 Tuesday August 26, 2008 (Individuals – Chapter 1, Corporations Chapter 15)
Read Individuals (1-2 to 1-3) material for Objective 1 – History of U.S. Taxation (pages 1-2 to 1-4)

What was the first year the U.S. had an income tax?

What happened to that income tax act?

What was the second year the U.S. had an income tax?

What happened that that income tax act?

Summarize the Supreme Court ruling in Pollock v. Farmers Loan and Trust Co?  Specifically why did the U.S. Supreme Court find the 1894 Federal Income Tax Unconstitutional? (not in textbook, I will tell you about it in class!)
Answer Discussion Question 1:1 on page Individuals 1-32

What Constitutional Amendment Number permitted Congress to collect taxes on income?  In what year was this Constitutional Amendment ratified?

Skim pages (Individuals 1-4 to 1-7) be able to define the following terms:
Tax Base – 

Tax Rate – 

Progressive Tax Rate – 

Proportional Tax (Flat Tax) – 

Regressive Tax Rate – 

Marginal Tax Rate – 

Answer Discussion Question I:1-10 on page Individual 1-32

Look over pages 1-7 to 1-11 – be able to list (identify 6 different types of taxes) – and be familiar with the tax.

A.)

B.)

C.)

D.)

E.)

F.)

Skip pages Individual 1-7 to 1-11 – We will not be discussing Criteria for Tax Structure

Look over pages Individual 1-16 to 1-24 – Be able to identify and list 6 different taxpaying entities

A.)

B.)

C.)

D.)

E.)

F.)

Read pages Individuals 1-24 to 1-26 – In general know the steps in the legislative process (summarized for you in Table I:1-2

Read pages Individual: 1-26 to 1-29

Also read Corporations: 15-7 to 15-10 (Alternatives for Taxpayer Whose Return is Audited) – this reading is at the end of the book!

Who is in charge of collecting federal tax revenue and auditing federal tax returns________________?

How are tax returns chosen for audit?

A.)

B.) This one not in textbook so we will discuss in class – Comparison of taxpayer information on tax form with information provided to the IRS on form W-2 (Wages), 1099 (interest and dividends), ect.
What is a DIF score, in general how is it calculated or what factors cause the taxpayers DIF score to increase?

At the conclusion of the IRS audit, what happens if the taxpayer agrees with the IRS’s proposed changes?

At the conclusion of the IRS audit, what happens if the taxpayer does not agree with the IRS’s proposed changes?

(note – there is a lot of procedural detail for an appeal that you will not have to know)
If the Taxpayer and the IRS can not work out their differences at the IRS Appeals Division then what happens?

Answer Question C:15-7

Read Pages Corporations 1-14 to 1-17 – Examine Table C:1-1
Answer Question C: 15-8 – List the courts in which a taxpayer can begin tax-related litigation?  In other words, what are the three courts of “first instance”? – Look for basic facts about each of them in class

B.)

C.)

If the taxpayer disagrees with the decision by the court of first instance who decides on the case:
Taxpayer resides in New York – 2nd Circuit Court of Appeals (in my opinion very IRS friendly)

Taxpayer resides in California – 9th Circuit Court of Appeals (in my opinion very Taxpayer friendly)

Taxpayer resides in Missouri – 8th Circuit Court of Appeals

See Page Corporations 1-15 (Figure C:1-3) for map
If either the IRS or the Taxpayer disagree with the Appellate Court they can appeals the decision to where?
Read Pages Corporations 15-26 to 15-31:

What is the Statute of Limitations for tax returns?  How long does the IRS have to examine your tax return and propose changes?

A.) In General – 

B.) Proposed Liability is greater than 25% of gross income

C.) Fraudulent Tax Returns – (anybody know Wesley Snipes?  Anybody seen Wesley Snipes lately)?

Answer Question I:1-47
Read Corporations 15-19 to 15-20 and answer the following questions

What are estimated payments?

