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PREFACE

This book is intended primarily for students in a basic course in federal income taxation
and is designed to introduce the reader to the basic concepts underlying the federal
income tax system and to explain the fundamental provisions of the Internal Revenue
Code. It is often difficult to understand a textual discussion of a tax problem in the
abstract; consequently, the author has illustrated many of the tax principles discussed
herein with hypothetical examples to insure that the operation of each tax principle is
seen against a concrete factual background.

The materials emphasize tax rules and the determination of taxable income for
individuals. Omitted are the tax laws relating to: corporations and shareholders; estates,
trusts and beneficiaries; and partners and partnerships. Those areas are customarily
covered briefly, if at all, in a basic tax course and are the subject of separate advanced
tax courses.

This book is designed to help students learn and understand the material encompassed
in federal income taxation. There are no footnotes. Case citations are kept to a minimum
to preserve a comprehensive flow, but there are numerous citations to primary sources
so that the student who wishes to explore specific issues in greater detail can do so. In
order to facilitate a succinct treatment of the basic law and issues of income taxation,
it has been necessary to generalize. While the author has sought to limit generalizations
to well-accepted controlling principles, the reader should recognize this work’s built-in
limitations. It is not designed for the daily practice of tax law wherein exceptions to
generalizations and exceptions to the exceptions frequently dominate a practical problem.
The author has attempted to "flag" possible overgeneralizations and always indicates the
important common qualifications to the rule. While the book does cover the technical
and mechanical operation of many important tax provisions (such as depreciation), the
ultimate goal has not been to cover all the intricate details of the Internal Revenue
Code and Regulations, but to prepare a basic treatise on a complex topic whose
application is subject to many refined levels of sophistication. The author has also
attempted to explain the purpose and function of many of these rules.

The text is structured to assist your classroom study and to supplement the readings of
standard casebooks in the area. The text is indexed to Code sections, to cases, and by
concepts in order to facilitate its use.
The book is up to date as of November 1, 1989.
Douglas A. Kahn
Paul G. Kauper Professor of Law
University of Michigan Law School

November 26, 1989

iii



TABLE OF INTERNAL REVENUE
CODE SECTIONS

References are to section numbers.

§ 1 — 1.1000, 1.1100, 4.2100 - 4.2300,
4.2410, 14.1213, 14.2000, 14.3000,
18.2310, 20.4200 - 20.4222, 20.4224,
20.4225-1, 20.4310, 20.5141

§ 2 — 3.220, 13.3000, 14.2100, 14.3100

§ 11 — 20.5141

§ 21 — 10.2000 - 10.2350, 13.5000,
14.1240

§ 22 — 13.5000

§ 26 — 15.3000

§ 27 — 2.1232-5, 15.3510 - 15.4000
§ 28 — 15.3000

§ 29 — 15.3000

§ 32 — 13.3000-13.3200

§ 38 — 2.1232-2, 12.2000, 13.5000,
15.3000

§ 41 — 13.5000

§ 42 — 7.9212-1

§ 46 — 10.7233, 13.2000

§ 48 — 7.9212-1, 12.2000, 13.2000
§ 49 — 13.2000

§ 51 — 13.5000

§ 55 — 12.3464, 15.1200 - 15.1300,

15.1500 - 15.2000, 15.2200,

15.3000 - 15.3100, 15.3220 - 15.3300,
15.3313, 15.4000 - 15.5000

§ 56 — 12.3464, 15.1200, 15.1400,
15.2140, 15.2200, 15.2311, 15.2320,
15.2340, 15.2360, 15.2420, 15.2511 -
15.2515, 15.2520 - 15.2530, 15.2610 -
15.2612, 15.2620 - 15.2623, 15.3400,
15.5000

§ 57 — 15.1200, 15.1400, 15.2100 -
15.2200, 15.2420, 15.5000

§ 58 — 15.1200, 15.1400, 15.2200,
15.2410, 15.2420

§ 59 — 15.1200, 15.3510, 15.6000 =
15.8000

§ S9A — 6.0000
§ 61 — 1.7100, 1.7120, 2.1600

§ 62 — 1.6310, 1.6320, 2.1710, 2.3220,
3.2000, 3.3500, 4.3000, 8.1800, 9.7000,
10.1186, 10.1491, 10.3100, 13.8000,
15.2512

§ 63 — 3.3110-3.3121, 3.3210-3.3220,
3.3400, 14.1330, 15.2510, 15.2515,
20.4120, 20.4222, 20.4320

§ 64 — 18.1000
§ 65 — 18.1000

§ 67 — 3.0000 - 3.1000, 7.2560, 8.1800,
9.7000, 10.1120, 10.1170, 10.1172,
10.1200, 10.1473, 10.1491, 10.3230 -
10.3231, 10.3410, 10.3412, 13.4000 -
13.4100, 15.2514, 21.4100

§ 71 — 1.9100, 2.1400 -2.1410,
2.1413 -2.1414, 2.1417 -2.1431,
2.1433 -2.1434, 2.1440 - 2.1460,
2.1462 - 2.1471, 13.8000



