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Preface

Thank you for buying this book!

In my many years in the classroom, and now as a practicing tax lawyer, I have spent countless hours

listening to students and tax professionals alike describe the study of tax law as both fascinating and
frustrating.

It’s a fascinating subject, not only because it touches almost everyone’s life in a very real and direct way,
but also because it serves as a pretty good mirror for our society’s beliefs and values. But learning tax
law can be frustrating as well. It requires learning a whole new language—the language of the Internal
Revenue Code and its seemingly endless pages of regulations. It requires faith that what may seem to be
a jumble of obscure statutes is really a coherent system whose parts work together in a sensible fashion.
Finally (and this is what keeps tax practitioners up at night) Congress changes these laws every year—
creating new challenges for both taxpayers and their advisors.

This book offers some of the techniques I've developed over the years to help students and practitioners
overcome these frustrations. Chapter 1 begins with the basics, including a method for reading the Internal
Revenue Code and understanding it. (I recently received an email from a long-lost student, who now is
a tax lawyer with a large accounting firm. He found himself using this *“parsing” technique years after
taking my course and wanted to let me know that he still “parses” statutes when he finds himself in
unfamiliar tax territory. So do I.) I hope this approach works for you as well.

The succeeding chapters of this book describe in detail the five basic issues of individual taxation: what
is “income”; what expenses are deductible; the character of income or loss; what tax rates apply; and
what tax credits are available. Chapter 16 summarizes the well-established themes and issues of basic
income tax, collecting the ‘‘families” of tax statutes that govern these issues. We'll never prevent Congress

from tinkering with the Code (nor should we), but these essential themes will remain as long as there is
an individual income tax.

This book can’t substitute for the hard work of tax study: understanding the Code and regulations, working
through example after example, and participating in the discussion in your tax class. What it can do is

supplement those sources and help explain the concepts you encounter in class. To make the best use of
this book, I suggest that you:

®  Skim the appropriate sections of this outline before the material is covered in class (you will find
a casebook correlation chart at the front of the book).

® Review the material in this book in detail after it is discussed in class. Note in the margins of this
outline the emphasis that your particular professor places on the various aspects of the material.

8  Work through the examples and “Quiz Yourself” questions. Make sure you can explain the result
in each example, using the Code and case law. Consider creating new examples to work through
alone or in your study group.

®m  Use the outline material to supplement the notes or your own outline that you prepare to study for
the exam.

®  Use the “Capsule Summary” as a review just prior to your exam.
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My warmest thanks to Aspen’s Carol McGeehan and Barbara Roth for their optimism and sensible
suggestions—and to my family for their infinite patience—during the writing of this book.

I wish you the best in your first tax course and hope most of all that you will discover that tax can be
interesting and even fun. Good luck!

Gwendolyn Griffith Lieuallen

Speer, Hoyt, Jones, Poppe, Wolf & Griffith, P.C.
Eugene, Oregon



Casebook Correlation Chart

Note: general sections of the outline are omitted for this chart. NC = not directly

