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FEDERAL TAXATION

Scope of Topic: This article discusses, in three volumes, the field of federal taxation,
including federal income taxes; federal estate taxes imposed on the transfer of
property from a decedent to his beneficiaries; federal taxes imposed on the
transfer by a living person of money or other property by gift; federal excise taxes
imposed on the sale and use of certain articles, such as those used in the
transportation field, tobacco, and the like; and taxes on firearms. Further included
is a detailed discussion, with respect to federal taxes generally, of the administra-
tive procedures for the processing and examination of tax returns and for the
settlement of disagreements between taxpayers and the government; claims for
tax refunds; court procedures, particularly in the Tax Court of the United States;
interest on unpaid tax liabilities; and the special rules applicable to the collection
of taxes from taxpayers who have resorted to debtor relief proceedings.

Treated elsewhere are the subjects of federal tax enforcement, including collections
from unwilling or defaulting taxpayers, federal tax liens, and federal tax offenses
and prosecutions (see 35 Am Jur 2d, FEpDERAL Tax ENFORCEMENT); federal
customs duties (see 21A Am Jur 2d, CustomMs DuUTIES AND IMPORT REGULATIONS);
federal social security taxes or contributions (see 70A Am Jur 2d, SociaL SEcu-
RITY AND MEDICARE); federal assistance for state unemployment compensation
purposes (see 76 Am Jur 2d, UNEMPLOYMENT COMPENSATION); and state and local

taxes (see 71, 72 Am Jur 2d, STaTE AND LocAL TaAxaTioN and particular articles
referred to therein).

PRELIMINARY ANALYSIS OF CONTENTS OF VOLUMES 33, 34

The following analysis lists the chapter headings in capital letters, and the main
subheadings by paragraph numbers. The paragraphs following and within the

scope of the subheadings will be found at the beginning of the particular
chapters.
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VOLUME 33

CHECKLIST OF TAX SAVING OPPORTUNITIES, INCOME, AND DEDUCTIONS

9100
1250

Checklist of taxwise handling of business and personal transactions
Checklist of income and deductible items

LAW FINDING LIST—TABLE OF STATUTES, RULINGS AND CASES

9 420
9440

List of Code sections covered (Table of statutes)
Table of court cases and decisions

TAX RATES—TAX TABLES—FORMS—TAX CALENDARS

1 500
9 550
1600
1 650
1665
1700
1770

Tax rates and tax computation tables

Wage, pensions and annuities, and Social Security withholding

Annuity tables

Valuation tables

Daily compounding tables

Depreciation tables under MACRS, ACRS and ADR

Forms and returns listings-tax calendars-Internal Revenue Service Center
Officc -

INDIVIDUAL INCOME AND SELF-EMPLOYMENT TAX—ALTERNATIVE MINI-

9 1000
91020
9 1040
9 1060
91070

MUM TAX
How tax on individuals is computed
Filing status of taxpayer
Tax computation of children under age 14-“kiddie tax”
Tax computation for short and straddle years
Computing taxable income
Computing adjusted gross income
Deductions for personal exemptions and dependents
Tax credits
Credit for child and dependent care expenses
Credit for the elderly and the permanently and totally disabled
Earned income credit for low income individuals
Taxation of community property income
Self-employment tax
Alternative minimum tax on corporate and noncorporate taxpayers
Estimated tax vouchers and payments
Income and self-employment tax returns and payment
Information returns
General rules for returns and payment and taxpayer identifying numbers

PARTNERSHIPS—TRUSTS AND ESTATES—DECEDENTS

9 1500
9 1520
9 1535
1 1540
9 1547
9 1620
91635
9 1645
91653
11661
91670
1 1694

Partnerships
Partnership and joint ventures
Family partnerships
Election not to be taxed under partnership rules
Contributions by partners
Basis and holding period for partner’s interest and partnership property
Partner’s dealings with partnership
Distributions by a partnership
Disproportionate distributions
Tax eftect of liabilities of partnership and partner
Unrealized receivables and substantially appreciated inventory
Liquidation v. sale of partner’s interest
Termination of partnerships and partnership years
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11706
91728
11770
1 1800
9 1845
1 1900
11940

11975

Trusts and estates
Trusts and estates
Income, deductions and credits of trusts and estates
Trust’s or estate’s deduction for distributions to beneficiaries
Taxation of trust and estate beneficiaries
Grantor or others taxed on trust income as “owner”
Income and deductions in respect of decedents
Special bankruptcy estate for bankrupt individuals