§ 72 — 2.1810, 2.1830, 2.1860, 2.1920
§ 73 — 2.2100

§ 74 — 2.2200 - 2.2220, 2.2226 -2.2230
§ 79 — 2.1583-2

§ 82 — 2.1720, 10.3420

§ 83 — 2.1532, 2.1560, 2.1571 -2.1572
§ 84 — 2.4200, 16.5000 - 16.5100

§ 85 — 2.2700, 2.4640

§ 86 — 2.4630

§ 89 — 2.1583-2, 2.1617, 2.4341 -
2.4344

§ 101 — 2.1590-2.1591, 2.1910-
2.1940, 2.1951 -2.1952, 2.1955, 2.4000,
2.4226

§ 102 — 2.1260, 2.1270, 2.1592,
2.4100 - 2.4110, 2.4200, 2.4212, 2.4224,
2.4226

§ 103 — 2.2510, 2.4212

§ 104 — 2.1330-2.1331, 2.1333,

2.1334 -2.1340, 2.1342-1 -2.1342-2,
2.1342-5, 2.4310, 2.4340

§ 105 — 2.4341 —-2.4343

§ 106 — 2.1610, 2.4344

§ 107 — 2.4700

§ 108 — 2.1210, 2.1211, 2.1212-1,
2.1213 -2.1220, 2.1230 - 2.1231,
2.1232-1-2.1232-6, 2.1240 - 2.1250,
2.1271 -2.1280, 2.1291, 2.1296

§ 109 — 2.4420-2.4421

§ 111 — 2.1280, 2.3200 - 2.3210,
2.4000, 10.6500
§ 117 — 2.1600, 2.2230, 2.4500 —2.4540

§ 118 — 2.1270, 2.1271, 2.3300

§ 119 — 2.1741, 2.1744-2-2.1746
§ 121 — 17.4300, 17.5120-17.5140
§ 129 — 10.2000

§ 132 — 2.1560, 2.1562, 2.1600,
2.1611 -2.1616, 2.1740, 2.1744-2,
2.2226, 2.4540

§ 151 — 3.3220, 3.3500, 4.1200 -
4.1210, 4.1220, 10.2100, 10.2340,
13.6100, 14.1320, 15.2515, 20.4110

§ 152 — 4.1221-4.1222

§ 162 — 2.1614, 5.2400, 7.1000 -
7.2000, 8.1900, 10.0000 - 10.1100,
10.1120, 10.1150, 10.1210, 10.1420,
10.1473, 10.1481, 10.1500, 10.1521,
10.1710-10.1820, 10.1822, 10.1824 -
10.1830, 10.3100, 10.3120 - 10.3200,
10.3230, 10.3250 - 10.3260, 10.3311,
10.3312, 10.3312-2 - 10.3312-3A,
10.3312-4C - 10.3312-4D, 10.3312-5B,
10.3500, 10.5000 - 10.5310, 10.5500,
11.3111, 13.4000, 13.4321, 13.9100,
16.1200, 21.4200 - 21.4210

§ 163 — 2.1540, 2.1544-4, 5.0000,
5.1100, 5.1210 - 5.1320, 5.1331 -
5.1332, 5.1600, 5.3000, 5.4110, 5.5000,
5.5200, 5.9000, 13.9100, 21.4200 -
21.4210

§ 164 — 6.000 - 6.2000, 6.2200 - 6.3000,
13.9100, 21.4200 - 21.4210

§ 165 — 7.0000 - 7.2000, 7.2200,
7.2212, 7.2216, 7.2424, 7.2510-7.2511,
7.2515-17.2520, 7.2531 - 7.2540,
7.2560 - 7.2600, 7.2800 —7.2810,
7.5000, 10.1452 - 10.1453, 10.1521,
10.1732, 10.1824, 10.5400 - 10.5500,



10.6600, 13.4321, 13.6200, 16.1000,
17.1100, 17.4000, 18.2400, 18.2421,
§ 165—Cont’d
18.5100, 18.6200, 19.2100, 19.2120,

§ 212 — 10.1100, 10.1120, 10.1150,
10.1186 - 10.1210, 10.1230 - 10.1270,
10.1321, 10.1340, 10.1341-2, 10.1360,
10.1380, 10.1451-2, 10.1481, 10.1500,

19.2213, 19.2232 - 19.2233

§ 166 — 2.3110, 10.0000, 10.6000 -
10.6100, 10.6210, 10.6223 - 10.6300,
18.2400, 18.6100

§ 167 — 2.1614, 10.1481, 10.1483,
11.1100-11.1111, 11.3130 - 11.3300,
11.3343-1, 11.3360, 12.1000,
12.3100 - 12.3200, 12.3411, 12.3415,
15.2350, 16.1410, 18.3320, 19.3220,
19.3231

§ 168 — 5.7100, 10.1424, 10.1481,
11.1100-11.1111, 11.1320, 11.3120 -
11.3130, 11.3300, 11.6000, 12.1000,
12.3100, 12.3300 - 12.3416, 12.3420 -
12.3431, 12.3441 —12.3443, 12.3451,
12.3454 - 12.3462, 12.3490, 15.2311,
15.2350, 19.3231, 19.3320

§ 169 — 11.1100, 15.2350

§ 170 — 2.1291, 2.4500, 2.4540, 3.1000,
9.0000 -9.1000, 9.1210, 9.1221 -
9.1310, 9.1400, 9.1500, 9.2100,

9.2210 -9.2231, 9.2300 - 9.2400,
9.2510, 9.2512 -9.2531, 9.2532-2 -
9.4200, 9.4300 - 9.4500, 9.4530, 9.5100,
15.2130, 18.2320, 20.2130

§ 172 — 7.4000, 9.2210, 13.6000 -
13.6100, 13.6300

§ 174 — 10.1100, 10.1490A

§ 179 — 12.1000 - 12.2200, 12.3451,
12.3453, 14.1230, 15.2312, 19.3000,
19.3200, 19.3231 -19.3231-1

