar iiemized
deduction and incurred for the employee, spouse, dependent, or child unde- e age of
27 (1] 1016). Nonprescription medicines (other than insulin) are not coneidered qualified
medical expenses under an HRA (Code Sec. 106(D).16

2041, Flexible Spending Arrangements (FSAs). A flexible spand
(FSA) is an employer-established benefit program under which a1
employee’s account may be used to reimburse the employee foi
care, or adoption expenses that would otherwise be excludap!

gross income if paid by the employer (Prop. Reg. §1.125.5) 47 Ap
employer contributions or b

a cafeteria plan (9 2045).

The plan must provide either a maximum dollar limi
compensation that can be contributed through a cafeteria
FSA, the maximum contribution is limited to $2,600 for 2

ing arrangement
ouvnts credited to an
walth care, dependent
e from the employee's

; FSA may be funded by
y a salary reduction agreement with pre-tax dollars as part of

t or maximum percentage of
plan. In the case of a health

exclude under a adoption assistance program (2063) or depende

nt c. istance
program (9 2065). are assis

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations,
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th 1'eirnbm-seme,_1
ployees for qualifieq

i
gh employ
mburseme;:g

bursements in later years. To the extent an HRA constitut:;
mbursements of
mployee’s grogg

ealth benefits, sych as

d to eligibl»

SA may not be used to defer compensation; any balance remaining in the

oﬁlt Et the e‘{ad of the plan year is generally forfeited (usg-ﬂ-or—lose-lt 1‘_ule) (Prop.

i §1.125-5(c); Notice 2005-42).1 However, a plan may permit a grace period of up to

1-zeg'moxiths after the end of the plan year (March 15 for ca]e.ndar year plans) during

21}/:‘,'cb. qualified expenses incurred during the period can be p_alcl from any amounts left

o tlhe account at the end of the previous year. The employer is not permitted to refund
fny balance in an FSA account to an employee.

: ria plan may also allow up to 8500 of any balance remaining in a health FSA
tth?é;fieg?f thé) year toybe carried over to pay or reimburse qualified medical expenses
i urred in the next year (Notice 2013-71). The carried over amount does not count
milinst the maximum contribution an employee can make to the health FSA. Any
agused amount in a health FSA at the end of the year in excess of $500 gor lower amount
Lmeciﬁed in the plan) is forfeited. A plan that adopts the carryover option may not also
pgovide the 22 month grace period.

] es for Health FSAs. Health FSA plans must comply with the rules
pﬁgggfftzaioilé}llericcident and health plans, 'mc]udipg ,the _nondlscrlmmatlon require-
?nents for highly compensated employees (§ 201?). Dlsmbut]ons from a'health FSA can
nly be used to reimburse the employee for qualified medical expenses _mcurred during
ghe coverage period. Qualified medical expenses are those specified in the plan that
would generally ¢ualify as an itemized deduction and mcurrgd .for the qn}ployee, spotlll_lse,
dependent, o* <hild under the age of 27 (7 1016). Nonprescription medicines (other than
insulin) are rot considered qualified medical expenses under an FSA (Code Sec.

106(f)).50

Cuclified Reservist Distribution, A cafeteria plan may allow for d1's1:r1but10n of any
vc.n:\i‘;ingjiala.nce of a health FSA for any reason to a participant \thp is called to ac_lee%
- ity for a period of at least 180 days due to his or her membership in a reserve uglt };)
‘fﬁe military (Code Sec. 125(h)). The distribution must be made b_etween the date of the
order and the last day for which reimbursements can be made during the plan year.

ily and Medical Leave Act. The Family and Medical_ Leave Act (PL 103}3)
(FM{K;miij':lposes certain requirements on employers regardmg coverage, mcludmg
family coverage, under group health plans for employees taking FMLAlleave Ran
regarding the restoration of benefits to employees who return from FMLA ;:av:i. ! eg.
§1.125-3 provides guidance on the effect of the FMLA on the operation of cafeteria
plans.

Cafeteria Plans

. Cafeteria Plans. Cafeteria plans are employerwspong.qred ben_eﬁt packages
that L:)?fi? e?nployees a choice between taking cash and receiving qualified be;’;e%}ts
which may be excluded from gross incon_ne (Code‘Sec. 125; Prop. Reg. _§1.125—1). i g
participant chooses cash, it is includible in gross income as compensation. If qual ﬂieA
benefits are chosen, they are excludable to the extent allowed under the Code.
cafeteria plan cannot offer anything other than cash or qualhﬁed benefits. An employer
who maintains a cafeteria plan is required to file an information return, but the reE%OI‘tmg
requirement has been suspended indefinitely (Code Sec. 6039D; Notice 2002-24).

Cafeteria plan elections must he made befqre the start of ﬂ_'Le plan year and z_arfi
generally irrevocable unless the employee experiences a change in status (i.e., marita
status, number of dependents, etc.). However, an employer may permit electllons
regarding health care coverage to be revoked for employ_ees Ie)fpected to average less
than 30 hours of service per week who nevertht_a]ess are still eligible for coverage under
the employer plan, and employees who would like to cease employer coverage a.n_dth buy
health care coverage through an American Health Benefit Exchange (see later) without
a period of duplicate or no coverage (Notice 2014-55).

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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A cafeteria plan may include any of the following qualified benefits: accident gp,
health benefits (] 2015) including benefits under a flexible spending arrangement
(12041), adoption assistance benefits (7 2063), dependent care assistance benefitg
4l ?065). disability coverage (Y 2025), group-term life insurance (9 2055), and health
savings accounts (HSAs) (Y 2035). A qualified benefit does #ot include benefits under a5
Archer medical savings accounts (MSAs) ( 2037), scholarships and fellowship grap
(1 865), educational assistance benefits (9] 2067), long-term care insurance (f 2019), o
statutory fringe benefits under Code Sec. 132 (f 2085). A plan that provides defer}eé
compensation is generally #of included in the definition of a cafeteria plan, Howevyer
elective contributions under a qualified cash or deferred arrangement, profit-sharing
plan, stock bonus plan, such as a 401(k) plan (f 2121), or contributions by an edycg.
tional institution for post-retirement group life insurance are permitted.