Returns and payment of tax
Returns and payment of tax

CORPORATE INCOME TAXES—INCORPORATION—REORGANIZATON—LIQ-

12000
92005
12006
92021
12039
92061

12086
12098
12118
92155
12198
12218
12233
12251
12291
12296
12322
12334

92349
12357
12387
12392
12396
12421
12433

UIDATION

How corporations are taxed

Environmental tax

Organizations taxed as corporations

Electing to be taxed as an S corporation

Determining an S corporation’s taxable income and tax

How shareholders are taxed on an S corporation’s income and distribu-
tion

Termination and revocation of election to be an S corporation

Special deductions for corporations

Accumulated Earnings Tax

Personal holding companies subject to penalty tax

Dividend distributions used to cut special taxes on corporations

Corporate distributions: earnings and profits

Incorporations and transfers to controlled corporations

Corporate reorganizations

Basis of property received in tax-free corporate transactions

Stock redemptions and Section 306 stock

Corporate liquidations

When stock purchase will be treated as an asset purchase—Code Sec.
338 election

Collapsible corporations

Carryovers and loss corporations

Restricted tax benefits for controlled groups of corporations

General requirements for corporate returns

Income tax returns and payment of tax

Estimated tax payments

Information returns

ACCOUNTING PERIODS AND METHODS—INVENTORIES—INSTALLMENT

92500
12528

92545
9 2565
12590
9 2605
92650
12670
12685

SALES

Accounting periods

Fiscal tax year election by partnership, S corporation, or personal service
corporation

Change in accounting period

Accounting methods

Cash basis method of accounting

Accrual basis method of accounting

At risk rules

Changes in accounting methods

Long-term construction, installation, or manufacturing contracts



712699

12719
12722
12731
12750
12765
12780
12820
92845
92855
1 2860
12900
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Income from long-term construction, installation, or manufacturing con-
tracts-contracts entered into before Mar. 1, ‘86

Renegotiation and taxes

Repayment of previously reported income

Allocation of income and deductions

Inventories

Methods of valuing inventory

Inventory identification methods

Installment sales of nondealer real or personal property

Special rules for installment sales by nondealers

Dealers in property

Disposition of installment obligations

Installment sale repossessions

COMPENSATION INCOME AND DEDUCTIONS—FRINGE BENEFITS—WITH-

13000
9 3025
13042
93047
13066
13077
13090
93112
93121
13130
93142
13188
913196
93208
93219
93231
9 3245
13263
93272
13281
13291
9 3305

13326
1 3357
93367
93378
13418
9 3436
9 3452
13526
13533
13557
9 3597
93601
13607
13615

HOLDING—RETIREMENT BENEFIT PLANS

Compensation income and deductions
Compensation received for personal services
Compensation in forms other than cash
Compensation or sales proceeds
Special compensation rules for armed forces, ministers, minors, etc.
When to report compensation
Deduction for compensation paid for personal services
Only “reasonable” compensation amounts may be deducted
Deductions for compensation paid in stock and other property
When to deduct compensation
Deferred compensation
Fringe benefits
Valuation of employer-provided automobiles
Sickness, accident and disability benefits and similar payments
Exclusion for employee death benefits
Life insurance paid by employer
Meals and lodging furnished by the employer
Employer’s deduction for compensation paid as fringe benefits
Incentive stock options (ISOs)
Employee stock purchase plans
Nonstatutory options
Employer’s targeted jobs credit for employees hired before Oct. 1, 90
Income tax withholding on employee’s wages; withholding on other
payments, and gambling winnings
Wages subject to withholding
Withholding on pensions, annuities and certain other deferred income
Backup withholding
Computing tax to be withheld by employer
Withholding tax returns and payment
Employee qualified retirement benefit plans
Qualification requirements
Overall limitations on plan contributions and benefits
Employer deductions under qualified employee plans
How employees are taxed under qualified plans
Excise tax on prohibited transactions
Highly compensated employees
Nonqualifying employee benefit plans
Retirement savings plans for individuals (IRA)
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93633 Tax-free rollovers

13641 “Simplified employee pensions” (SEP)

93649 Tax-sheltered annuities for employees of public schools and certain tax
exempt organizations

93659 Employee’s welfare benefit plans
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VOLUME 34

SALES OR EXCHANGES—NONTAXABLE EXCHANGES—CAPITAL GAIN OR

14000
9 4006
1 4050
94075
14083
14095
14098
4113
14133
714140
94163
14185
94187
14208
14216
14221
14222

14237
14245
94264

14272
94287
14311
94324
14372
14386
914393
9 4405
1 4436
14454
9 4463
1 4467
94496
14504
94530
94538
94557