§ 183 — 10.1150, 10.1161 -10.1170,
10.1182, 10.1182-2, 10.1184, 17.5110

§ 186 — 2.1322-1

§ 195 — 10.1451-1, 10.1452-10.1453

10.1521, 10.3500, 10.5310, 10.5500,
16.1200, 21.4200 - 21.4210

§ 213 — 2.1332, 3.1000, 8.0000 -
8.1000, 8.1200, 8.1400, 8.1520,
8.1900 - 8.2100

§ 214 — 10.2000

§ 215 — 1.9100, 2.1400 - 2.1410,
2.1460, 2.1480, 3.2000, 13.8000,
20.1200

§ 217 — 2.1720, 10.3400 - 10.3411,
10.3420 - 10.3430

§ 243 — 2.2620

§ 246 — 2.2620

§ 248 — 11.1100, 11.2100
§ 262 — 7.6000, 10.1300
§ 263 — 10.1420

§ 263A — 5.7100, 6.2100, 10.1454,
10.1490A - 10.1493A, 11.1200

§ 264 — 5.0000, 5.7000

§ 265 — 5.0000, 5.7000

§ 267 — 2.3300, 5.4110, 9.4500,
9.4520 - 9.4530, 10.7234, 17.6100 -
17.6200

§ 273 — 16.1410

§ 274 — 2.1730, 2.2220-2.2222,
22224, 2.2225-1 -2.2225-2, 8.1500,
8.1530, 9.1310, 10.1380 - 10.1390,
10.3100, 10.3130, 10.3230, 10.3410,
10.3500, 10.4300

§ 275 — 6.2000



§ 280 — 11.3300

§ 280A — 10.1160, 10.1180-10.1182,
10.1182-2 -10.1186, 10.1370, 10.1530,
10.1534 - 10.1536, 10.3312

§ 280F — 12.2000, 12.3453, 12.3490

§ 301 — 12.3463

§ 305 — 1.7333-1

§ 306 — 18.3312

§ 307 — 1.7333-1

§ 311 — 16.1511

§ 312 — 12.3463

§ 316 — 2.2610, 12.3463

§ 331 — 18.4420

§ 333 — 17.3170

§ 336 — 2.3160, 16.1511

§ 351 — 17.5200

§ 354 — 17.5200

§ 355 — 17.5200

§ 361 — 17.5200

§ 401 — 2.1582 -2.1582-1

§ 402 — 2.1582
§ 403 — 2.1582
§ 404 — 2.1582

§ 408 — 2.1582-1

§ 414 — 2.1610, 2.1613-2, 2.1617,
2.4341

§ 421 — 2.1578-1, 15.2530

Xxii

§ 422A — 2.1573-2.1573-1

§ 441 — 1.6120, 1.6130

§ 443 — 1.6120

§ 446 — 10.1430-10.1431

§ 448 — 1.6210, 10.6000

§ 453 — 15.2330, 16.1561, 16.1563,
20.5000 - 20.5141, 20.5150, 20.5240 -
20.5400, 21.2000

§ 453A — 20.5000, 20.5140 -20.5142

§ 453B — 9.2140, 16.1515, 20.5000,
20.5500 - 20.5520

§ 461 — 1.6220, 2.1540, 5.8000 - 5.8200

§ 465 — 7.8000, 7.9500, 10.7000 —
10.7410, 10.7500

§ 469 — 5.1100, 5.1210 - 5.1220,
5.1310, 7.9000, 7.9120 - 7.9130,
7.9150 - 7.9151, 7.9152 -7.9210,
7.9212 - 7.9500, 10.7500, 15.2420 -
15.2421

§ 471 — 1.6210, 7.2515

§ 483 — 5.4100 - 5.4110, 5.5300,
16.1562, 20.5210, 20.5400

§ 501 — 9.1000, 9.1400, 9.1500 - 9.1600
§ 508 — 9.1500

§ 527 — 2.4250

§ 585 — 10.6000

§ 593 — 10.6000

§ 611 — 13.7000, 13.9100, 21.4200 -
21.4210

§ 612 — 13.7320



§ 613 — 13.7321

§ 642 — 9.4200, 9.4230, 21.4220

§ 643 — 18.2330

§ 662 — 21.3200

§ 664 — 9.4200-9.4210

§ 671 — 9.4100

§ 673 — 20.2225

§ 682 — 2.1463

§ 691 — 2.4120, 13.9000 - 13.9100,
21.2000 - 21.3000, 21.3200, 21.3430 -
21.4120, 21.4200

§ 702 — 20.3710

§ 704 — 20.3710, 20.3720

§ 707 — 9.4500, 10.7234

§ 721 — 17.5200

§ 736 — 21.2000

§ 753 — 21.2000

§ 911 — 20.4221

§ 1001 — 1.7400, 16.1000, 16.1410,
16.1430, 16.1450, 17.1000, 20.3500

§ 1011 — 9.3000, 16.1300, 16.1514,
16.2100

§ 1014 — 1.7335, 2.4130-2.4132,
2.4134, 2.4141, 16.1410, 16.1440,
20.3500, 21.3300

§ 1015 — 1.7332, 2.1461, 2.4230,
16.1410, 16.1553, 19.3231-4, 20.3500

§ 1016 — 7.2700, 11.6000

xxiii

§ 1017 — 2.1211, 2.1230, 2.1232-4,
2.1232-6, 19.3200, 19.3220, 19.3231

§ 1019 — 2.4420

§ 1031 — 1.7421, 1.7423, 16.1000,
17.3000, 17.3110 - 17.3310, 17.3330,
17.4230, 18.7121 - 18.7122, 19.3240

§ 1033 — 2.1311, 2.1323-1, 17.4000 -
17.4100, 17.4220 - 17.4410, 17.5120,
19.1000, 19.2232 -19.2233, 19.3240