Highly compensated employees (2114) are not entitled to exclude any benefit
under a cafeteria plan attributable to a plan year in which the plan discriminates in fayqy
of the highly compensated employees with respect to participation, contributions, ang
benefits. Key employees (] 2132) are not entitled to exclude any benefit attributable toa
plan year in which the statutory qualified benefits provided to all key employees exceeq
25 percent of the total of such benefits provided to all employees under the plan. In such
cases, the benefits must be included in the gross income of the highly compensated

«leg'ép(lé))})rees or key employees for the tax year in which the plan year ends (Code Seg,

American Health Benefit Exchange Plans. An American Health Benefit Exchange
(otherwise known as a Marketplace Exchange) and Small Business Health Options
Program (SHOP) Exchange, run either by a state or the federal government, are
generally available in every state and provide qualified individuals and small businesses
with access to health plans, possibly at subsidized prices. Qualified health plans offered
through such an exchange cannot be provided by employers through a cafeteria plan
unless the: employer is exchange-eligible (Code Sec. 125(f) (3)). An exchange-eligible
employer is a small employer electing to make all of its full-time employees eligible for
one or more qualified health plans offered in the small group market through an

Tﬁkﬁ%%f (Act Sec. 1312(f) (2) (A) of the Patient Protection and Affordable Care Act P

A small employer is an employer who employed an average of at least one, hu not
more than 50, employees on business days during the preceding plan year and e:x ploys
at least one employee on the first day of the current plan year. States have the uption to
treat employers with 51 to 100 employees as small employers (Act Sec. 1504 (b) (2) of
P.L. 111-148, as amended by Act Sec. 2(a) of the Protecting Affordable Coverage for
Employees (PACE) Act (P.L. 114-60)). The small group market is the health insurance
market under which employees obtain health insurance coveraze through a grou
health plan maintained by a small employer (Act Sec. 13043)%, of P.L. 111-148),
Beginning in 2017, states may expand the definition of an exchange-eligible employer to

ilnlcllul:ilcé)large employers in addition to small employers (Act Sec. 1312(f) (2) (B) of P.L.

_ 2047, Simple Cafeteria Plans. Certain small employers can establish simple cafe-
teria plans under which the nondiscrimination requirements applicable to regular cafete-
ria plans (7 2045), as well as the nondiscrimination rules applicable to group-term life
insurance (Y] 2055), accident and health plans (f 2015), and dependent care assistance
programs (11 2065), are considered satisfied (Code Sec. 125())).53 A simple cafeteria plan
is a cafeteria plan established and maintained by an eligible employer that meets certain
contribution, eligibility, and participation requirements.

Eligible Employers. To be eligible to establish a simple cafeteria plan, an employer
must have employed an average of 100 or fewer employees on business days during
either of the two preceding years. An employer that was not in existence throughout the
preceding year may be considered as an eligible employer if it reasonably expects to

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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average 100 or fewer employees on business days during t_he currept vear, If an
employer has 100 or fewer employees for the year and establishes a simple cafeteria
lan, then it is treated as an eligible employer for any subsequent year even if the
employer employs more than 100 employees in the subsequent year, unless the em-
ployer employs an average of 200 or more employees during the subsequent year,

For purposes of determining the qualification of a business that has changed
ownership, the fact that the previous owner had 100 or fewer employees ina prec:olz-:dmg
ear is used to determine eligibility of the current ownership to establish a simple
cafeteria plan. Also, all persons treated as a single employer for purposes of the work
opportunity credit (] 1365G) or the deferred compensation rules for leased employees
under Code Sec. 414(n) or Code Sec. 414 (o) are treated as one person for purposes of
simple cafeteria plans.

Contribution Requirements. The contribution requirements of a simple cafeteria plan
are met if the employer is required by the plan to make a contribution to provide
qualified benefits on behalf of each qualified employee in an amount equal to: (1) a
uniform percentage of at least two percent of the employee’s compensation for thge year;
or (2) at least six percent of the employee’s compensation for the plan year or twice the
amount of the salary reduction contributions of each qualified :?mployee, whlchfevex: is
less (Code Sec. 125()(3)). If the employer bases the satisfaction of the contribution
requirements 21 the second option, it will not be treated as met if the rate of contribu-
tions with resyeci to any salary reduction contribution of a highly compensated (f 2114)
or key empiovee (7 2132) is greater than that with respect to any other employee.

FEmployee Eligibility and Participation Requirements. The minimum eligibility and
pardciyation requirements of a simple cafeteria plan are met if all employees who had at
Teacr 1,000 hours of service for the preceding plan year are eligible to participate. In
audition, each employee eligible to participate may elect any benefit under _the plan,
subject to terms and conditions applicable to all participants (Code Sec. 125()(4)). An
employer may elect to exclude from the plan, regardless of the satisfaction of the 1,000
hour requirement, employees: (1) who have not attained the age of 21 before the close
of the plan year; (2) who have less than one year of service with the employer; (3) who
are covered under a collective bargaining agreement; or (4) who are nonresident aliens
working outside the United States whose income did not come from a U.S, source.

Other Employee Benefits

2055, Group-Term Life Insurance. An employee may exclude from gross income
the cost of the first $50,000 of group-term life insurance on his or her life provided under
a policy carried directly or indirectly by the employer (Code Sec. 79(a) and (c) ; Reg.
§§1.79-1 and 1.79-3).5% The cost of coverage in excess of $50,000 is included in the
employee’s gross income and subject to employment taxes, reduced by any amount the
employee paid toward the insurance. The cost in excess of $50,000 is not the employer's
actual cost in providing coverage. Instead, the cost is determined under a Uniform
Premium Table (see below) which provides a per-month premium cost for $1,000 of
insurance based on the employee’s age as of the end of the employee’s tax year. The
§50,000 limit relates to the group-term life insurance coverage which the employee
receives during any part of the tax year.

