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How to use this guide
The EY Tax Guide 2016 is an easy-to-use, step-by-step guide to preparing 
your own tax return. It has been designed with you in mind, and its format 
should help highlight information to save you time and money.

The book explains, in clear and simple English, important aspects of 
the tax laws that affect you. It covers what you need to know about your 
taxes—from how to file your return to how to lower the tax you’ll pay next 
year. Throughout the book, you will find hundreds of examples illustrating 
how the tax laws work. Sample tax forms and schedules show you how 
to fill out your return line by line. Here are some of the book’s special 
features and how to use them:

ªª Two Books in One The EY Tax Guide 2016 is really two books. The first 
book is the 2014 version of the official Internal Revenue Service tax 
guide, Publication 17, Your Federal Income Tax, which is reproduced 
here. Published annually, it contains the IRS’s position on many of the 
tax questions taxpayers face. To make the EY Tax Guide 2016 avail-
able to the public as quickly as possible, we have updated the text of 
the 2014 version of IRS Publication 17 to take into account develop-
ments during 2015. These updates are noted throughout the text. 
Upon release, the 2015 IRS Publication 17 can be found at www.irs
.gov. The second book is the Ernst & Young guide. Here are comments, 
explanations, and tax-saving tips on what the IRS tells you—and doesn’t 
tell you. It’s no surprise that the IRS doesn’t tell you everything, and 
what it does say often favors the U.S. government. Courts and tax pro-
fessionals frequently differ with IRS opinions. The Ernst & Young text 
provides you this additional material. The two books have been spliced 
together to give you the most well-rounded tax guide on the market. To 
distinguish between the two perspectives, the original IRS text appears 
in black throughout the book, our updates of the IRS text are under-
lined, and Ernst & Young’s comments appear in the green boxes.

ªª TaxSavers, TaxPlanners, TaxAlerts, and TaxOrganizers Among 
this book’s biggest attractions are the more than 400 TaxSavers, 
TaxPlanners, TaxAlerts, and TaxOrganizers that you’ll find appro-
priately placed throughout the text. TaxSavers are tips that help you 

slash your tax bill this year and next—legally. TaxPlanners outline ideas 
that help you plan better for the upcoming year. TaxAlerts point out 
tax rules and regulations that have just changed or may change in the 
near future; they give you important current filing advice about issues 
you will want to consider as you prepare your return. TaxOrganizers 
point out steps you can take now to make it easier to file your taxes 
later.

ªª Tax Breaks and Deductions You Can Use Checklists You will find a 
checklist of key tax breaks and deductions for which you may be eligi-
ble at the beginning of each chapter, immediately following the Intro-
duction. You should review each checklist to make sure you are taking 
all the deductions and tax breaks that you deserve.

ªª Companion Website Purchase of this guide includes access through-
out the 2015 tax return filing season to ey.com/EYTaxGuide. This web-
site contains up-to-date information you need about changes in the tax 
laws that occur throughout the year.

ªª Special Contents We’ve taken great pains to ensure that this book 
is clearly organized for easy access. If you can’t find the section you 
want in the regular Contents, check the Special Contents. All told, 
there are eight of these—one each for families, homeowners, investors 
in stocks and bonds, investors in real estate, self-employed entrepre-
neurs, business executives, senior citizens, and members of the Armed 
Forces. Each Special Contents section contains a listing of the major 
tax issues for members of that group and tells where you can find the 
answers in the book. In addition, we have a table of contents at the 
beginning of each chapter to help you find what you need.

We have drawn from the tax experience of scores of Ernst & Young 
LLP partners, professionals, and staff from all parts of the United States 
to create this tax guide. Among the major accounting firms, only Ernst & 
Young LLP publishes a complete tax guide that is available to the general 
public. It provides the most complete and up-to-date tax information of 
any tax guide published.
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De minimus safe harbor election / 995
Election to capitalize repair and maintenance  
costs / 997–998

Safe harbor election for small  
taxpayers / 996–999

Simplified accounting method change  
procedure / 1000

Vacation homes / 222–229

Self-employed entrepreneurs’ 
tax guide
Accounting methods:

Accrual method / 25, 167, 186, 860
Cash method / 23–25, 170–172, 186, 860, 861, 937

Accounting periods / 22–23, 51, 859–861
Alternative minimum tax (AMT) / 229, 738–744, 1006
Artists and authors / 875–876
Bad debts / 862–863
Barter income / 281
Business assets:

Automobiles / 863–864
Business tax credits / 874–875
Depreciation / 864–865, 871, 874
Expense election (section 179 deductions) / 856, 
864–865, 869