§ 1034 — 17.4300, 17.5100 - 17.5140,
19.2233

§ 1035 — 17.5200

§ 1036 — 17.5200

§ 1037 — 17.5200

§ 1038 — 17.5200

§ 1041 — 2.1461 - 2.1462, 16.1410,
16.1515, 16.4000, 17.6100, 20.3500,
20.5520

§ 1060 — 19.4000

§ 1071 — 19.3240

§ 1081 — 19.3240

§ 1091 — 17.6300, 17.6320, 17.6341 -
17.6342

§ 1201 — 18.2310

§ 1211 — 14.1230, 18.2400 - 18.2411,
18.2420 - 18.2430, 18.2440, 19.2211

§ 1212 — 18.2410, 18.2420, 18.2430,
18.2440 - 18.2442

§ 1221 — 9.2110, 18.3100 - 18.3310,
18.3312, 18.3313-1, 18.3314 - 18.3314-
2B, 18.3320, 18.3330, 18.3340, 18.4220,
19.1000, 19.2142



§ 1222 — 18.1000 - 18.2300, 18.3000,
18.4320, 18.5000 — 18.5100, 18.5200,
18.7000, 19.2232

§ 1223 — 2.4141, 18.7100-18.7122

§ 1231 — 2.4140-2.4141, 9.2100 -
9.2130, 9.2500, 9.2530, 15.2130,
18.3320 - 18.3322, 18.4330, 18.4440,
18.5100, 18.7000, 18.7121, 19.1100 -
19.2110, 19.2140 - 19.2150, 19.2200 -
19.2230, 19.2232 - 19.2235

§ 1235 — 18.3331, 18.6000

§ 1237 — 18.3313-1, 18.3314-2A,
18.6000

§ 1244 — 18.3312, 18.6000

§ 1245 — 2.3300, 9.2130, 11.7000,
18.6000, 19.2152, 19.2212, 19.3200 -
19.3220, 19.3231, 19.3231-2 - 19.3310,
19.3330, 19.4100, 20.5120

§ 1250 — 2.3300, 11.7000, 18.6000,
19.2212, 19.3300 - 19.3320, 19.4100,
20.5120

§ 1252 — 18.6000, 19.2212

§ 1271 — 5.5500

§ 1272 — 2.2520, 5.4100 - 5.4110,
5.5000, 5.5210 - 5.5400

§ 1273 — 2.2520, 5.4100 - 5.4110,
5.5110-5.5120

§ 1274 — 1.6350, 5.4100 - 5.4110,
5.5120 - 5.5130, 5.5300, 20.5210,
20.5400

§ 1274A — 5.4100, 5.5130

§ 1275 — 5.4110, 5.5000 - 5.5100,
5.5200, 5.5300

§ 1276 — 5.6000 - 5.6200

XXiv

§ 1278 — 5.5500 - 5.6000
§ 1281 — 5.5000
§ 1311 — 7.2810
§ 1312 — 7.2810
§ 1313 — 7.2810
§ 1314 — 7.2810
§ 1315 — 7.2810

§ 1341 — 2.2310, 13.4000 - 13.4100,
13.4300 - 13.4350, 18.4420

§ 1366 — 20.3722
§ 1371 — 18.2431
§ 1402 — 13.3100
§ 2032 — 2.4130

§ 2032A — 2.4130
§ 2053 — 21.4220
§ 2601 — 6.0000

§ 6013 — 14.1100-14.1110, 14.1130-
14.1140, 14.1310 - 14.1311

§ 6041 — 2.1520

§ 6041A — 2.1520

§ 6050 L — 9.8000

§ 6053 — 2.1511

§ 6411 — 13.4340

§ 6601 — 1.6330, 1.6350
§ 6611 — 1.6350

§ 6621 — 1.6350, 20.5141



§ 6622 — 1.6350

§ 6653 — 1.6330, 9.5000

§ 6659 — 2.4134, 9.8000

§ 6661 — 1.6330

§ 7428 — 9.1400-9.1410

§ 7701 — 1.7332, 1.7333, 1.7334,
1.7400, 1.7410, 10.1100, 10.7233,
16.1511

§ 7703 — 4.1211, 14.1120

§ 7872 — 2.1540, 2.1541-1 -2.1542-1,

2.1543 = 2.1545, 2.1545-1D - 2.1547,
5.4200



SUMMARY TABLE OF CONTENTS

§ 1.0000. HISTORY. . ...ttt ittt it e it e e i e e ene s 1
§ 1.1000. RATE STRUCTURE. . ... ... ..ttt iineenn 2
§ 1.2000. SOURCES OF THE TAX LAW. .. ... ... .. ... 5
§ 1.3000. LETTER RULINGS. . : oo :omsomasesusensnesissssassssas 8
§ 1.4000. TAX LITIGATION. .. ... ittt iiiii i 9
§ 1.5000. CHECKLIST OF ISSUES.  : 05 eos sms aw o6 s sim s 56 6,8 s 58 6.5 0 8 9
§ 1.6000. ACCOUNTING FOR TAX PURPOSES. . . ................. 10
§ 1.7000. CONCEPTOFINCOME. .......... ... ... ... 13
§ 1.8000. IMPUTED INCOME FROM PROPERTY OR SERVICES. ..... 18
§ 1.9000. SIGNIFICANCE OF STATE LAW AND FORM OF

TRANSACTION: v s s s 5 si0 « 566 56 sifs s 916 5 38 o 8 50 & % 5 9% s 8 8 6% 89 19