In the case of a disabled or retired employee, the full cost of employer-provided
group-term life insurance coverage is excluded from the employee’s income (Code Sec.
79(b) and (d); Reg. §1.79-2; Temp. Reg. § 1.79-4T).55 A full exclusion is also available if
the employer or a charity is the beneficiary of the insurance benefits. On the other hand,
akey employee (9 2132) must include the cost of all benefits he or she receives under a
plan that does not satisfy nondiscrimination requirements. In addition, coverage on the
life of the employee's spouse or dependents is not excluded unless it qualifies as a de
minimis fringe benefit (9 2089).

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations,
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. Group-term life insurance is insurance that provides for a general death benefit that
is excluded from gross income (9 803) and provided to a group of at least 10 full-time
Fmployees at some time during the year (Reg. §1.79-1; IRS Pub, 15-B). An employee
includes any current common-law employee, former employee, or leased employee, g4
_well as a statutory employee who is a fulltime salesperson. An employee does 'not
include a selfemployed person, partner, or two-percent or more S corporation share.

nsure to each employee must be computed under 4
formula that precludes individual selection. In addition, the policy must not provide any

holder. The amount of insurance provided

permanent benefits,
Table 1
Cost Per $1,000 of Protection for One-Month Period
Age Cost
CRABERN 2 v e M s o8 7 s 968 5 e e o, s 5 cents
IONRTOUENDD . .0 i wes wws 5 b b B 5 e o 6 cents
30through34 ................. ... ... .. " 8 cents
T 9 cents
40throughdd ... ....... ... ........... ... 10 cents
45through49 ........... ... .. ... ... " 15 cents
SOthroughbd ........................... " 23 cents
S5through59 .............. ...... ... . " 43 cents
60 through6d ......................... . " 66 cents
A ERHOBEIE 1.0 socn 5 veos v 5 @5 B85 7 oo Lo §1.27
FOANAADONE s o v 453 5 0 52 5 barg v o o oo 2,06

. Example: X Corp. pays the premiums on a $70,000 group-term insurance
policy on the life of its president, Fox, who is 51 years old at the end of 2017, The
IRS-established uniform cost for $1,000 of group-term coverage for twelve monthsg

is $2.7_6 ($0.23' x 12) (Reg. § 1.79-3(d) (2)). The cost of the policy includible in Fox's
gross income is computed as follows:

Total insurance coverage ... .................. .. .. .. . $70,000.00
Taxfreeinsurance . ........................ . " 50,000.00
Insurance coverage subjecttotax ....................... $20,007.00
Taxable cost of policy includible in Fox’s gross income ($2.76 x 20) 55_5'50

2057. Split-Dollar Life Insurance. A split-dollar life insurance arrenyenent is an
arrangement where the premiums, cash-surrender value, or death benchits are split
between an owner and non-owner of a life insurance policy (Reg. § 1.61-22),56 Ownership
and henefits are most often split between an employer and an emsicves, but they may
alsp be split between a corporation and shareholder, or betwaen f:;mily members. A
split-dollar arrangement entered into, or materially modified after, September 17, 2003,
is taxed under either the economic benefit rule or the loan rule depending upon which
party owns the contract, and the relationship of the owner to the non-owner,

! Oumer of the Contract. The owner of a contract is generally the person named as the
policy owner (Reg. §1.61-22(c)). If two or more persons are named as policy owners and
each has an undivided interest in every right and benefit, those persons are treated as
owners of separate contracts. However, an employer is treated as the owner of the policy
if the only henefit available under the arrangement is the value of the current life
insurance protection (i.e., non-equity arrangement),

. Economic Benefit Rule. Under the economic benefit rule, the owner of the life
Insurance contract is treated as transferring economic benefits to the non-owner (Reg.
§1.61-22(d)). Depending on the relationship between the parties, the economic benefits
may constitute compensation, a distribution under Code Sec. 301, a gift, or another type

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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of income. Both the owner and non-owner must account for the economic benefits fui!y
and consistently, reduced by any consideration paid by the non-owner for the economic
penefits. The economic benefit rule generally applies to compensatory arrangements in
which the employer is the owner of the contract—for example, endorsement split-dollar
arrangements, in which the employer is formally designated as the owner of the
insurance contract and endorses the contract to specify the portion of the insurance
proceeds payable to the employee’s beneficiary (Reg. § 1.61-22(b) (3) (i)). The value of
the benefit provided under such an arrangement is the cost of any current life insurance
protection provided to the employee (Reg. § 1.61-22(d)).

Loan Rule. Under the loan rule, the non-owner is treated as lgnding premium
payments to the owner (Reg. §1.7872-15). The rule generally applies to collateral
assignments in which the employee is designated as the owner of the contract and the
employer pays all or a portion of the premiums, the payment isa loan und'er ,general
principals of federal tax law, and repayment is secured by the insurance policy’s dgath
benefits or cash surrender value. If a split-dollar loan does not provide for sufficient
interest, the loan is a below-market split-dollar loan and is subject to the below market
interest rules (9] 795).

Deferred Compensation. Because certain types of split-dollar life insurance arrange-
ments provide for deferred compensation, the requirements of Code Sec, 409A may
apply (1 2189),

Pre-Seprember 18, 2003, Arvangements. For a split-dollar arrangement entered into
on or-vefore September 17, 2003, or not materially modified thereafter, an employee is
tazed on the value of economic benefits received. The economic benefit primarily
wnsists of the value of the protection the employee receives over the premiums the
employee pays. Certain other benefits might also be taxed, such as policy di\_ridends
received by the employee. The value of the economic benefit is determined using the
P.S. 58 rate table contained in Rev. Rul. 55-747, the insurance company’s lower published
term rates, or the Table 2001 group-term rates (] 2055) (Notice 2002-8).57

2059. Employer-Provided Vehicle. An employee who uses an employer-provided
vehicle for more than de minimis personal use receives a taxable fringe benefit from his
or her employer (Reg. §1.61-21(a)).%8 The fair market value (FMV) of the fringe benefit
is included in the employee’s wages for income and employment tax purposes, and may
be deducted by the employer as compensation. The FMV is generally the cost to the
employee of leasing a comparable car at a comparable price for a similar period in an
arms-length transaction (Reg. §1.61-21(b)(4)). Under certain conditions, however, the
employer may elect to use one of the following special valuation rules: automobile lease
valuation, cents-per-mile valuation, or commuting valuation (Reg. § 1.61-21(c)). Separate
rules are used for valuing flights by an employee on employer-provided noncommercial
aircraft.