xli

covered by this casebook.
F?:::::;: l;d’ Guerrin & Klein,
Burke & Friel: Dodge, Postlewaite:
Taxation of Fleming, & Lathrope: | o ) 1ms ang | DeOkman, &
Emanuel’s Basic Federal Tax Outline Individual Geier: Federal Fundamentals Materials in Shaviro:
by chapter and section heading) Y : of Federal Federal Income
(by c 8. Income (S5th Ed. Income Tax Income Federal Income Taxation (12th
1998) (2nd Ed. 1999) Taxation (12th Ta.l;::a;go ;6th Ed. 2000)
Ed. 2002) ) )
CHAPTER 1
GETTING STARTED IN FEDERAL
INCOME TAX
L. Introduction—The Big Picture 8-18 NC 44-45 NC NC
II. The Sources of Federal Income 4-8 6-16 14-32 1-3, 14-25, 28- 4348
Tax Law 37
III. Tax Ethics—Tax Return NC NC NC 25-28 20-26
Positions and Sanctions
IV. Reading the Code NC NC NC NC NC
V. A Few Words on Tax Policy NC 19-30 32-34 4-8 9
V1. Relationship of Income Tax to NC NC 45 17-18 7-9
Other Tax Systems
CHAPTER 2
IDENTIFYING GROSS INCOME
. IRC Section 61 9-10, 22-24, 27- 39-40 48-54 39-63 49-51
29
III. Definitions of Income 32-38, 555-557 30-35, 59-63, 34-35, 49-54, 4249 9, 33, 51-55, 88-
69-71 56-60, 65-66 94, 313-319
IV. Items That Are Not Income 27-29, 49-50, 78-81, 118-119, NC 48-56 81-90, 130-132,
69-70 515 177-180
CHAPTER 3
SPECIFIC INCLUSIONS IN GROSS
INCOME
IL. Compensation for Services 24-30, 37-38 76-78 66-68 41-42 88-89
II1. Gross Income from Business NC 216-222 NC 149-163 38-39
IV. Gains Derived from Dealings 68-70 40-41 NC 94-96 NC
in Property .
V. Investment Income 70, 127-129, 39, 48-51, 79, 155-164, 278, 229-230, 400- 144-146, 473-
225, 231-236, 118, 443-449 445-449 407, 632-633, 479
453-454 651-663, 671
VL. Alimony and Separate 749-753, 758- 194-196, 198- 195-205 255-262 371-375
Maintenance Payments 762 19
VIL. Income from Discharge of 138-143, 154- 133-149 165-181 50-56 177-220
Indebtedness 160
VIII. Several Items Not Usually NC 214-215, 219- NC 423 125-126, 146-
Crucialin the Basic Tax Course 221, 756-761 147, 699-700,
705
IX. Some Odds and Ends—Prizes, | 51-52, 54-58, 248-249, 359, 63, 107-113 61-62, 69-77, 116-117, 224-
Helpful Payments, and 109-111, 401- 786-787 189-207 225
Embezziements 402




xlii

BASIC FEDERAL INCOME TAX
'y L. i 2
R uerna |
Burke & Friel: Dodge, Postlewaite: ’
Taxation of Fleming, & Lathrope: Problems and | Dankman, &
Emanuel’s Basic Federal Tax Outline . . ? Fundamentals L Shaviro:
. Y Individual Geier: Federal Materials in
(by chapter and section heading) of Federal Federal Income
Income (5th Ed. Income Tax Income Federa{ Income Taxation (12th
1998) (2nd Ed. 1999) T ion (12th Tag:nzo(r)lo(z&h Ed. 2000)
Ed. 2002) ’ )
CHAPTER 4
SPECIFIC EXCLUSIONS FROM
GROSS INCOME
L. Where Are We? NC 39-40 NC 121-122 NC
II. Death Benefits—§101 121-125 247-248, 532- 155-159 140-141 135-147
533
II. Gifts—§102 79-89, 91-93 231-247 70-81 122-128 94-118
IV. Interest on State and Local 211-212 323-327 236-240 188-189 226-231
Bonds—§103
V. Compensation for Personal 165-181 367-372 189-190, 192- 176-180 173-177
Injury or Sickness—§104 193
VI. Discharge of Indebtedness 135-143 134-139 179-180 181-188 179-180, 182-
Income—§108 194
VII. Qualified Scholarships—§117 110-111 248-249 113-116, 228- 141-149 116-117
235
VII. One-Time Exclusion for Gain 97-106 597-598 221-227 386-389 231-233
on Sale of Principal
Residence—3§121
IX. Employment-Related 186-214 91-103 92-106, 943-946 149-174 52-66, 69-72
Exclusions
X. Educational Incentives 213, 379-380 NC 231-233 425-436, 468- 231
475, 892
XI. Child Support 752 203-204 212-214, 233- 259 376
235
XII. Gain from Sale of Stock NC NC 693-694 297-303 NC
CHAPTER §
DEDUCTIONS—IN GENERAL
II. Role of Deductions. 11-17 395, 450-457 314-316, 573- 391-393 27-30
576
III. Common Themes of Deduction NC 48-51 NC 394-424 NC
Controversies
CHAPTER 6
PERSONAL DEDUCTIONS
II. Above-the-Line and Below- NC 450-453 NC 391-392 407
the-Line Deductions
0. Alimony 749-754 194-196, 198- 195-208 255-261 371-375
199
IV. Moving Expenses 401-402 359 95-96, 549-553 170 528-529
V. Certain Retirement Savings 131 756-761 671-674 NC NC
VL Losses 311-317 50-51 401-404 642-663 408-411
VII. Interest on Education Loans 453 341 229 468-475 451
VIII. Qualified Education Expenses NC 351-355 229 468-475, 678- NC
680
IX. The Choice: Standard or 450-457 450-457 NC 391, 718-729 405-406
Itemized Deduction
X. Interest—§163 465-468 337-343, 520 495-504 670-680 447-451
XI. Taxes—§164 475-478 315-334 NC 680-684 451-454
XII. Casualty Losses—§165(c)(3) 485-491 283-293 822-832 684-695 408-414
XIII. Medical Expenses—$213 496-503 275-281 554-566 708-712 415-423
XIV. Charitable 229, 338-339 295-314 799-821 695-707 423-446
Contributions—§170
XV. Miscellaneous Expenses—2% 16-17 337 445-466 717-718 NC
Floor
XVI. Personal Exemption—§151 NC 259-265 568-573 836-845 454-455