§ 2.0000. ITEMS INCLUDED IN AND EXCLUDED FROM GROSS INCOME. 21

§ 2.1000. ITEMS INCLUDED IN GROSS INCOME. ................. 21
§ 2.2000. MISCELLANEOUS INCLUSIONS IN GROSS INCOME. ....... 84
§ 2.3000, TAX BENEFIT RULE. . o soiv sm s sis smc sm s moa s gmpim smaas on o 89
§ 2.4000. ITEMS EXCLUDED FROM GROSS INCOME. .............. 9
§ 2.5000. RECEIPT OF WINDFALLS AND PENALTIES. ... ... . 109
§ 3.0000. CONCEPT OF ADJUSTED GROSS INCOME. s wws s sa s w 111
§ 3.1000. FUNCTION OF AGIL . ... ... i i i e 111
§ 3.2000. IRC § 62 DEDUCTIONS. . ... .. .. ittt ns 111
§ 3.3000. STANDARD DEDUCTION. . : 0w smssmsonsspopesononsess 111
§ 4.0000. EXEMPTIONS AND DEDUCTIONS IN GENERAL. ........... 115
§ 4.1000. DEDUCTIBLE FROM ADJUSTED GROSS INCOME (AGI). 115
§ 4.2000. PHASE-OUT OF EXEMPTION AMOUNT. ................ 117
§ 43000. STANDARD DEDUCTION. ..........c.0 i iiinnenn.. 120
§ 4.4000. BUSINESS AND NONBUSINESS DEDUCTIONS IN GENERAL. 121
§4.5000. BURDEN OF PROOF. : : : sc .o wssmsnssnssimsas amsios as 121
§ 5.0000. DEDUCTION FOR INTEREST EXPENSES. ................. 123
§ 5.1000. INTEREST INCURRED BY NONCORPORATE TAXPAYER. .. 123
§ 5.2000. DEFINITION OF INTEREST. : s s c s s a5 sisis 66« m s 65 5 8.5 516 126
§ 5.3000. ASCERTAINING PORTION OF CARRYING CHARGES FOR
CERTAIN INSTALLMENT PURCHASES THAT CONSTITUTE
INTEREST. ... e e e e e e e e 128
§ 5.4000. INADEQUATE INTEREST. .......... .00ttt 128
§ 5.5000. ORIGINAL ISSUE DISCOUNT. .........ciiuiiiuenenennnn 129
§ 5.6000. MARKET DISCOUNT. . .........0itiiiininnennnnn 133
§ 5.7000. DENIAL OF DEDUCTION. ........ ...t iituenn.. 134
§ 5.8000. PREPAID INTEREST. .. ... ... ... ..t 135
§ 5.9000. SHAM TRANSACTIONS. . .. ... . it i i 136
§ 6.0000. DEDUCTION FOR PAYMENT OF TAXES. ................. 137
§6.1000. DEDUCTIBLE TAXES. . sc.06:6:9a:06 sassssssamsssas 137
§ 6.2000. TAXES NOT DEDUCTIBLE. ......... ... 138



§ 6.3000. APPORTIONMENT OF REAL ESTATE TAX. . ............. 138
§ 7.0000. DEDUCTION OF LOSSES. ... ... ...ttt 141
§ 7.1000. DENIAL OF DEDUCTION ON PUBLIC POLICY GROUNDS. . . 141
§ 7.2000. CASUALTY AND THEFT LOSSES. ..................... 141
§ 7.3000. PROOF THAT CASUALTY OR THEFT OCCURRED. .. ... ... 156
§ 7.4000. NET OPERATING LOSS. ....... ... 157
§ 7.5000. WAGERING LOSSES. . ... ...ttt 157
§ 7.6000. RESIDENCE AND OTHER NON-INCOME PRODUCING
PROPERT Y & 5w s st s w s 5@ s siie s 008 38 8 856 2 515 ym e sie o mw s s wie s o oo 157
§ 7.7000. CONVERSION TO BUSINESS PROPERTY. ............... 157
§ 7.8000. AT RISK LIMITATION. .. ... ... .0ttt 158
§ 7.9000. LIMITATIONS ON THE DEDUCTIBILITY OF LOSSES AND
CREDITS GENERATED BY A PASSIVE ACTIVITY. .............. 158
§ 8.0000. MEDICAL EXPENSES. . ... ... ... ..ttt 167
§ 8.1000. DEFINITION OF MEDICAL CARE. ..................... 167
§ 8.2000. LIMITATIONS ON MEDICAL EXPENSE DEDUCTIONS. ..... 173
§ 8.3000. CAPITAL ACQUISITIONS FOR MEDICAL CARE. .......... 174
§ 8.4000. SPECIALLY PREPARED FOOD. ....................... 176
§ 9.0000. CHARITABLE CONTRIBUTIONS IN GENERAL. ............. 177
§ 9.1000. DEFINITION OF CHARITABLE CONTRIBUTION. .......... 177
§ 9.2000. LIMITATIONS ON AMOUNT OF DEDUCTION. ............ 181
§ 9.3000. BARGAIN SALES. ... ... ..ttt 190
§ 9.4000. GIFTS OF PARTIAL INTEREST IN PROPERTY. ........... 191
§ 9.5000. CONTRIBUTION OF SERVICES. ....................... 194
§ 9.6000. ASSIGNMENTOFINCOME. ........... ... ... .. 195
§ 9.7000. ITEMIZED DEDUCTION. ......... .00ttt 195
§ 9.8000. PENALTY FOR OVERVALUATION. .................... 195
§ 10.0000. BUSINESS AND NONBUSINESS EXPENSES. ............... 197
§ 10.1000. ORDINARY EXPENSES: GENERAL. ................... 197
§ 10.2000. CREDIT FOR CHILD CARE AND HOUSEHOLD EXPENSES. . 232
§ 103000. TRAVEL EXPENSES. ........ ..ttt 235
§ 10.4000. EDUCATION EXPENSES. . ......... ... ., 249
§ 10.5000. FRUSTRATION OF PUBLIC POLICY. .................. 252
§ 106000. BAD DEBTS. . . .. ...ttt it it i e e e 254
§ 10.7000. AT RISK LIMITATION. . ........ .0t nnnn 258
§ 11.0000. COST RECOVERY. ...... ...ttt 265
§ 11.1000. GENERAL. . ... ..ttt i it 265
§ 11.2000. IMPORTANCE OF DISTINCTION BETWEEN DEPRECIATION
AND AMORTIZATION. ... ... ittt ittt iineennn 268
§ 11.3000. ELEMENTS OF A DEPRECIATION DEDUCTION. ......... 268
§ 11.4000. NONDEPRECIABLE ASSETS. ......... ... .. 274
§ 11.5000. DEPRECIATION OF REAL ESTATE. ................... 274
§ 11.6000. ADJUSTMENT TO BASIS. . ... ... .. ..., 274
§ 11.7000. RECAPTURE OF DEPRECIATION. .................... 275
§ 11.8000. DEPRECIATION IN THE YEAR OF SALE. .............. 275