Automobile Lease Valuation. The value of the personal use of an employer-provided
car may be computed under annual lease value tables (Reg. §1.61-21(d)).5 The annual
lease value of an automobile is computed by first determining the FMV of the automo-
bile on the first date it was made available to any employee for personal use. Under a
safe-harbor, the employer’s cost can be substituted for FMV, provided certain conditions
are met, FMYV is reduced when an employee contributes an amount toward the purchase
or lease of the automobile. In addition, if the automobile is part of a fleet of at least 20,
then the FMV of each automobile can be treated as equal to the fleet-average value. The
maximum fleet-average value for employer-provided vehicles first made available for
personal use by employees in calendar year 2017 is $21,100 for passenger automobiles
and $23,300 for a truck or van (Notice 2017-3).

Once the FMV is established, the annual lease value table prepared by the IRS and
reproduced helow, is used to determine the annual lease value that corresponds to the
FMV. The annual lease values include the FMV of maintenance and insurance for the
automobile but do not include the cost of gasoline provided by the employer. The fuel
provided can be valued either at its FMV or at 5.5 cents per mile for all miles driven

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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within the United States, Canada, or Mexico by the employee. If continuous Persong|
use of a company car is for less than a year, but at least 30 days, the employee may
prorate the car’s annual lease value. The values in the table are based on an assumeg
four-year lease term.

Automobile fair Annual Leage
market value Valye
(1) 2
B 010090, oL e e e e e $600
1,000 to 1,999 850
2,000 to 2,999 1,100
3,000 Lo 3,999 1,350
4,000 to 4,999 1,600
5,000 to 5,999 1,850
6,000 to 6,999 2,100
7,000 to 7,999 2,350
8,000 to 8,999 2,600
9,000 to 9,999 2,850
10,000 to 10,999 3,100
11,000 to 11,999 3,350
12,000 to 12,999 3,600
13,000 to 13,999 3,850
14,000 to 14,999 4,100
15,000 to 15,999 4,350
16,000 to 16,999 4,600
17,00000 17,999 . o 0ot 4,850
1800010 18,999 . . .. v v vt 5,100
10,0006 18,909:: sise i wissd 5000 57 5 55 TG s e sire mras s o o 5,350
2O00040: 20000, .0 cos s s oo S ST T K TR EEE B e o 5,600
2L000t0 21,999 . .t 5,850
2200000 22,999 . . L L 6,100
23000t028,999 . . . 6,350
2400000 249990. s viaii san i v BT F 0 3T Tse eeie e e e 6,600
ER,00080 0018990, sy wumse smivs won wnss was sm S S SR R E G T 6,850
26,0000 27,999 . . . L e 7,250
28,000t029,999 . . . L e 7,750
B0,000t031,999 . & v i vt i e e 8,250
EYHTITN (ke SR i s 8750
340000035999 . . . oL e 9,230
36,000 to 37,999 9,750
38,000 to 39,999 10,250
40,000 to 41,999 10,750
42,000 to 43,999 11,250
44,000 to 45,999 11,750
46,000 to 47,999 12,250
48,000 to 49,999 12,750
BOON0RODT089 oo wove v i i 560% 53 Bt T TR B 5k vvns e 13,250
52,000t0 53,999 . . .. 13,750
540000055999 . . . L 14,250
GE.000T067,999 410 1t e i i Fvh i w ves e ee s s s o 14,750
SE,000T6 BBB99 .o vri i is Wk 5 45 Tt EEE 0 re veece aince vome o 15,260

For vehicles having a fair market value in excess of $59,999, the Annual
Lease Value is equal to: (0.25 x the fair market value of the automobile) +
8500,

Cents-Per-Mile Valuation. The value of the personal use of an employer-provided
vehicle may be determined by multiplying personal use mileage, provided it is at least
10,000 miles, by the standard mileage rate (53.5 cents per mile in 2017) if certain
requirements are satisfied (Reg. § 1.61-21(e); Rev. Proc. 2010-51; Notice 2016-79).% Fora
passenger automobile first made available to an employee in calendar year 2017, the
FMV of the vehicle cannot exceed $15,900, and for a truck or van, the FMV cannot
exceed $17,800 (Notice 2017-3). Fuel provided by the employer must be valued sepa:
rately, at either its FMV or at 5.5 cents per mile for miles driven in North America (Reg.
§1.61-21(d) (3) (i) (B)).

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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ommuting Valuation. If certain requirements are met, the use of an employer-
mvi%ed comrffuting vehicle is value_d at $1,50 each way (i.e., to and fro_m ﬂork)il_prlar
employee (Reg. § 1.61-21().5 Even if two or more employees commute in 'tI‘ e ve f_c e
quch as a car pool, each employee includes $1.50 each way in income. 1o qua g
ersonal use of the vehicle must be de minimis and the employer must retq)uu'e ﬁde
employee or employees to commute to and/or from work in the vehicle for bona fide
noncompensatory business reasons.

loyer-Provided Transportation Due to Unsafe Conditions. If it is unsafe for an
empﬁ?e%, ywho would normally do so, to walk or use public transportation to get to work
and certain other requirements are met, the employee includes only $1.50 per one-way
commute ($3.00 per round trip commute) in income with respect to cab fare or an
employer-provided vehicle (Reg. § 1.61-21(k)).62