Under what circumstances do taxpayers need to make estimated payments? (answer given below)

Please know that in general taxpayers must have 100% of the prior year tax liability or 90% of the current year tax liability paid to the IRS by the filing of the tax return to avoid interest and penalties

Who is liable for tax due on a tax return?
In general what are the innocent spouse provisions?

We will go over together as a class Topic Review I:1-3 (Tax Law Sources)
Answer Question C:15-17(look on page Corporations 15-12 to 15-13)
Individuals Chapter 2 – Determination of Tax

Read pages 2-2 to 2-7 – Please learn (generally memorize Table I:2-1 on Tax Rate Formula for Individuals) – Please note that you will not be specifically tested on this table, but this little table will serve as a guide or outline to the next 14 weeks of class.  

How does the Internal Revenue Code define income?

How does the Internal Revenue Code / Congress define exclusions?  

What is the definition of Gross Income for individual tax purposes?  Answer – (Income – Exclusions)

Please know that the following items are excluded from gross income:
Gifts and Inheritances
Life Insurance Proceeds

Welfare and Food Stamps

Interest on State and Local Bonds

The rest of the list on Table I:2-2 we will specifically discuss later in the course before the first exam.
List the important Deductions for AGI (I will give you this list in class – all of them are listed in Table I:2-4)
What are the two categories of Deductions from AGI?

A.

B.

Under what circumstances does a taxpayer use A vs. under what circumstances does a taxpayer use B?

What are personal and dependency exemptions?  How much of a deduction do taxpayers receive for personal and dependency exemptions in 2008?

What are tax credits?
Read Individual pages 2-7 to 2-12 

Briefly look over tax return (Form 1040) on pages 2-8 to 2-9 and identify the tax formula in the tax return

Here is what to specifically look for:

Gross Income (Sum of lines 7 to 21)

Less Deductions for Adjusted Gross Income (AGI) – (lines 23 to 35)

Equals Adjusted Gross Income (AGI) (Line 37)

Less Deductions from AGI (Line 40)

Less Exemptions (Line 42)

Equals Taxable Income (Line 43)

Less Payments and Credits (Line 64 to 71)

Equals tax due or refund (Line 73 to 76)

Again this will not specifically be on the exam, but this will provide the outline for the rest of the class

What is the standard deduction for single individual taxpayers and married couples filing joint returns for 2008?

(note –bottom of 2-10, do not memorize this for the exam, this information will be given to you if necessary)

How much of an additional standard deduction do taxpayers receive if they are:

Elderly (over age 65)

Blind

Deaf

A St. Louis Cardinals Baseball Fan

Who is not permitted to take a standard deduction?

1.

2.

3.

Under what circumstances is the standard deduction limited? Read examples I:2-6 and I:2-7

Read the material for Objective 3 Personal Exemptions (pages Individual 2-12 to 2-16)
Answer Question I:2-4 – What are the four requirements common to all dependent deductions are:

1.

2.

3.  Meet the separate return test (do not worry about this one for the class – exam)

4.

What are the requirements for a qualifying child dependency exemption?
What are the general rules for each of the qualifying child dependency exemption requirements?

1.

2.

3.

4.

If a potential dependency exemption fails the requirements to be a qualifying child the potential dependency 

exemption can still be claimed as a ________________________________?

Please be sure to read Examples I:2-8, I:2-9, I:2-10, I:2-11, I:2-12, I:2-16 

In order to get an exemption for a Other Relative the potential dependency exemption must meet the following three requirements:

A.

B.

C.  Support Test – taxpayer must provide more than 50% of the dependent’s financial support.  Do not get bogged down in details more than just this general statement, I will tell you the percentage of support
Skip / Skim Pages 2-16 and 2-18 on the topics (these topics will NOT be on the exam)
1.) Tie-Breaker Rules for Dependency Exemptions

2.) Multiple Support Agreements

3.) Parental Release

4.) Phase-out of Personal and Dependency Exemptions

See / Do the supplemental  worksheet for who qualifies as a dependency exemption

Read Page 2-19 – Child Credit

If a married filing jointly taxpayer has three children and has $100,000 of AGI what will be their total child tax credit?