vi



§ 12.0000. COST RECOVERY. ... ... ..ttt 277
§ 12.1000. GENERAL. . ... ...ttt ittt it iei e 277
§ 12.2000. EXPENSING OF THE COST OF CERTAIN BUSINESS ASSETS. 277
§ 12.3000. ACRS (THE ACCELERATED COST RECOVERY SYSTEM). . . 278

§ 13.0000. MISCELLANEOUS CREDITS AND DEDUCTIONS. .......... 289
§ 13.1000. CREDITS AND DEDUCTIONS IN GENERAL. ............ 289
§ 13.2000. REPEAL OF THE REGULAR INVESTMENT TAX CREDIT. . . 289
§ 13.3000. EARNED INCOME CREDIT. ................titon.n. 289
§ 13.4000. RETURN OF INCOME HELD UNDER A CLAIM OF RIGHT. . 290
§ 13.5000. OTHER CREDITS. .......... ..., 294
§ 13.6000. NET OPERATING LOSS CARRYOVER AND CARRYBACK. . 294
§ 13.7000. DEPLETION: oo sowsnmsosmes o smsans o sas o6 s® s 295
§ 13.8000. ALIMONY: .. nvswsscsncsosimsnssasansseanesisoos 296
§ 13.9000. INCOME IN RESPECT OF A DECEDENT (IRD). .......... 296
§ 14.0000. JOINT RETURNS, HEAD OF HOUSEHOLD, AND SURVIVING
SPOUSE: w5 s s6 s 916 5 58 wis s s s 5 59 5 5 s 9o 8 65 0 s @8 45 8 g s 008 9w 299
§ 14.1000. JOINT RETURN: « . cc s 65 e 65 505 60 3 56 i s i s 66 5590 ass 299
§ 14.2000. SURVIVING SPOUSE. ... ..... ... .. 303
§ 14.3000. HEAD OF HOUSEHOLD. ............... .. 303
§ 15.0000. ALTERNATIVE MINIMUM TAX. ........... .. 305
§ 15.1000. ESTABLISHMENT OF THE MINIMUM TAX. ............. 305
§ 15.2000. MINIMUM TAX INCOME ALTERATIONS (MTIA). . ........ 306
§ 15.3000. COMPUTATION OF ALTERNATIVE MINIMUM TAX. ...... 313
§ 15.4000. REGULAR TAX. . ...ttt ittt ittt it i i e enenn 315
§ 15.5000. MINIMUM TAX CREDIT. ...........0iiitnnnn. 315
§ 15.6000. SPECIAL ELECTION FOR PROLONGED WRITEOFFS OF
CERTAIN EXPENDITURES: 5 i s s ¢ w5 555 s w6 s 918 500 5 @ 56 36 956 s 97 315
§ 15.7000. ATTRIBUTION OF TPL . . ¢ s cvcas sws i vassmsmenimssss 315
§ 15.8000. TAX BENEFIT REQUIREMENT. .............. ..., 315
§ 16.0000. REALIZATION OF GAIN OR LOSS ON THE DISPOSITION OF
PROPERTY. ... e i i e i e 317
§ 16,1000 GENERAL., . : o5 ¢ 56 50 0 510 6 w05 o8 s 10 8 0 558 5 50 08 6185 95 8 317
§ 16.2000; BASIS. :u:ue:vnccssumsonsonsasomsonaes e sms as o 327
§ 16.3000. SETTLEMENT OF OBLIGATION. . ..........civtuinnn 329
§ 16.4000. MARITAL TRANSFERS. ... ... ... ..., 329
§ 16.5000. GIFTS OF APPRECIATED PROPERTY TO A POLITICAL
ORGANIZATION: . o v on wasomsns sos sms ansss g s oo aessnssss 330
§ 17.0000. RECOGNITION OF GAIN OR LOSS ON THE DISPOSITION OF
PROPERT Y. ..ot e e e e 331
§ 17.1000. GENERAL. . ... ...ttt it ee e e e 331
§ 17.2000. NONRECOGNITION OF GAIN OR LOSS ON CERTAIN
EXCHANGES OF PROPERTY. .c: v s6: s ssmowssssssssssansass 331
§ 17.3000. EXCHANGES OF LIKE-KIND PROPERTY. .............. 331
§ 17.4000. INVOLUNTARY CONVERSIONS. ..................... 341
§ 17.5000. OTHER NONRECOGNITION PROVISIONS. .............. 343