] ices i i from
Chauffeur Services. The FMV of chauffeur services is det_errmned separately
the va!ue{f the availability of an employer-provided automobile (Reg_. §1.61-21(b) (5)).
The services of a chauffeur may generally be valued by reference fo either (1) the FMV
of these services as determined in an arm’s-length transaction, or (2) the compensation
of the chaufferr.

ncommercial Aircraft Flights. The value of personal flights, domestic or interna-
ﬁona?facn employer-provided noncommercial aircraft is determined under the base
aircrate valuation formula by multiplying the Standar_d Industry Fare Level (SIFL) ﬂlght
ra=age for the applicable period by an aircraft multiple based on weight, éa:;nd adding a
i minal charge (Reg. §1.61-21(g); Rev. Rul. 2017-19; Rev. Rul. 2017-10).% For flights
;a_ken during the period from January 1, 2017, throu'gh June 30, 2017, thp terminal
charge is $38.85, and the SIFL rates are: $.2125 per mile for the first 500 miles, $.1620
per mile 501 through 1,500 miles, and $.1558 per mile over 1,500 miles. Forl flights take_n
during the period from July 1, 2017, through December 31, 2017', the terminal chgrge is
40,63, and the SIFL rates are: $.2222 per mile for the first 500 miles, $.1694 per mile 501
through 1,500 miles, and §.1629 per mile over 1,500 miles.

trip made primarily for business purposes includes business and personal
ﬂighg, a1‘:11:3 gxcess ofpthe valge of all the actual flights overlthe vz_alu.j: of the ﬂ1g_hts that
would have been taken if there had been no personal flights is includible in gross
income. If the trip is primarily personal, the value of the personal flights that_would have
been taken if there had been no business flights is mcludlblq in gross income. No
amount is included in income if the employee takes a personal trip on a noncommercial
aircraft and at least one-half of the aircraft’s seating capacity is qccupled by employees
whose flights are primarily business related and excludable from income.

Frequent Flyer Miles. The IRS will not tax the personal use of airline’frequgnt flyer
miles or other in-kind promotional benefits attributable to the taxpayer’s business or
official travel. This relief does not apply to travel or other promotional benefits that are
converted to cash, to compensation that is paid in the form of travel or other promgtlonal
benefits, or to other circumstances where these benefits are used for tax-avoidance
purposes (Announcement 2002-18).5¢

2063, Adoption Assistance Programs. Qualified adoptign expenses m_curred by a
taxpayer for thepadoption of an eligible child and paid to a third party or relmbursTddto
an employee by an employer under a written adoption assistance program are excluda-
ble from the employee’s gross income (Code Sec. 137).% An adoption assnstange
program is a written plan that: (1) benefits employees who qualify under rules set ut% Y
the employer which do not favor highly compensated emp!oyees (2114) or etxr
dependents ( 152); (2) does not pay more than five percent of its payments each year to

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations,
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shareholdersl or owners of more th.an five percent of the employer; (3) provides for
adequate notice to employees of their eligibility; and (4) requires employees to Drovig
reasonable substantiation of qualified expenses that are to be paid or reimbursed, .

The rules for the exclusion generally parallel the rules for the adoption expeng
credit. Thus, an eligible child and qualified adoption expenses are defined as they are fof.
purposes of the credit (f1307). The aggregate amount of payments that may
excluded from income (for both special needs adoptions and other adoptions) is $13 578
for 2017 (813,840 for 2018) (Rev. Proc. 2016-55; Rev. Proc, 2017-58). The exclusiohi
phadsi%d douf1 .fm; léigher income tax;;ayers the same as for the adoption credit wh :
moditied adjusted gross income is between $203,540 and $243,54
and $247,580 for 2018). F ¢ O for 2017 (207,50

2065, Depenqent Care Assistance Benefits. An employee may exclude from gross
Income amounts paid or incurred by an employer for dependent care assistance Serviceg
provided to the employee under a written plan (Code Sec. 129).96 The maximum amoung
excluded cannot exceed $5,000 for the tax year ($2,500 if married filing separately). Any
amount exceeding the limit is includible in the employee’s gross income for the yeariﬁ
which the services are provided, even if the payment for the services is received in 4
subsquent year. The exclusion also cannot exceed the employee’s earned income if
unmarried, or earned income of the lower-earning spouse if married.

Dependent care assistance means the payment for services (or providing servi
which if p'aid by the employee would entitle him or her to claim th(e cﬁild andgde;;gg:i)t
care credit ( 1301). Thus, the expenses must be incurred for household services for
care of a child or other dependent to enable the employee to work. A dependent care
assistance plan generally must not discriminate in favor of employees who are highly
compensated (f2114). If a plan would qualify as a dependent care assistance program
except_for the fact that it fails to meet discrimination, eligibility, or other requirements, it
may still be treated as a dependent care assistance program in the case of empluyejw
who are not highly compensated. .

The exclusion of dependent care assistance benefits does not apply unless thy
name, address, and taxpayer identification number (i.e., employer identification rrun,bér)
of the person performing the child or dependent care services are included or the return
of the employee benefiting from the exclusion. The exclusion may be clalned even
though the information is not provided if it can be shown that the farparer exercised
due diligence in attempting to provide this information. .

2067. Educational Assistance Programs. Up to $5,250 of Eyments received by an
employee for tuition, fees, books, supplies, etc., under an emnwyers educational assis
tance program may be excluded from gross income (Code Se, i27; Reg. §§1.127-1 and
1.127-2).57 This benefit is available for both undergraduate and graduate-level courses.
Exc}udable assistance payments may not cover tools or supplies that the employee
retains after completion of the course or the cost of meals, lodging, or transportation.
Although tI_Je courses covered by the plan need not be job related, an exception applies
to courses involving sports, games, or hobbies. These courses may only be covered if
they involve the employer’s business or are required as part of a degree program.