What will be the amount of the child tax credit if the same taxpayer married filing a joint return has $160,000 of AGI?
Skip / Skim page 2-20 Determining the Amount of Tax 

Read Individuals Pages 2-20 to 2-26 – Information on Objective #5 – Determining the Filing Status of Individuals
What are the five filing statuses for Taxpayers (listed below)?  Under what conditions can a taxpayer file under each one of these filings statuses (General requirements)?

A. Joint Return

B. Surviving Spouse 

C. Head of Household

D. Single Taxpayer

E. Married Filing a Separate Return

Do Problems Individual I:2-44 and I:2-45

What is your filing status if your spouse runs away and never comes back?

How much of a standard deduction does a child (claimed by his/her parents) receive if the child has investment income.  Answer – it depends!  Please go through Example I:2-34 and I:2-35.  We will also discuss this in class.

Calculate amount of standard deduction and tax due in the following circumstances.  Assume that the taxpayer (taxpayer / child V, W, X, Y and Z) is taxed at 10% and parents of the child / taxpayer are taxed at 30%.
V (age 12) has $5,000 of interest income

W (age 14) has $3,000 of interest income and $2,000 of wages

X (age 16) had $2,000 of interest income and $5,000 of wages
Y (age 21 – full time college student) had $2,500 of interest income, and $4,000 of wages (Parent support 80%)
Z (age 20 – employed full time) had $2,000 of interest income, $1,000 in dividends and $12,000 of wages) – (Parent Support 0%)
Skip Pages Individuals (2-27 to 2-31)

Read page 2-32 to 2-34 – Innocent Spouse Provision – Necessary for writing assignment
What are the innocent spouse provisions?  Under what conditions can an individual file as an innocent spouse?  

Read page 2-34 – What is the due date for an individual tax return?  How long as an extension?

Read pages Individual 14-28 to 14-30
How do employers determine the amount to withhold from paychecks?

What are estimated payments?  Under what circumstances are taxpayers required to make estimated payments?  What are the consequences if Taxpayers fail to make estimated payments? 
Exam Question – Ms. X (age 90) earned $120,000 in taxable interest income in 2008 with a resulting tax liability of $20,000.  In 2007, Ms. X earned $100,000 in taxable interest income and had a $16,000 liability.  What is the minimum amount of taxes Ms. X must have paid to the IRS by… 
04/15/08?

06/15/08?

09/15/08?

01/15/09?
How would your answer change if Ms. X had income in 2007 of $110,000 (prior year income) and tax liability in 2007 of $19,000 (prior year tax liability)?
Answer Questions I:2-11
Putting it all together – Determine the taxable income under each fact scenario (please look over these and try and complete them before class.  However, I will only expect your participation (not necessarily the correct answers) if I call upon you in class to assist with this problem.
Mr. X graduates from the University of Missouri with a degree in accounting.  In 2008 Mr. X had the following items of income and expenses (note – Mr. X will take the standard deduction):

Salary



            



$50,000

Taxable Interest Income





$2,000

Interest on Missouri Bond




$    100

Graduation Gifts from Parents




$8,000

Moving Expenses (deductible FOR AGI)



$1,000

Student Loan Interest Payments (deductible FOR AGI)  

$2,000

Withholding for Federal Income Taxes – Mr. X


$7,000
What is Taxable Income, Tax and Amount Due (Refund) for Mr. X for 2008?

Mr. Y and Ms. Z graduate from the University of Missouri with a degree in accounting.  In 2008 Mr. Y was married to Ms. Z and they had a 1 year old daughter (little a).  Mr. Y and Ms. Z had the following items of income and expenses (note – Mr. Y and Ms. Z will file a Joint Return and will take the standard deduction):

Salary – Mr. Y



            $50,000

Salary – Ms. Z



            $50,000




Taxable Interest Income



$2,000

Interest on Missouri Bond


$    100

Wedding  Gifts from Family & Friends

$8,000

Moving Expenses (deductible FOR AGI)

$1,000

Withholding for Federal Income Taxes – Mr. Y
$5,500

Withholding for Federal Income Taxes – Ms. Z
$5,500

What is Mr. X’s Taxable Income and Tax?