CASEBOOK CORRELATION CHART xliii
Freeland, Lin .
Steph:,nsl: &d’ Guerrin & Klein
Burke & Friel: Dodge, Lathrope: Postlewaite: B ankmal;, &
Emanuel’s Basic Federal Tax Outline TI‘:.";“"';';:{ Fleming, & | o iamentats | T7oblems and Shaviro:
ion headi Geler: Federal Materials in
(by chapter and section 2) Income (5th Ed. Income Tax oflf;d:':al Federal Income ’:::::’01"802:;:
1998) (2nd Ed. 1999) Taxation (12th Ta;:u;;o (26th Ed. 2000)
Ed. 2002) ’ )
CHAPTER 7
BUSINESS DEDUCTIONS
II. Trade or Business 218-236 348-351, 362, 316-340 394-408, 425- 467, 487-489,
Expenses—§162 419-423, 443- 426 593-602
449, 500-501
IIl. Capital Recovery for Business | 246-250, 276- 42-43, 63-64, 319-325, 404- 408-424, 485- 155-158, 236-
Assets 285 484-491, 503- 414, 430-445, 496, 503-506 247, 556-563,
506, 549-559, 680 614-617
766-767
IV. Other Deductions 314-317 125-130, 315- NC 663-672, 680- NC
316, 320-323, 682
339-341, 403
Y. Special Rules for Losses NC 376 NC NC NC
CHAPTER 8
MIXED BUSINESS AND PERSONAL
EXPENSES
II. Origin Test 219-224, 770 399402 NC 394-395, 399- 538-545
400, 477-481
III. Hobby Losses—§183 419-423 377-393 518-519 642-650 460-470
IV. Section 274 Restrictions 339-340, 358- 419440 395-398 448-459, 467- 493-496, 501-
364 468 508
V. Home Offices and Vacation 436-444 410413 520-525 506-510 470-472
Homes—§280A
VI. “Luxury” Automobiles and 444-446 553-554 436-443 496-502 487
Listed Property—§280F
VII. Gambling Losses NC 375-377 539-541 NC 147-149
CHAPTER 9
TRANSACTIONS IN PROPERTY
II. An Approach to Property NC NC NC NC NC
Transactions
III. Statutory Analysis—§1001 25-27, 68-74, 60, 579-583 117-121 78-89, 94-97 235-250, 259-
82-85, 755-757 274
IV. Transfers of Encumbered 779-797 157-177, 584- 133-154 98-118 201-220
Property 586
CHAPTER 10
NONRECOGNITION
TRANSACTIONS
IL An Approach to the NC NC 891-893 NC NC
Nonrecognition Provisions
III. Like-Kind Exchanges—§1031 815-830 584-595, 602 893.913 366-379 272-287
IV. Involuntary 842-847 596-597 913-923 381-385 232, 280
Conversions—§1033
V. Spoussal and Divorce 755-757, 762- 196-198, 585- 208-214 255-261 360-380
Transfers—§1041 765 586
VL. Other Nonrecognition NC NC 923-926 NC 280
Provisions