~ An efiucational assistance program is a separate written plan that provides educa-
tional assistance only to employees, subject to various limitations. An employee for this
purpose includes a current employee, as well as a former employee who retired, left on
disability, or was laid off. It also includes a partner who performs services for a
partnership and a leased employee who has provided services on a substantially full-time
basis for at least a year (Rev. Rul. 96-41), A program that provides benefits to a spouse or
dependent of an employee is not a qualified program.

Repo.rts _and Records. An employer who maintains an educational assistance plan
must maintain records and file an information return for the plan, but the reporting
requirement has been suspended indefinitely (Code Sec. 6039D; Notice 2002-24).68

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.

66 q1 7380; COMPEN: 36,600
§20,001

112065

874 7350, 9 7351, ] 7352:

68 :
1 35,660, 9 35,661.50; PEN-
COMPEN: 36,554; § 20,101 :

ALTY: 3,208.20; § 39,155.25

BENEFITS [ Other Employee Benefits 701

2069. Employee Achievement Awards Excluded from Gross Income. An em-
loyee achievement award is excludable from an employee’s gross income to the extent
the cost of the award is deductible by the employer ($400 for nonqualified awards or
§1,600 for qualified awards) (Code Sec. 74(c); Prop. Reg. §1.74-2).%° See 9919 for a
discussion of the employer’s deduction and the definition of an employee achievement
award. If the cost of an award exceeds the dollar limitations, then the employee must
include in gross income the greater of excess of the fair market value or the cost to the
employer of the award over the dollar limitation, but not in excess of the fair market
yalue of the award. The exclusion is not available for any award made by a sole
proprietorship to the sole proprietor.

2071. Vacation Pay. A vacation pay plan is an employer plan that provides compen-
gation to employees for specified periods of vacation, including vacation time that has
been earned but not actually taken. Such a plan also generally includes compensation for
specified holidays, whether or not those days are actually taken.™

Vacation pay plans, like other employee benefit plans, can take a wide variety of
forms: the benefits may be vested or unvested; the plan may be funded or unfunded; and
the plan may be a single-employer plan or a multiemployer plan. Vacation pay is taxable
and is subject 9 income tax withholding (Code Sec. 61; Reg. §31.3401(a)-1(b) (3)). It is
also subject t2 FICA and FUTA taxes (Code Secs. 3121 (a) and 3306(b)).

Vacaion pay is generally deductible by an employer as reasonable compensation
for prics services rendered (Code Sec. 162; SeeReg. §1.162-7). See ] 1549 for a discus-
gion ©f the accrual of vacation and sick leave pay. See 2073 for a discussion of
culoyer-sponsored leaving programs.

2073. Leave Sharing Programs. An employee who deposits accrued leave in an
employer-sponsored leave-sharing program for use by other employees adversely af-
fected by a major disaster does not realize income or wages with respect to the
deposited leave, provided the plan treats the amounts paid to the leave recipient as
wages subject to income tax withholding and employment taxes (Notice 2006-59).7! The
employee may not claim a charitable contribution, business expense, or loss deduction
on account of the deposit of the leave or its use by a leave recipient.

Similarly, if an employee participates in a leave donation program under which he
or she may elect to forgo vacation, sick, or personal leave in exchange for employer
making cash contributions to charitable organizations, the contributing employee may
not claim charitable contribution, business expense, or loss deduction for the contrib-
uted leave. However, the IRS will not assert that such cash payments constitute gross
income or wages of the employee with respect to donations made to a charitable
organization: (1) before January 1, 2019, for relief of victims of Hurricane Harvey,
Hurricane Irma, or Hurricane Maria in 2017; (2) before January 1, 2018, for relief of
victims of Hurricane Matthew; (3) before January 1, 2018, for relief of victims of severe
storms and flooding in Louisiana that began on August 11, 2016; (4) before January 1,
2016, for the relief of victims of the Ebola virus disease outbreak in Guinea, Liberia, and
Sierra Leone; and (5) before January 1, 2014, for the relief of victims of Hurricane Sandy
(Notice 2017-62; Notice 2017-52; Notice 2017-48; Notice 2016-69; Notice 2016-55; Notice
2014-68; Notice 2012-69).72

Amounts deposited in a leave bank to be used by employees experiencing medical
emergencies are not taxable to contributing employees but they are included in the
gross income of the recipients subject to income tax withholding and employment taxes
(lliev. Rul. 90-29). The IRS has not granted favorable tax treatment to other leave-sharing
plans,

2075. Severance Pay. A severance pay plan is a plan that provides payments to
employees upon termination of employment. Depending upon the facts and circums-

References are (o Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations,
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stances, severance pay arrangements can qualify as a welfare benefit plan (9 2011) gp
retirement plan (] 2111), or may be exempt from certain federal requirements, Gener.
ally, the payments are proportionate to length of employment.™ The plan may be %
permanent program or a limited program—e.g., an “open-window” program that offers a
group of employees cash payments, increased pension benefits, or both as inducemepgg
to voluntarily retire or to separate from employment within a certain time period, The
plan may cover voluntary separations, involuntary separations, or both, and may place
conditions on payment of benefits—e.g., no benefits are provided if the employee Boes
to work for a competitor or for a successor employer. In addition, the plan may deny
benefits if the employee is terminated for cause.

Golden Parachutes. In a golden parachute agreement, a corporate employer stateg
that it will pay a key employee (] 2132) or a number of key employees an amount over
and above other compensation in the event of a change in ownership or control of the
corporation or a substantial portion of the corporation’s assets (] 907). The tax conge.
quences applicable to golden parachute payments are triggered merely by the payment
of the requisite amount of compensation, and a termination of employment is not literally
required. As a practical matter, however, golden parachute payment provisions in ag
employment agreement or employer’s benefits plan usually are designed to be triggered
upon loss of employment within a designated period of time following the acquisition of
the employer,

2077. Domestic Partner Benefits. Employers may offer benefits to an employee’s
domestic partner, including health care insurance (medical, dental, vision), access to an
employee assistance plan, and dependent life insurance. Employers often require a
written affidavit affirming the relationship and may require various documentation, such
as joint mortgage or lease, proof of registration under a local ordinance, drivers’ license
tax returns, bank statements, or joint credit statements. '