The ABC’s of Exemptions

Determine the number of exemptions that Mr. & Mrs. X based on the following information for the 2008 calendar year.  Assume that Mr. X & Mrs. X can take an exemption for themselves!

Abby – Daughter of Mr. & Mrs. X, she is 15 years old, lives with Mr. & Mrs. X, and the X’s provide 100% of her support.  Abby had a part-time job in which she earned $2,500.

Bobby – Son of Mr. & Mrs. X, he is 16 years old, lives with Mr. & Mrs. X, and the X’s provide 100% of his support.  Bobby had a part-time job in which he earned $4,000

Cecil – Son of Mr. & Mrs. X, he is 17 years old and has dropped out of high school to pursue a career as a musician.  As a result Cecil spends most of his time on the road and maintains his own separate residence.  The X’s send Cecil about $800 per month which accounts for about 40% of his support.  In the current year, Cecil earned $8,000 from playing music at local and interstate venues.

Dolorous – Daughter of Mr. & Mrs. X she is 20 years old and attends a local Community College full-time.  The X’s provide 60% of her support and Dolorous lives with her parents.  She earned $5,000 working at a Community College tutor.

Edna – 12 Year Old Daughter of Mrs. X from her first marriage.  The divorce decree was silent with regards to who was permitted to claim Edna as an exemption.  Edna spends the school year with Mr. X & Mrs. X and she spends summers with her Father Mr. Y.  In total, Mr. & Mrs. X provide 60% of Edna’s support and Mr. Y provides for 40% of Edna’s support. 

Franklin – 10 Year Old Son of Mr. X from a previous marriage.  The divorce decree was silent with regards to who was permitted to claim Franklin as an exemption.  Franklin spends the school year with his Mom, Ms. Z and he spends summers with Mr. & Mrs. X.  In total Ms. Z provides 70% of the support for Franklin and Mr. X provides Franklin with 30% of his support

Gabby – 27 Year Old Daughter of Mr. X from a previous marriage.  Gabby is permanently disabled after being born with Down’s Syndrome.  Mr. X & Mrs. X pay to have Gabby live in a group home for adults with Down’s Syndrome.

Hailey – 26 year old daughter of Mr. & Mrs. X.  She graduated from the Chemical Engineering Ph.D. Program at Washington University in May 2008.  For the 2008 tax-year she earned $65,000.  For the entire year she lived in an apartment that she (Hailey) paid for herself. For the five months she was in school, the X’s provided her with a $1,000 per month allowance which provided about 50% of her support between January 2008 and May 2008

Isabella – 26 year old daughter of Mr. & Mrs. X.  She is currently attending medical school at Temple University in Philadelphia.  She has an apartment in Philadelphia during the academic year and lives with Mr. & Mrs. X in the summer.  The X’s provide 90% of Isabella’s support.  In the past year she earned $3,000 over the summer working at a local medical clinic.

Jacob – 4 Year Old Adopted Son of Mr. X & Mrs. X.  In the current year the X’s adopted Jacob  from an orphanage in Romania.  While the adoption is final, Jacob still has Romanian citizenship until his petition for U.S. Citizenship is granted.  Jacob lived with the X’s for 9 months and they provided 100% of his support.

Kenny – Age 20 Son of Mr. X & Mrs. X, Kenny is studying to be on Jeopardy.  He lives with Mr. X & Mrs. X who provided Kenny with 80% of his support.  Kenny earned $3,200 during the year entertaining children and old people with his vast knowledge of worthless topics.

Lenny –  Age 80 family friend of Mr. & Mrs. X lives in a nursing home paid for by Mr. X.  Mr. X and Mrs. X  pay for 100% of Lenny’s support.  Lenny does not earn any income. 