LOSS—BASIS

Gain or loss on sales or exchanges

Sales and exchanges

Computing gain or loss on a sale or exchange

When to report gain or loss

Sales and exchanges between related taxpayers

Transfers between husband and wife

Short sales

Tax straddles: the loss-deferral rule and mark-to-market rules

Wash sales, gains and losses

Nontaxable exchanges

Involuntary conversion: compensated condemnation, fire, and theft losses

Rollover of gain on “ethics sales”

Rollover of gain on sale of principal residence

Principal residence sold by individual aged 55 or over

Low income housing nonrecognition of gain election

Recafturc of federal subsidy

Small business corporations (Section 1244 Stock), SBIC’s, and business
development corporations

Capital gains and losses

Capital assets

Stock in trade, inventories, and other property held primarily for sale to
customers

Options, “‘puts” and “calls,” and stock warrants

Patents and copyrights

How capital gains and losses are taxed

Real estate sold or exchanged

Sale of a business

Traders and dealers in stocks and securities

Debt instruments issued with original issue discount

Other sales and exchanges

Holding period of capital assets

“Section 1231 assets. Capital gain-ordinary loss rule

Basis of property

Cost as basis

Basis allocation

Adjusted basis

Property acquired by gift or transfer in trust

Property acquired from a decedent

Basis problems of stock, securities and stock rights (warrants)

INCOME—TAXABLE AND EXEMPT

9 5000
95010
95015
9 5021
9 5029
1 5037
9 5044
1 5053
15097
915105
15108

Gross income

Income from jointly-owned property

Claim of right doctrine

Miscellaneous taxable and nontaxable income
Social Security and Railroad Retirement benefits
Prizes, awards, fellowships and scholarships
Gifts and inheritances

Dividends

Rental income

Royalty income

Taxable and exempt interest income
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915135
95142
95167
15173
95215
1 5227
1 5241
9 5255
15295
15310
95325
1 5345
95355
15372

Below-market interest rate loans

Tax-exempt and taxable interest on government obligations
Acquisition discount on short term obligations

Original issue discount (OID) as taxable interest

Accrued market discount treated as interest income on sale of bonds
Unstated interest on deferred payment sales

Life insurance proceeds

Taxation of annuity payments

“Private” annuities from other than insurance companies

Sales, etc., of insurance and annuity contracts

Recoveries, refunds and damages

Income from discharge or cancellation of debt

Discharge of indebtedness of solvent, bankrupt or insolvent debtors
Assignment of income

MACRS—ACRS—DEPRECIATION—TAX CREDITS—RECAPTURE

9 5400

9 5450
9 5461
1 5480
9 5500
95510

9 5520
9 5538
9 5550
1 5560

9 5570
1 5600

15610
715615
115625
9 5640
1 5650
1 5660
15670
1 5681
1 5688
1 5690
1 5695
15715

915724
15725
15750
1 5758
15781

95790
9 5800

MACRS, ACRS and Depreciation

Cost Recovery (MACRS or ACRS), depreciation, and amortization deduc-
tions

Who may deduct depreciation

Modified Accelerated Cost Recovery Method (MACRS) explained

Property eligible for MACRS-recovery property

MACRS deductions for short taxable years

Anti-churning rules denying or limiting MACRS and ACRS benefits for
certain property

Pre-'87 accelerated cost recovery system-ACRS

Pre-’87 ACRS recovery property

Pre-’87 ACRS deduction for short taxable years

Election to expense up to $10,000 per year of certain business recovery
property

Special limitations for “luxury” automobiles and “listed property”

Recapture provisions tax as ordinary income certain capital gains on sale
or other disposition of cost recovery property

What is “useful life”” depreciation

Depreciable property

Depreciation methods under the useful life rules

Basis, depreciation period, and salvage value—Nonrecovery property

Multiple asset v. item account depreciation under the useful life rules

Gain or loss on retirement of “‘useful life” depreciable assets

Class life asset depreciation range (ADR) system of depreciation

Post-"70 guideline class life depreciation for pre-'71 assets

Amortization deductions

Special amortization elections

Depreciation recapture for non-recovery property

General business credit

Investment, energy, and research credits
The business investment credit
Pre-'91 Investment credit
Pre-’91 Basis and qualified investment
Pre-’91 Investment credit property
Pre-’91 Rehabilitation investment credit for business buildings and certi-
fied historic structures
Pre-'91 Recapture of investment credits
Pre-’92 Business energy credit
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9 5806
1 5820
1 5835
9 5841
9 5845
1 5900

BUSINESS

96000
96025
16031
16040
96058
16077
96091
9 6096
16101
16124
16132
16142
16160
16180
96210
96230
9 6265