A marriage of two individuals is recognized for federal tax purposes if the marriage
would be recognized by the state, possession, or territory of the United States in whic,
the marriage was entered into, regardless of where the individuals are domicil=d
(11152). However, a marriage for federal tax purposes does not include regisieraq
domestic partnerships, civil unions, or other similar relationships recognized undar scate
law that are not denominated as a marriage under that state’s law (Reg. §301.7701-18).1
Thus, while employer-provided health benefits are tax free for spouses (including same
sex spouses) and dependents of an employee (f 2015), the cost of praviding the benefit
to a domestic partner who is not legally married to the employee or cennot be claimed as
the employee’s dependent (9] 137) is included in the employee’s gross income, Addition-
ally, if a domestic partner is not the employee’s spouse or deperdeni; contributions for a
partner’s coverage must be on an after-tax basis, and the dori¢siic partner is not eligible
for reimbursement from health care FSAs.

Specific guidance has been provided for employers and employees to make claims
foﬁr refunds or adjustments of overpayments of employment taxes and income tax
withholding for benefits provided to same-sex spouses (Notice 2013-61).7

Fringe Benefits Under Code Sec. 132

2085. Fringe Benefits Under Code Sec. 132. Certain fringe benefits provided by
an employer to an employee are excluded from an employee’s gross income for income
tax purposes, and from wages for purposes of income tax withholding and FICA and
FUTA taxes (Code Sec. 132).76 These include: no-additional-cost services (7 2087),
qualified employee discounts (] 2088), de minimis fringe benefits (7 2089), working
condition fringe benefits (f2090), qualified transportation fringe benefits (7] 2091),
qualified moving expense reimbursements (] 2092), qualified retirement planning ser-
vices (1] 2093), on-premises athletic facilities (Y 2094), and qualified military base re:

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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alignment and closure fringe benefits (7 2095). Employers providing fringe benefits
ust meet certain nondiscrimination requirements in order for such benefits to apply to

favored groups.

Any fringe benefit that does not qualify for exclusion under Code Sec. 132, or any
ofher Code provision, is includible in the recipient’s gross income and wages at the
excess of its fair market value over any amount paid by the employee for the benefit
(unless excluded under another specific statutory provision) (7] 713). Emplgyers are
generally allowed a trade or business expense deduction for the value, or a portion of the
value, of the fringe benefit provided to employees (] 906).

For purposes of no-additional-cost services, qualified employee discounts, and on-
remise athletic facilities, the exclusion under Code Sec. 132 applies to benefits provided
to: (1) employees, their spouses, and dependent children; (2) former e_mp]oyees who
geparated from service because of retirement or disability, as well as their spouses and
dependent children; (3) the widow or widower of a deceased employee; and (4) the
dependent children of deceased employees (Code Sec. 132 (h); Reg. §1.132-1 (b)).”. For
pUrposes of working condition fringe benefits, the exclusion applies to benefits p1:0v1ded
to employees, independent contractors, directors, and partners who perform services for

a partnership.

2087. No-\dditional-Cost Services. No-additional-cost services provided by an
employer ta employees are excluded from gross income and wages as a fringe benefit
(1 208%) (Code Sec. 132(b); Reg. §1.132-2).” No-additional-cost services are free ser-
vicer provided to all employees by an employer where the employer incurs no substan-
« 1 aaditional cost in providing the service, and the service is normally offered to the
employer’s customers in the line of business, such as free travel on a standby basis for
airline employees. The exclusion is available only if the service is available to employees
on a nondiscriminatory basis.

2088. Qualified Employee Discounts. Discounts provided to employees on their
purchase of qualified property or services of their employer are excluded from gross
income and wages as a fringe benefit (] 2085) (Code Sec. 132(c); Reg. §1.132-3).7
Qualified employee discounts are discounts provided to all employees on the selling
price of certain property or services in the ordinary line of business. In the case of
merchandise, the discount cannot exceed the gross profit percentage of the price at
which the property is offered to customers. For services, the discount cannot exceed 20
percent of the price at which the service is offered to customers. In order to be
excluded, the discounts must be available to employees on a nondiscriminatory basis.
Moreover, employees do not receive income if they pay at least fair market value for
damaged, distressed, or returned property.

2089, De Minimis Fringe Benefits. If the value of any property or service provided
to an employee is so minimal that accounting for the property or service would be
tnreasonable or administratively impracticable for an employer, it is a de minimis fringe
benefit that is excluded from the employee’s gross income and wages (9] 2085) (Code
Sec. 132(e); Reg. § 1.132-6) .8 Examples include limited use of copy machines, occasional
parties or picnics, meal money or transit fare due to overtime work, holiday gifts with a
small market value, tickets occasionally provided for entertainment events, and em-
ployer-furnished coffee and doughnuts. In determining whether the de minimis exclu-
sion applies, the frequency with which similar fringe benefits are provided by an
employer to its employees is taken into account. A subsidized eating facility operated by
an employer for the benefit of employees is treated as a de minimis fringe benefit if the
eating facility is located on or near the employer’s business premises, and the revenue
derived from such facility normally equals or exceeds the direct operating costs of such
facility (Reg. §1.132-7).

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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Meals and Lodging. Meals are excluded from an employee’s gross income
wages as a de minimis fringe benefit if furnished on the business premises of
employer for the convenience of the employer (Code Sec. 119; Reg. §1.119-1).8! Lodg;
is also excluded from an employee’s gross income and wages if furnished for the
convenience of the employer on the business premises of the employer, and ag a
condition of employment.

Meals are regarded as furnished for the convenience of the employer if they are
furnished for a substantial noncompensatory business reason of the employer (even if
the meals also serve a compensatory purpose). If more than one-half of the employeeg
who are furnished meals by the employer are furnished meals for the convenience of the
employer, then all meals furnished on the premises of the employer are considered tg be
for the convenience of the employer. Therefore, the meals are fully deductible by the
employer, instead of possibly being subject to the 50-percent limit on business meal
deductions, and excludable by the employees (f 916). The business premises of the
employer for this purpose generally means the place of employment of the employee, Jt
can include a camp located in a foreign country if an employee is furnished lodging
(1 2406).