Mark – Age 25, unrelated to Mr. X & Mrs. X, but best friends with Kenny.  Mark “crashed” with Mr. X & Mrs. X (lived at their house) for the entire year.  Mr. X & Mrs. X provided Mark with 60% of his support.  Mark earned $2,500 assisting Kenny in the current tax year.

Nick – Age 40, Mr. X’s best friend from childhood (no other relationship) lived with Mr. & Mrs. X for the entire year.  Nick returned home from Iraq and is temporarily suffering from Post Traumatic Stress Disorder.  For the tax year, the X’s provided 75% of Nick’s support.  Nick did not have any income for 2008.

Ophelia – 50 year old Step-sister of Mrs. X., and a legal citizen of France, lived with Mr. X & Mrs. X for the entire year.  Ophelia had no gross income and Mr. X & Mrs. X provided Ophelia with 100% of her support.

Peter – 55 year old step-brother of Mr. X, and a legal citizen of Mexico (the country, not the town in Missouri), Peter lived with Mr. X & Mrs. X for 9 months in the current year.  Peter had $2,500 of gross income and Mr. X & Mrs. X provided Peter with 80% of his support.

Quincy – Age 95 and father of Mr. X.  Quincy lived with Mr. X & Mrs. X for the entire year and provided Quincy with 60% of his support.  Quincy earned $10,000 in social security benefits for the year

Rita – Age 90 and Mother of Mrs. X.  Rita lived in a nursing home for the entire tax year.  Mr. X and Mrs. X paid for the cost of the nursing home and paid for 100% of Rita’s support.  Rita did not have any gross income in the current year

Chapter 3 – Gross Income:  Inclusions
Skim pages Individual 3-2 to 3-5, (Objective #1) - Read Examples I:3-3 to 3-7

How is Gross Income Defined under Section 61(a)?

Skim pages Individual 3-6 to 3-8, (Objective #2)

To whom is the income taxable? _______________________________________________________

Read pages Individual 3-8 to 3-12, (Objective #3)

When is income taxable for a cash method taxpayer? 
What are the exceptions to this general rule?

A.) Constructive Receipt
B.)  Interest on Series E and Series EE U.S. Savings Bonds
What is Constructive Receipt? Read Example I:3-10, I:3-11,  I:3-12, Exceptions, and I:3-13

What two factors must be present for Constructive Receipt to exist?

1. The Income is Readily Available
2. The Income is Not Subject to Substantial Limitations
Answer Problem I:3-35

Skip pages (3-10 to 3-13) after Example I:3-13 (Skip the special rules that apply to farmers and ranchers, small taxpayer exception for inventories, Skip Accrual Method (page 3-11), Skip Hybrid Method (page 3-12)

Read / Skim pages 3-13 to 3-28 (Objective #4)
· Just know that compensation is taxable, Business Income is taxable, and taxable Interest is taxable

· Know in general that income from Series EE Savings Bonds is Taxable, but can be excluded from income if the interest earned on the Series EE Savings Bonds used to pay for college expenses (tax-free) 

· Rents and Royalties are taxable

· Dividends are taxable (page 3-16) - focus on qualified dividends.  
What is a dividend?

What are the benefits / requirements for a dividend to be a qualified dividend?  

For now skip stock dividends (3-17), capital gains dividends (3-18) and constructive dividends (3-18)

· Know that Alimony is taxable (paying Alimony is tax-deductable)

· Know that Child Support is NON-Taxable (paying Child Support is non-deductible)

Do not worry about reading / knowing property settlements (3-19) or the recapture provisions (3-20)

· Read Pensions and Annuities carefully.  Do (Read) example I:3-29

What is an annuity?  How are annuities taxed?
Sample exam question – Mr. X purchased an annuity for $30,000 on 7/1/08.  The annuity contract will pay X $500 a month for the next 20 years.   In 2008, X began receiving annuity payments on 8/1/08 (therefore X received $500 on 8/1/08 to 12/1/08 (5 payments of $500).  What will X’s taxable income be for this annuity in 2008?  Assuming that Mr. X receives all of his annuity payments in 2009, what will Mr. X’s taxable income from this annuity be in 2009?
· Skip Simplified Method for Qualified Retirement Plan Annuities (for now)

· Skip Advanced Payments for now

· Skip Income from Life Insurance and Endowment Contracts (page 3-22)

· Skip Income from Discharge of Indebtedness (3-23) - Just know if the credit card company forgives your debt, its income to you!