vii



§ 17.6000. DISALLOWANCE OF LOSS DEDUCTION FOR CERTAIN
SALES OR EXCHANGES. ...\ tvvttttteeeeeeeeennenn. 345
§ 18.0000. CAPITAL GAINS AND LOSSES. . .......coviiennnnnnnn.. 349
§ 18.1000. GENERAL. . ...ttt 349
§ 18.2000. TAX TREATMENT OF CAPITAL GAINS AND LOSSES. . .. .. 349
§ 18.3000. DEFINITION OF "CAPITAL ASSET." . .................. 354
§ 18.4000. JUDICIAL EXCEPTIONS TO CAPITAL GAINS TREATMENT. . 360
§ 18.5000. SALE OR EXCHANGE. . . .. o'eieiiiiiinannnnns 364
§ 18.6000. STATUTORY CHARACTERIZATION OF CERTAIN
TRANSACTIONS. . . . o oottt et ettt ettt e et nns 364
§ 18.7000. HOLDING PERIOD. . .. ... ..'uunnnnnnnnnnns 365
§ 19.0000. QUASI-CAPITAL ASSETS AND RECAPTURE OF
DEPRECIATION. . . . .o tttttt et e e et et e e e e eeaas 367
§ 19.1000. BACKGROUND: PROPERTY USED IN TRADE OR BUSINESS. 367
0 R Lol 30k § 367
§ 19.3000. RECAPTURE OF DEPRECIATION: GENERAL. ........... 373
§ 19.4000. SALE OF A BUSINESS. . . .. uviiieeeeanannns 379
§ 20.0000. ASSIGNMENT AND ANTICIPATION OF INCOME, "KIDDIE TAX,"
AND INSTALLMENT SALES. . . ..o it ttiteteeeeeieeiieeeeanenns 383
§ 20.1000. SPLITTING OF INCOME. ... .......uuuuunnnnnnnnnnns 383
§ 20.2000. ANTICIPATORY ASSIGNMENT OF INCOME. ............ 384
§ 20.3000. ANTICIPATION OF FUTURE INCOME. . . ............... 389
§ 20.4000. TAXATION OF CHILD’S UNEARNED INCOME—KIDDIE TAX. 392
§ 20.5000. SALES UNDER THE INSTALLMENT METHOD. .......... 397
§ 21.0000. INCOME IN RESPECT OF A DECEDENT (IRD). .. .......... 403
§ 21.1000. DEFINITION OF "INCOME IN RESPECT OF A DECEDENT"
(IRD). . .t 403
§ 21.2000. COMMON EXAMPLES OF IRD. ... ... .c.vvuurnnnnnn.. 403
§ 21.3000. REPORTING OF IRD. . . ... ooieeeeeeeeeeeeeeennns 404
§ 21.4000. INCOME TAX DEDUCTIONS ALLOWED. . .............. 405

viii



TABLE OF CASES

References are to pages.

Aboussie v. United States . . ... .. .o v ittt 199, 218
Adams V. COMMUESSIONET . . ¢« s s o v e oo o vevissossssosnosnsnossssoss 239
Africav. Pennsylvania .. ....... ... ... i e 178
Agar v. COMMISSIONET . . v v v v vttt it ittt eetae e et cocsoas 43
XIS QR 20 ©/0) 1 111§ 1013 (0) 1 U=3 O 230
Allan v. COMMUSSIONET . . vt v v it et et ettt ot e ee e oe s e e e s aeee e as 322
AIVES V: 'COMMISSIONET 1= vvs e s o5 v6i s s s BE @ 08§ 588 G5 S® 8 5% Sm 8 gl e 68
American Bar Endowment, United States v. . .. .. .. .. ...t ennns 178
American Dental Co.,, Helvering v. . ......... ... ... 28
Anchor Coupling Co. v. United States . .. ..............o0uiuinen.n.. 209
Anderson v. COMMISSIONET . . . . o vt vttt ettt ettt e e te e e e e 363
Anderson v. United States . . . .. ..t ittt ittt e e e 256
Anselmo v. COMMISSIONET . . v v v vt ittt e et e ettt e e et te e eee e 87, 177
Arkansas Best Corp. v. Commissioner ................ 354, 360, 361, 369, 370
Armantrout v. COmmiSSIONET . . . . . vttt vttt et 385
Arrowsmith v. COmMmISSIONEr . . . . . . .ottt t it i it ettt et 363
Avery v. COmMMISSIONET . . . . .. vttt it i i e e 239
B.C. Cook & Sons, Inc. v. Commissioner . . ...........ccouuuuunnn. 155, 156
Bankhead, Estate of v. CommiSSiOner . . ... ... ...ttt nenennenenn 23
Barker V. 'COMMISSIONET .+ sa s 510 5 55 boai s 50 s 58 5 0 8 88 6 06 6§86 888 6w 085 8% 333
Baroneé v, COMMISSIONET « .« <5 s 96 s w6 s 6 50 s @i » @8 96 s 8 588 56655 a6s &6 240
Barry V. COMMISSIONET  : 4 ovi s 60 o e min s 50 5 0w 8 56 506 56 s s 65 as s s s 246
Bayse, United States V. . ... ... ittt it e 385
Bear Mfg. Co. v. United States . ... ...ttt enneennn 23
Beck v. COMMISSIONET . . . . v vttt et et ettt et e e eee s 265
Bellamy v. COMMISSIONET « : w5 s 56 5 56 v s 56 6 5.8 8.5 5 #8358 96 § 06 58 § 96 68 8 361
Bent v. COMMISSIONET . . . . .0t i ittt ittt et e ettt e e e 38, 44
Beyer v. COmMMISSIONET . . . . .ottt ettt et e e 8
Biedenham Realty Co., Inc. v. United States . . .............c.0ov... 356, 358
Biggs: V.. (COMMISSIONET .o« ws s v an s sims 65 655 SW s HE s B s @ 0 0w s 332, 333
Black v. COmmISSIONET . . . . .. .ottt ittt i e 221
Blackman v. COmMmISSIONET . . . . ..ottt ittt et e 142, 254
Blair v. COmMmMISSIONET . . . . . ..ttt ittt ettt ettt e 386
Blake v. COmMmMISSIONET . . . . .. ...ttt ittt i e 53
Bliss Dairy ¥, Uniited SIateS o« . ccovivussasninmespsseans s ons 89, 91, 92
See also: Hillsboro National Bank v. Commissioner
Boagni v. COMMISSIONET . . . . ..ottt et ittt ettt e et e 207
Bob Jones University v. United States . ............c.couveunnnnnnnn.. 8, 181
Bodzin v. COMMISSIONET . . . . . oottt e e e it et e e e 227
Boettiger v. COMMISSIONET . . . . . ot vttt et it et et et ee e e 116
Bolaris v. COommisSIONer . .. .. .. ... ... ..ttt 343, 344