16276.1

16285
16300
6315
16332
16345
96355
16370
96375
96385
96405
16415
9 6430
1 6440
1 6450
9 6455
96475
1 6485
16500
16510
716515
76528
96539
1 6546
96555
16560
96571
96576
16590
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Energy related credits

Pre-’92 Incremental research expenses credit

Pre-'92 Qualified clinical testing expense (orphan drug) credit
Disabled access credit

Low-income housing credit

Enhanced oil recovery credit

AND NONBUSINESS EXPENSES—BAD DEBTS—LOSSES—TRAVEL

AND ENTERTAINMENT
Business expenses
“Nonbusiness” expenses of individuals
Time and proof of deducting business and nonbusiness expense
Office-at-home expenses
Capital expenditures
Uniform Inventory Inclusion and Capitalization Rules
Taxes, interest and carrying charges that may be capitalized
Expenses incurred in earning exempt income
Legal and accounting fees and related costs
Adbvertising and business promotion costs
Life insurance premiums
Insurance premiums on nonlife policies
Business organization, reorganization, liquidation, and finding costs
Miscellaneous costs of carrying on a trade or business
Repair, replacement and improvement—current or capital expenses
Research and experimental expenditures

Kickbacks, bribes, expenses of illegal businesses, lobbying expenditures,

penalties, and fines

Lobbying and campaign expenditures
Expenses of real estate dealers, brokers, and investors
Security dealers’, brokers’, traders’, and investors’ expenses
Employees’ and professional persons’ moving expenses
Employee business expenses
Accountants’, lawyers’, and other professional individuals’ expenses
Education as a business expense
Rent expenses
Special accrual rules for deferred payments for the use of property
Safe harbor election for leasing transactions entered into before '84
Rent paid to related lessor
Leases with purchase option and leases renewable at nominal rental
Sale or gift and leaseback
Lessee’s (tenant’s) capitalizable costs
Lessor’s (landlord’s) capitalizable costs
Deduction for business and nonbusiness bad debts
Business v. nonbusiness bad debts
Reserve for bad debts
Losses other than from sales or exchanges
Losses of individuals
Activities not engaged in for profit
Expense of residence or vacation home used partly for business
Stock and securities losses from worthlessness and similar causes
Loss on demolition of buildings barred
Loss of usefulness and abandonment of nondepreciable property
Miscellaneous loss transactions
Time of loss deduction
Mortgagee’s gain or loss on mortgaged property
Owner’s loss (or gain) on foreclosure, surrender, or abandonment
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1 6600
96620
9 6640
16650
9 6660
96670
16674
96706
16710
16720
16730
16740
16745

16750
76765
76785
96795
16810
96830
96840
16855
1 6880
7 6890
16910
96920

96950
16980

Casualty, disaster, and theft losses

Amount of casualty loss

When and how to deduct casualty losses

Theft loss deduction

Amount of theft loss

When to deduct theft loss

Passive activity losses and credits

Net operating loss carrybacks and carryovers

Computing net operating loss for loss year

Years to which net operating losses are carried

Amount of net operating losses carried to other years

Net operating loss deduction

Carrygacks of product liability losses and deferred statutory or tort
liability losses

Travel and entertainment expenses and gifts

Travel expenses for business or investments

Meals and lodgings on business trips

Combination business and pleasure trips

Special taxpayers’ travel expenses

Foreign travel costs

Local transportation costs

Car used for business

Entertainment expenses

Entertainment facilities

Exceptions to entertainment expense rules

Business gifts as deductible expenses

Reporting travel and entertainment (T & E) and listed property expen-
ses, uses, and reimbursements

Substantiating travel and entertainment (T & E) and listed property
expenses

Disallowance of employer’s deduction for reimbursed T & E expendi-
tures

TAXES, INTEREST, MEDICAL EXPENSES, CHARITABLE CONTRIBUTIONS AND

1 7000
1 7006
97016
17035
9 7050
17071
97087
17116

17121
97155
57173
17176
97195
17205
17219
9 7228
97262
17273
17276

OTHER DEDUCTIONS
Deductions by individuals—general rules
Miscellaneous itemized deductions subject to 2% floor
Deduction for taxes
Who may deduct taxes
Deducting taxes paid and reporting tax recoveries
Interest deductions
When and by whom interest is deductible
Debt v. Equity—Determining whether corporate obligations are debt or
stock
Special rules barring or limiting interest deductions
Allocation of interest expense
Medical expenses may be deductible
What are deductible medical expenses
When medical expenses are deductible
Charitable contribution deduction
Contributions for particular individuals
Various forms of charitable contributions
Charitable deduction ceilings
When is a contribution deductible?
Evidence required for contribution deductions
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97287
17305
917313
97328
97338
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Alimony and child support payments