Faculty Housing. The value of campus lodging furnished to employees by educa.
tional or medical research institutions is excludable from the employee’s gross income
and wages if an adequate rental is charged. A rental is considered inadequate and thus
the exclusion will not apply to the extent of the excess of: (1) the lesser of (a) fiye
percent of the appraised value of the lodging or (b) an amount equal to the average of
the rentals paid by nonemployees or nonstudents during the year for comparable
lodging provided by the institution; over (2) the rent paid by the employee for the
calendar year (Code Sec. 119(d)).%® The appraised value of lodging will be determined as
of the close of the calendar year in which the tax year begins or, in the case of a rental
period not greater than one year, at any time during the calendar year in which such
period begins.

2090. Working Condition Fringe Benefits. Working condition fringe benefits | “o-
vided to an employee may be excluded from gross income and wages as a fringe honef,
(7 2085} provided the cost of the property or service would have been deductikie Yy the
employee as a business expense or depreciation had the employee paid for it 1 his or
her own (Code Sec. 132(d); Reg. §1.132-5).8% The general nondiscririvaiion rules
applicable to fringe benefits do not apply to working condition fringes; ih=refore, they
can be provided exclusively, or on more favorable terms, to executives. Examples of
working condition fringes include use of a company vehicle, ai*plene transportation,
travel expenses including meals and lodging, allowances for business use of cell phones,
computers, internet service, entertainment, and club dues. Denai of a deduction to an
employer for its payment of travel expenses of a spouse, dependent, or other individual
accompanying an employee on business travel does not preclude those items from
qualifying as working condition fringe benefits.

Employer-Provided Cell Phones. An employer-provided cell phone and similar equip-
ment provided to an employee for noncompensatory business purposes is excluded from
an employee’s gross income and wages as a working condition fringe benefit (Notice
2011-72) 8 In addition, the business substantiation requirements for the working condi-
tion fringe exclusion are automatically satisfied for a employer-provided cell-phone. A
noncompensatory business purpose is any substantial reason relating to the employer’s
business, other than providing compensation, such as the employer's need to contact
employees during work-related emergencies, or the employer’s requirement that the
employee be available to speak with clients away from the office or outside normal
workday hours. Personal use of an employer-provided cell-phone, provided primarily for
noncompensatory business purposes, is excluded from an employee’s gross income and

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.
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wages as a de minimis fringe benefit (T 2089). Employers that require employees to use
their personal cell phones primarily for noncompensatory business reasons may treat
reimbursements of the employees’ reasonable expenses as nontaxable. This does not
mean, however, that cell phones used for primarily personal reasons are exempt from
tax or from the substantiation requirements.

Emplayer-Provided Vehicles. The value of an employee’s business use of an employer-
rovided automobile is excludable from the employee’s gross income and wages as a
working condition fringe benefit. The value of employee’s personal use of an employer-
provided automobile is generally included in the employee’s income and wages
(9] 2059). The employer, however, may elect not to withhold income tax on the value of
the employee’s personal use (Code Sec. 3402(s)).®> The employer must notify the
employee of the election, and must include the value of the benefit on a timely filed
Form W-2. An employer who elects not to withhold income tax for an employer-provided
automobile is still required to withhold FICA taxes.

2091. Qualified Transportation Fringe Benefits. Commuting expenses to and
from a place of business and home are generally not deductible. However, qualified
transportation fringe benefits provided by an employer to an employee may be excluded
{rom the emplovee’s gross income and wages as a fringe benefit (] 2085) (Code Sec.
132(0); Reg. §1.1329).% A qualified transportation fringe benefit includes employer-
provided treac passes, qualified parking, van pooling, and qualified bicycle commuting
reimburscment.

For 2017, the maximum that may be excluded for qualified parking, transit passes,
anc vl pooling is $255 per month (Rev. Proc. 2016-55). For 2018, the maximum that
:ay be excluded for qualified parking, transit passes, and van pooling is $260 per month
pev. Proc. 2017-58). The exclusion for qualified bicycle commuting reimbursement is
limited to a per employee limitation of $20 per month, multiplied by the number of
qualified bicycle commuting months during the calendar year.

An employer may simultaneously provide an employee with a transit pass, qualified
parking, and van pooling. However, an employee may not receive a bicycle commuting
expense reimbursement for any month in which he or she receives any other qualified
transportation fringe benefit. An employer who provides any qualified transportation
fringe benefits to its employees may offer them a choice between cash and one or more
qualified transportation benefits without causing the employees to lose the exclusion
from income for noncash transportation fringe benefits. The amount of cash offered is
includible in the employee’s income only to the extent that the employee chooses the
cash option.

Qualified parking for this purpose is parking provided on or near the business
premises of the employer, or on or near a location from which the employee commutes
to work by mass transit, in a commuter highway vehicle, or by car pool. Tt does not
include parking on or near property used by the employee for residential purposes. Van
pooling is transportation in a qualifying commuter highway vehicle if that transportation
is in connection with travel between the employee’s residence and the place of employ-
ment. A qualifying commuter vehicle must seat at least six adults (excluding the driver)
and at least 80 percent of its mileage use must be reasonably expected to be for
employees’ commuting purposes and for trips when the vehicle is at least one-half full
(excluding the driver).

2092. Qualified Moving Expenses Reimbursements. An employee may exclude
any qualified moving expenses reimbursement from gross income and wages as a fringe
benefit (71 2085) (Code Sec. 132(2)).5 A qualified moving expense reimbursement
includes any amount received, directly or indirectly, by the employee from the employer
as payment or reimbursement of expenses that would be deductible as moving expenses
if directly paid or incurred by the employee (9] 1073). It does not include a payment for,
or a reimbursement of, an expense actually deducted by the employee in a prior tax

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations,
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