· Skip (for now) Income Passed Through to Taxpayer

· Know that in general prizes, awards, gambling winnings are taxable

· Know that income from illegal activities is taxable (bookmaking, card playing, forgery, stealing, bank robbery, sale of illegal drugs, bribes
· Know that unemployment benefits are taxable

· Know that Social Security is sometimes taxable and sometimes not taxable (DO NOT memorize formula on page 3-25) – just know the formula is there in your textbook in case someone asks you.
· Know that in general Insurance proceeds and court awards are taxable (Read Example I:3-34)

· Skip Recovery of Previously Deducted Amounts

· Skip Claim of Right

· Skip Tax Planning Considerations (Individual pages 3-28 to 3-30)

Read Page 14-25 to 14-26 on the Earned Income Credit

· What is the Earned Income Credit?  In general who qualifies for the Earned Income Credit?

Complete Problem I:14-59

Find and read Allen, 50 TC 466
Find and read Hundley, Jr. 48 TC 339
Summarize the facts for both cases:

What was the issue the Tax Court had to decide upon in each case?

What was the Tax Court’s holding in each case?

What was the reasoning / rationale / logic that the Tax Court used in each case to make its ruling?

CHAPTER 4 - Gross Income Exclusions
Read material associated with Objective #1 (page 4-2)
Under what circumstances are items of economic income excluded from gross income?

Skip material associated with Objective #2 (Individuals Pages 4-2 to 4-3)

Read some of the material associated with Objective 3 (pages 4-4 to 4-22):   Specifically Read



· Read (Individual pages 4-4 to 4-5) Gifts & Inheritances  - also read Example I:4-4, 4-5

Gifts and Inheritances are excluded from income.  What determines whether a transfer is a gift?

What is an Inter Vivos Gift?

· Skim Life Insurance Proceeds (Individual pages 4-5 to 4-6) – just know they are generally not-taxable.  However interest on payments of fact value are taxable
· Skip - Adoption Expenses (Individual pages 4-6 to 4-7)

· Skip - Awards for Meritorious Achievement


· Read –(Individual pages 4-7 to 4-8) Scholarships and Fellowships and Qualified Tuition Programs

Regarding Scholarship and Fellowships, in general what is taxable, what is not-taxable?
Complete Problem Individuals I:4-40
What is a Section 529 plan?  How are contributions to a Section 529 plan treated for tax purposes?  How are distributions from a Section 529 plan treated for tax purposes? 

(Be sure to read Example I:4-14)

Read Payments for Injury and Sickness & Read Example I:4-15, 4-16, 4-17, 4-18 and 4-19

What are the general rules regarding the taxability of receiving payments for injury and sickness?

Sample Exam Question – Mr. R sues Ms. S for beating him up and wrecking his automobile.  Mr. R wins his case against Ms. S and receives the following settlement:

$10,000 - For lost wages

$ 8,000 - For emotional distress

$ 5,000 - Reimbursement for medical expenses

$25,000  - Punitive damages

$ 6,000 – To fix damage to automobile (car originally cost $15,000)

How much of this verdict will Mr. R have to include in gross income?______________________

Sample Exam Question – Ms. T sues her Mr. X for defamation of character, liable and slander   Ms. T wins her case against Mr. X and receives the following settlement:

$15,000 - For lost wages

$10,000 - For emotional distress

$ 5,000 - Reimbursement for medical expenses (psychiatrist) 