Alimony or separate maintenance payments—pre-'85 instruments
Bond premium amortization

Cooperative housing—deductions allowable to tenant-stockholders
Owner of a condominium dwelling

SPECIAL TAXPAYERS AND SITUATIONS—FARMERS—NATURAL RESOURCES

1 7500
17510
9 7540
97550
17570
17600

17620
17640

7650
1 7660
17670
9 7680
17711
917725
17749
917761

17773
17780
7800

97812
97820
9 7840
9 7860
97885
9 7895

17900
17910
17915
17933

17936
1 7945
17950
17955
1 7965
17973
97983

—EXEMPT ORGANIZATIONS—FOREIGN

Farmers
Tax treatment of farmers
Accounting methods available to farmers
Gross income of farmers
Sales or other transfers of farm business property
Special deduction and capitalization rules for farmers
Expenses for soil and water conservation, and erosion prevention

Cooperatives
Cooperatives. Exemption and patronage and nonpatronage distributions
Co-operative and condominium housing

Natural resources
Oil, gas, and other natural resources
Depletion deduction
Cost depletion
Percentage depletion
Aggregating or separating properties
Exploration, development, and intangible drilling costs
Timber, coal, and domestic iron ore
Natural resources transactions

Banks and trust companies
Taxation of banks and other financial institutions
Ordinary and special deductions of banks and trust compames
Mutual savings banks, “domestic savings associations” and cooperative
banks
Taxation of common trust funds and participants
Taxation of insurance companies
Regulated investment companies (mutual funds)
Real estate investment trusts
Real estate mortgage investment conduits
Taxable mortgage pools

Tax-exempt organizations

Tax-exempt organizations and their taxable activities

Political organizations

Religious, charitable, educational and similar organizations

Trade associations or business leagues promoting a common business
purpose

Social clubs and lodge-type beneficial fraternities

Civic leagues operated for social welfare

Cemetery companies

Employee, labor, agricultural, etc., organizations

Returns of exempt organizations

Getting, revoking and recovering exempt status

Disclosure of nondeductibility of contributions to certain tax-exempt
organizations
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17986
18000
18025
18033
1 8036

1 8060
1 8080
18100
18120
78145
9 8160
18170
18180
1 8205
18210
1 8235
18240

18257
9 8266
1 8284
9 8293

18300

18302
18310
98333
18350
18361

9 8400
1 8415
9 8430
1 8466
18473

18478

9 8482
i 8485

98494

Prohibited transactions

Unrelated business income

Unrelated debt financed income

Tax on lobbying and political expenditures
Taxation of private foundations

Foreign income and foreign taxpayers

Individual’s nationality and place of residence determine tax status

How resident aliens are taxed

Exclusion for foreign earned income and foreign housing costs

Taxation of nonresident aliens and foreign partnerships

U.S. government employees—foreign diplomats—foreign governments

Tax exclusion for income from U. S. possessions

U.S. corporations with income from Puerto Rico and U.S. possessions

FSC (Foreign Sales Corporation)

DISC (Domestic International Sales Corporations)

Taxation of foreign corporations

Taxation of U.S. beneficiaries of foreign trusts

Income “effectively connected” with the conduct of a U.S. trade or
business

Disposition of foreign investment in U.S. real estate

U.S. shareholders of controlled foreign corporations (CFCs)

Related Person factoring income taxed to controlled foreign corporations

Sale, exchange, or redemption of stock and liquidation of controlled
foreign corporation (CFC)

Sale of a patent, copyright, etc., to a foreign corporation by majority
shareholder

Sale or exchange of foreign mutual fund stock

Income from U.S. sources and from foreign sources

Transactions in foreign currency

U.S. investors in passive foreign investment company (PFIC)

Tax must be withheld on certain payments to nonresident aliens and
foreign corporations

Foreign tax credit eases double tax burden

Who gets credit for foreign tax

Limitations on foreign tax credit

Carryover of “unused foreign tax”

Tax sanctions for participation or cooperation in unsanctioned boycott
operations

Income tax treaties to avoid double taxation

Special penalty taxes
Transfers to avoid U. S. income tax—special excise tax
Foreign personal holding company’s undistributed income taxed to
shareholders
“Stapled” foreign entities

ESTATE, GIFT, AND GENERATION-SKIPPING TAXES [ 8500-8861]*

EXCISE TAXES—VALUATION

Excise taxes

9 8861.1 Retail excise tax on luxury items

9 8862

Retail excise tax on heavy trucks and trailers and on fuels

* Estate, gift, and generation-skipping taxes, are now discussed in volume 34A.