xliv

Assignment of Income and
Related Problems

BASIC FEDERAL INCOME TAX
Freeland, Lind
Stephel;s, & ' Guerrin.& Klein,
Burke & Friel: Dodge, Postlewaite:
Taxation of Fleming, & Lathrope: Problems and | Bnkman, &
Emanuel’s Basic Federal Tax Outline s g Fundamentals L Shaviro:
s s Individual Geier: Federal Materials in
(by chapter and section heading) Income (5th Ed. Income Tax ajl':::::d Federal Income F;:xxlo:"(?;:'he
1998) (2nd Ed. 1999) Taxation (12th Ta;:nzogo (26th Ed. 2000)
Ed. 2002) : )
CHAPTER 11
TIMING OF INCOME AND
EXPENSES
L. Where Are We? NC 4547 NC NC 39-41
II. The Annual Accounting 50-51, 53-54, 765-169, 772- 618-620, 649- 263-265 33-34, 155-173
Concept 623-638 778, 782-787 652, 657-660
III. Methods of Accounting 546-565, 586- 122-124, 721- 586-644 265-296, 311, 32-33, 305-311,
600, 607-610 730, 739-742, 327-334 313-329, 384-
745-756 399
IV. Accounting for Inventories 613-615 567-573 631-634 NC 580-583
V. Installment Method of 861-867 655-664 834-852 348-365 303-305
Reporting Income
V1. Restricted Property—§83 521 n.2 757-158, 796- 869-876 224-238 325-327, 349-
800 359
VIL Special Restrictions on Loss 943-947, 950- 816-821 514-518, 525- 785-798 640-644
Deductions 957 537
CHAPTER 12
CHARACTER OF INCOME AND
LOSS
II. Who Cares? The Capital/ 643-662 47-48, 605-610, | 131-132, 680- 515-520 745-752
Ordinary Distinction 617-625 686
HI. An Approach to 662-665, 671- 614-615, 631- 680-750, 775- 520-551 612, 747-748,
Characterizing Gainor Lossas | 676, 699-702 653 784 752-796, 835-
Capital or Ordinary 839
IV. Section 1231—Real and 687-693 615-617 757-768 568-575 747-748
Depreciable Property Used in
a Trade or Business
V. Calculating Capital Gain and 649-652, 665 605-610, 615- 687-700, 750- 518-521 745747, 751-
Loss and the Tax 617, 625-626 755 752
CHAPTER 13
TAX RATES AND CREDITS
I1. Tax Rates 707 181-192, 219- 928-940 854-865, 869- 16-20, 38-39
222 875
OI. Tax Credits—In General NC 271 942-954 879-880 29, 407-408
IV. Dependent Care Credit NC 261-265 943-944 880-881 512-513
V. Earned Income Tax Credit NC 272 952-953 881-883 455-456
VL Education Credits 379-381 363-364 946 NC 545-548
VIL. Other Credits NC 271-273 944-950 883 456-457
CHAPTER 14
IDENTIFYING THE TAXPAYER
II. “Persons” Subject to Tax 729-731 181-182, 213- 44, 242-244, 854-856 17-20, 38-39
214 938-939
HI. Assignment of Income 707-712, 714- | 22-23, 185-188, 244-274 209-229 659-695
724 205-216
IV. Statutory Responses to 729-731 213-214 243, 938-939 238-239 680




CASEBOOK CORRELATION CHART xlv
Freeland, Lind.
’ ’ Guerrin & .
Burke & Friel: Dodge, Stephens, & Postlewaite: Klein,
Taxation of Fleming, & Lathrope: Problems and Bankman, &
Emanuel’s Basic Federal Tax Outline . . Fundamentals L. Shaviro:
. . Individual Geier: Federal Materials in
(by chapter and section heading) Income (5th Ed. Income Tax aj;:ceod;:al Federal Income F;.ﬁar:lo:n&ozr:he
1998) (2nd Ed. 1999) Taxation (12th TaExgug(r)lo (26th Ed. 2000)
Ed. 2002) - 2002)
CHAPIER 15
TIME VALUE OF MONEY:
PRINCIPLES AND APPLICATIONS
II. Time Value of Money NC 515-520 NC 605-622 39-43
Principles—The Basics
III. Specific Time Value of Money NC NC 848-850, 988- 605-622 21-22
Applications 991
IV. Original Issue Discount (OID) 916-936 521-527 861-869 607-610 292-297
V. Imputed Interest—§483 923-924 662-663 867 610-622 NC
V1. Below-Market Loans—§7872 738-744 527-528 488-495 240-254 NC
VII. The Basic Tax Strategy— 934-944, 950- 805-827 231.235, 512- 733-758, 776- | 39-40, 384-399,
Deferral of Income and 952 518, 668-674, 780 615, 621-658
Acceleration of Deductions 885-893
CHAPTER 16
RECOGNIZING RELATED TAX
STATUTES: A TRANSACTIONAL
APPROACH TO TAX
I. Where Are We? NC NC NC NC NC
II. A Problem-Solving Approach NC NC NC NC NC
to Tax
IH. Applying the Study Tax First! NC NC NC NC NC
Approach to Common Types of
Transactions




C-1

Capsule Summary

This Capsule Summary is intended for review at the end of the semester.
Reading it is not a substitute for mastering the material in the main outline.