$25,000  - Punitive damages

How much of this verdict will Mr. R have to include in gross income?______________________

Skim (Individual pages 4-10 to 4-18) – Please know the following items:

· Health Insurance premiums paid by the employer are excluded from income
· Cost of first $50,000 of life insurance excludable from income

Example – Ms. X receives $300,000 of life insurance through her employer XYZ Inc.  It costs XYZ Inc. $10 per month for the first $50,000 of life insurance and $30 per month for the next $250,000 of life insurance.  As a result, how much income must Ms. X recognize per month for her employer provided life insurance?

· Meals & Lodging for the convenience of the employer are exclude from income

· Dependent day-care assistance programs (up to $5,000 per year) is excludible from income

Read (Individual pages 4-18 to 4-19, Skip Housing Costs) and Examples I:4-29, 4-30
How much can U.S. taxpayers who earn income while working in a foreign country potentially exclude from their U.S. income?

How to U.S. individual taxpayers qualify for the Foreign Earned Income Exclusion?

Foreign-Earned Income Exclusion Exam Question – Ms. X, an American Citizen earned $30,000 working in the United States from 1/1/08 to 2/29/08 (60 days).  Ms. X then accepted a temporary assignment working in Brazil from 3/1/08 to 12/31/08 (306 days) earning the equivalent of $120,000.  In 2009, Ms. X earned $40,000 working in Brazil from 1/1/09 to 3/31/09 (90 days).  She then returned to the United States on 4/1/09 and worked in the United States the rest of the year earning $150,000 (275 days).  Based on this information determine the amount of income Ms. X can exclude from her U.S. taxable income for 2008 and 2009.
Skim (Individual pages 4-20 to 4-21) - Income from discharge of a debt - generally must include in income.  Read Example I:4-32, I:4-33 and I:4-35
Skip (for now) Exclusions for gain from small business stock (pages Individuals 4-21 to 4-22)

Skip Tax Planning Considerations (pages Individual 4-23 to 4-24)
CHAPTER 5 - Income or Loss from Property
Read material for Objective 1 (Individual Page 5-3) (Read Example I:5-1, 5-2 and 5-3) –

What is Amount Realized?  How is Amount Realized calculated?

What is Gain / Loss Realized?   When is Gain / Loss Realized?

Read material for Objective 2 (Individual Page 5-4 to 5-5) 
What is adjusted basis?  How is it calculated?


What is Gain Recognized?
Answer Problem I:5-33
Read material for Objective 3 (Individual Pages 5-5 to 5-12)
· Skip - Uniform Capitalization Rules (UNICAP) – (Individual Page 5-6)

· Skip - capitalization of interest – (Individual Page 5-6)

· Skim - identification problems – (Individual Page 5-6 to 5-7) – just know that if you can not identify the adjusted basis of the specific piece of property being sold (like stock) then use the FIFO method (FIFO) – Read Example I:5-14

· On Pages Individual 5-7 to 5-12 - What is the basis of property received as a gift (both gain property and loss property) (page 5-7).  Read and understand Example I:5-16 and 5-17

Complete Problem I: 5-36
Do Problem I: 5-36 again: this time assuming the Uncle originally purchased the stock for $46,000 on February 12, 2008.  Uncle gifted the stock to Bud on July 12, 2008 at a time when the FMV of the stock was $45,000.  For simplicity assume that the Uncle did not pay any gift taxes.  Answer the following questions:
On December 31, 2008 Bud Sold the stock for $45,800

On December 31, 2008 Bud Sold the stock for $50,000

On December 31, 2008 Bud Sold the stock for $40,000
· What is the basis of property received from a decedent (Individual page 5-8 to 5-10)?  Also be sure to read and understand Example I:5-20, 5-21, 5-22, 5-23, 5-24