Business expenses / 858–874
Business gifts / 661–662, 676, 705

Business tax credits / 764–875
Carryback/carryforward / 923–924
Club fees and dues / 657, 721
Computer at home / 865–866
Constructive receipt of income / 23, 25, 186
Convention expenses / 593, 653–654
Depreciation / 864–865, 871–872
Estimated taxes / 855
Federal unemployment tax (FUTA) / 912–913
Foreign conventions / 654, 699
Foreign earned income / 122, 918–924
Form 8829 / 868–871
Health insurance / 866–868
Hobby losses / 310, 854
Home office / 868
How to complete Schedule C / 861–876
Income received by an agent / 23, 716, 852, 856
Independent contractors / 852, 867, 868, 908–909
Installment sales / 167, 352, 356, 408, 417
Inventions / 295–377
Inventory methods / 875–876
Leasing a car / 670–671
Legal expenses / 277, 717, 723
Losses, reporting / 411–430, 638–639
Medical insurance / 866–867
Miscellaneous expenses:

Entertainment expenses / 654–661, 873
Moving expenses / 499–513
Travel expenses / 642–654, 873

New business start-up costs / 858
Office rent / 716
Payroll taxes / 868
Recordkeeping / 671, 701, 705, 871
Retirement plans:

IRAs / 872–873
Keogh plans / 873
Simplified employee pension (SEP) / 873

Royalties / 861
S corporations / 861
Sale of business assets / 874

Recapture of depreciation / 874
Schedule C / 851–884
Schedule C-EZ / 853
Self-employment taxes / 856
Social security tax (FICA) for your employees / 855, 
858, 868

Standard mileage rate / 667–668, 864
Start-up expenses / 858
Statutory employees / 852–853, 857, 868
Tangible property regulations

De miniimus safe harbor election / 995
Election to capitalize repair and maintenance  
costs / 997-998 

Safte harbor election for small taxpayers / 996-999
Simplified accounting method change  
procedure / 1000

Tax year / 859
Travel and entertainment / 642–661, 873

Business executives’ tax guide
Accounting to employer / 679
Alternative minimum tax (AMT) / 207, 299, 737–744, 
1006

Bonuses / 125, 313
Business expenses:

Automobiles / 537–538, 594, 613, 639–687, 
863–864

Business gifts / 661–662, 705
Computer at home / 706, 716, 865
Conventions / 593, 653–654, 699
Entertainment / 654–661, 683, 704, 721, 873
Travel in the United States / 649–652
Travel outside the United States / 652–654

Club fees and dues / 310, 657–658, 721
Commuting expenses / 134–135, 665–666,  
721–722

Compensation:
Bargain purchases from your employer / 331
Deferred compensation / 126, 240, 841
Life insurance / 131–132, 723
Stock appreciation rights / 127
Stock options / 137–138, 205, 341, 
373, 488

Directors’ fees / 306
Educational expenses / 796–804
Employment agency fees / 304
Foreign-earned income exclusion / 918–924
Fringe benefits / 100, 128
Home office / 666, 707–711, 868–869
Hydrogen Refueling Property Credit, 811
Job hunting / 703–704, 711
Living abroad / 9, 142, 507–508, 772, 918–924
Lump-sum distributions from retirement 
plans / 249–252, 257, 272–273, 299

Moving expenses / 499–513
Passive activity losses / 316, 417–418, 576
Recordkeeping / 160, 178, 309, 397, 671–672,  
701, 871

Resumé expenses / 712
Severance pay / 126
Sick pay / 100, 127, 146
Simplified employee pension (SEP) / 471–472, 873
Stock for services / 207
Stock options:

Incentive stock options / 137–138, 341, 
741–742

Nonqualified stock options / 137
Tax credit for child care / 762–782
Unemployment benefits / 296–297
Withholding / 89–117, 241, 271
Workers’ compensation / 146, 300

Senior citizens’ tax guide
Credit for the elderly and disabled / 759, 783–788
Dependents / 9, 56–57, 60–88, 749–750
Filing requirements / 4–45
Free help with your return / 17
Final tax return / 518, 935–951
Nursing homes / 536
Retirement plans:

Death benefit exclusion / 286, 946
Excise tax on early distribution / 259–260, 453, 
458, 461–463

IRAs / 54, 165, 239, 254, 260, 433–473
Lump-sum distributions / 249–251, 257–259, 
272–273

Purchased annuities / 241
Sale of principal residence (See Homeowners’ tax 
guide)

Social security income, amount taxable / 268–271
Standard deduction / 292–293, 515–523

Additional standard deduction / 63, 518
Widows and widowers / 48, 49, 58–59

Members of the Armed Forces’ 
tax guide (Including Veterans)
Disability benefits / 143, 144
Dependency allotments / 80–81
Extension of time to file return / 21
Insurance proceeds / 142, 284–285
Meals and lodging / 566, 643
MIAs and POWs / 47
Moving expenses / 499–513
Nontaxable military benefits / 437, 832
Pay / 142–143, 437
Reservists’ transportation / 665
Retirement pay / 92, 142
Uniforms, cost of / 714
Veterans’ benefits / 143
Where to file your return / 34
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