Bolger v. COmMmMISSIONET . . . . . . .ottt e e e et et e e 380

Bolker v. COMMISSIONET . . . . . . ..ottt e et it it ie e e 335, 336
Bolton v. COMMISSIONET . . . . . .. ..\ttt ettt ittt et 202, 203
Borax v. COmMmISSIONET . .. ... ... ... ..t in e 57, 58
Boser v. COMMISSIONET . . .. .. .. ...ttt ittt it ee et e 225



Boyter v. COMMISSIONET . . . . oo vttt ittt e i e 58

Bradley v. United States . ...........c.couuiinitnnninennnnns 380
Brandl v. COMMISSIONET . . . . v v v ittt e ettt et e et st tnee s neessnnees 240
Brandon, Estate of v. COmMMISSIONET . . . .. .. .o i vttt unnnnnas 97
Brenner V. COMMISSIONET . .« . . v v v v vt v et teeseaeeanennneeeneen. 226
Bresler v. COmMMISSIONET . . . . v vt ittt e e oo oo e e e enaee e oo 35, 42, 363
Briarcliff Candy Corp. v. Commissioner . ........................ 217, 218
Brown v. COMMISSIONET . . . . . vttt it ettt et e ettt e et it e it e 363
Brown v. COMMISSIONET . . . & v v it ittt e ettt e et te e e een e e ennes 169
Biowi V. '(COMMISSIONET « < w6 ¢ 55 s 5 sti5 § €15 5 57 813 5 55 o 5 @ 6 $ig s s sim s wiy s 250
Browit v. UNited. STA1€S « . wr s s vims 6w s 98 6 0 4 55 s 6,8 5 8% 8 5 s o0 6 $s 8 w88 211
Brown, Clay B.,, COmMmiSSiONer v. .. ... .. ...t iiitintnnenneneennnn 364
Bruun, Helvering v. . .. ... ... . i e e e 106
Bullard, Estate of v. CommisSioner . ....... ...ttt ennnnan 6, 190
Burford v. United States . .. ... ... ..ttt ittt ettt 40
Burger V. COMMISSIONET . «c cm o o s s cms siw s s s ws sim s sis o @ s s 3 0's o s 200
Burnet vi. LOZAN .« «.o s 56 6 06 66 4 66 6 06 %608 o5 4 @5 5 60 916 0 5 s w8 8e 325, 326, 328
Burnett v. Sanford & Brooks Co. . .. .. ..ottt it ttnn et 294
Byrd, Transferee v. Commissioner . ... .......... .ottt nnnnnnn 91-93
Byrne v. CommisSSiOner . ... ... ... i e e e 37, 38
Campbell v. CommiSSIONET . . . .. ..o ittt ittt e 149, 197
Canelo v. COMMISSIONET . . . . v vttt et ettt et e e e et ee et e e enne e 96
Capodanno v. COMMISSIONET & ¢« o o s s s 08 e 60 s mm s @ms ois s s was wiw o 116
Carpenter v. COMMISSIONET . . . .ot v v v vt vveovovnosnsosoassnsosssss 145
Case v. United States . ... ... ... ittt it ettt 357
Catalono v. COMMISSIONET . . . . v v vttt et et e e e e et ettt et et ine s 100
Central Texas S & L Ass’n v. United States . ... ....... ...ttt 218
Chevy Chase Motor Co. v. CommiSsSioner . . . . ... ... ..o ennnn 216
Christey V. United States .. :c:cvivsinsscsnssvesmssnmesncsnssiosessn 236
Church of the Chosen People v. United States . . ...................... 178
Church v. COmmISSIONET . . . . . . ittt ittt ettt ettt e eeeeenn 39, 40, 43
Churchman v. COmMMISSIONET . . . . .. i vttt ittt et e e e ee e e e 198, 200
City 'Gas 'Co. V. COMMISSIONET : s s s 5o s v amsmasms smsmswme s wo s e 21
Clapham v. CommiSSiONer . .. ....... ... ... ittt rnennennnn 343
Coats v. COMMISSIONET . . . . ..ttt ittt et ettt e ettt e e 37
Cohen v. COMMISSIONET . . . . . v i ittt et e e e e e et e e e e et eeeeeeee e e 176
(00 1 A A 5 (=) L 181
Coker' V. COMMISSIONET : s -« » 0 5 5 6 si5 s w8 § 5.6 500 3 T8 5 85 68§ UB 655 Go 5 606 242
Coleman v, COMMISSIONET . oo . o 55 6516 5 56 556 5.5 566 o8 G386 66506 s a5 380
Collins v. COmMMISSIONET . . . . . i ittt ittt ittt et ettt et e 206
Colorado Springs National Bank v. United States . .............. 214, 217, 226

Commissioner v. (see opposing party)

Concord Control v. CommiSSiONer . . . . .. ..o ittt ittt ettt teeeeen 379
Conley v. COMMISSIONET . . .. v vt i i it e e e e 226, 252, 318
Coombs V. COMMISSIONET .+ . . . v v vttt it it ittt et et e et e e e eeeeenns 236
Cooper v. COMMISSIONET . . . . ..ttt et ettt it e 267
Corn Products Refining Co. v. Commissioner ........... 354, 360, 361, 369, 370
Correll, United States v. . .. ..o it ittt i i et et e et e e 237, 244-247
COX V. ChaC0 . o v vttt ittt et e e e e e e e e e e e e e e e e 78
Cracchiola v. COMMISSIONET . . . . . .ottt it ittt ettt ittt e 100