Numbers in brackets refer to the pages in the main outline where the
topic is discussed.

CHAPTER 1

GETTING STARTED IN FEDERAL INCOME TAX
I. UNDERSTANDING THE BIG PICTURE

The process of computing tax liability is summarized below and can be traced in the Form 1040,
included in the Outline. [4-5]

Gross Income — Certain Deductions = Adjusted Gross Income (AGI)

AGI — Personal Exemptions — either Standard or Itemized deduction = Taxable Income
Taxable Income X Tax Rate = Tentative Tax

Tentative Tax — Tax Credits = Tax Due (if positive number) or Refund (if negative number)

A. Gross income—§61

Gross income ‘includes all income from whatever sources derived. IRC §61(a). Income from
compensation, dividends, gains from dealings in property, and discharge of debt are common

types of income. However, particular Code sections exclude certain types of income from gross
income.

B. Deductions

Deductions are subtractions from income in computing taxable income. There are two types of
deductions available in computing taxable income:

1. Deductions from gross income in computing adjusted gross income: Certain expenditures
are deducted (subtracted) from gross income in computing adjusted gross income (AGI).

2. Deductions from adjusted gross income in computing taxable income: The taxpayer sub-
tracts his or her personal exemptions and then takes the larger of either the standard deduction

or the itemized deduction. The standard deduction is a statutorily set amount, and the itemized
deduction is the sum of all allowable itemized deductions.

C. Multiply taxable income by the tax rate

The taxpayer’s tax rate, which depends on his or her filing status, is multiplied by taxable income

to produce the “tentative tax.” The tax rates applicable to individuals range from 10% to 38.6%.
IRC §1.

N < x> 22 mrcunu>o
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D. Subtract available tax credits

A tax credit is a dollar-for-dollar reduction in the amount of tax due. Available tax credits are
subtracted from the tentative tax to produce the actual tax due.

II. SOURCES OF TAX LAW

Title 26 of the United States Code is the statutory base for all federal tax law, including the federal
income tax. The Department of the Treasury, through the Internal Revenue Service (IRS), and the
courts offer guidance on ambiguous provisions of the Code. [6-7]

A. Administrative interpretation

The Department of the Treasury issues regulations (temporary, final, or proposed) interpreting
various Code provisions as well as revenue rulings, revenue procedures, notices, announcements,
private letter rulings, and technical advice memoranda on various issues. [7-9]

. Judicial interpretation

The U.S. Tax Court, the U.S. District Court, the U.S. Court of Federal Claims, and the U.S.
Bankruptcy Courts are trial courts for tax matters. Cases are appealed to the appellate court for
the circuit in which the taxpayer lives and then to the U.S. Supreme Court. [9-11]

1. U.S. Tax Court—Litigate without first paying tax: A taxpayer may adjudicate tax matters
in the U.S. Tax Court without first paying the tax, if the taxpayer files a petition within 90
days of the date of the Statutory Notice of Deficiency (90-day letter).

2. U.S. Bankruptcy Court: A bankruptcy court has jurisdiction over tax matters of the debtor,
and may stay proceedings in the U.S. Tax Court regarding tax matters.

3. Other courts—Pay first, then litigate: In order to litigate in the U.S. District Court or the
U.S. Court of Federal Claims, the taxpayer must first pay the tax and file a claim for refund.
If that claim is either denied or ignored, the taxpayer can sue for refund.

. Deference to IRS interpretation

The courts interpret ambiguous statutory material in cases properly brought before them. The
courts will properly give deference to an IRS-published, prelitigation interpretation of a Code
provision. This means that the court will adopt the IRS’s interpretation of a Code provision if it
is a “reasonable” interpretation of the statute. The IRS’s interpretation need not be the only
reasonable interpretation or even the most reasonable interpretation. It need only be a reasonable
interpretation. If, however, there is no published, prelitigation interpretation by the IRS, the courts

need not give deference to the IRS’s interpretation, and may select the interpretation that seems
most reasonable. [11-12]

III. TAX ETHICS

A taxpayer has a responsibility to file an accurate tax return, and a lawyer can advise a client to
take a return position only if it has a “realistic possibility of success on the merits if litigated.”
Certain civil and criminal penalties attach to an inaccurate tax return. [13-14]