Sample Exam Question – On March 18, 2008, Mr. X purchased 1,000 shares of XYZ Inc. for $25,000.  On April 4, 2008, Mr. X died.  On the date of death, the 1,000 shares of XYZ Inc. had a FMV of $30,000.  The Estate of Mr. X did not elect the alternative valuation date (AVD).  On June 30, 2008, Ms. Y (daughter of Mr. X) received the 1,000 shares of stock as an inheritance.  On July 30, 2008, Ms. Y sold the 1,000 shares of XYZ Inc. for $29,700.  Determine the capital gain or loss recognized by Ms. Y on the sale of the 1,000 shares of XYZ Inc.
· Skip Property Converted from Personal Use to Business Use (Individual page 5-10)

· How is basis allocated among a group of assets? (see Example I:5-32)
· How are Nontaxable stock dividends treated for tax purposes (Individual page 5-11 to 5-12)

Be sure to read and understand Example I:5-33, 5-34, 5-35, 5-36, 5-37

Complete Problem I: 5-41

Read material for Objective 4 (Individual pages 5-13 to 5-14)

· Skim over definition of capital asset - we will cover this topic in depth in class

· In general what is a capital asset?  What is the advantage of a capital gain vs. an ordinary gain?  Under what circumstances do individual taxpayers qualify for capital gain or loss?
· Skim Influence of the courts (page 5-14); 

· Skip Other IRC provisions relevant to capital gains and losses (Dealers in Securities and Real Property dividend for sale)
Read material for Objective 5 (Individual Pages 5-16 to 5-21) 
Be sure to read and understand:

Examples I:5-46, I:5-47, I:5-48, I:5-49, I:5-50,I: 5-51, I:5-53, I:5-54, I:5-55, I:5-56, I:5-57, I:5-58, I:5-59:

Steps to solving these problems

1. Categorize your transactions into Short-Term (held for less than one year), Long-Term gains and losses and Collectibles Gains and Losses
2. Net the Short-Term items together

3. Net the Long-Term items together

Results in four scenarios

A. Net Long Term Capital Gain and Net Short Term Capital Gain

Example $15,000 Long-Term Capital Gain and $8,000 Short-Term Capital Gain
B1.
Net Long Term Capital Gain and Net Short Term Capital Loss

Example $15,000 Long-Term Capital Gain and $8,000 Short-Term Capital Loss

B2.
Example $10,000 Long-Term Capital Gain and $18,000 Short-Term Capital Loss

C1.
Net Long Term Capital Loss and Net Short Term Capital Loss
Example $15,000 Long-Term Capital Loss and $18,000 Short-Term Capital Gain

C2.
Example $8,000 Long-Term Capital Loss and $4,000 Short-Term Capital Gain

D.
Net Long-Term Capital Loss and Net Short-Term Capital Loss


Example $8,000 Long-Term Capital Loss and $4,000 Short-Term Capital Loss

On Page Individual 5-18 we will consider Collectibles Gain and Section 1202 Gain (Skip Unrecaptured 1250 gain)
· What are the tax consequences for gains on collectibles?

· What are the tax consequences for gains on Section 1202 stock?

Skip tax treatment of capital gains and losses: corporate taxpayers (Individual Pages 5-21 to 5-22)
Read the material for Objective #6 on pages (I:5-22 to I:5-25)

· What are the tax consequences for worthless securities (Individuals Page 5-23) – Skip Affiliated Corps

· Skim Retirement of Debt Instruments – read Example I:5-67.  What is the general rule here?

Read Original Discount (Individual Pages 5-24 to 5-25)

· What is Original Issue Discount?  

· Under what circumstances do taxpayers need to calculate OID?

· How does OID effect the amount of gain realized on debt instruments?

Skip Individual Pages 5-26 to 5-28 (Options, Patents, Franchises, Trademarks and Trade names)
Read Pages Individual 5-29 to 5-30 on Holding Period

· What is the holding period for property received as a gift (gain property and loss property) – Read Examples I:5-85 and I:5-86

· What is the holding period for property received from a decedent – Read Example I:5-87

Skip Justification for preferential Treatment of net Capital Gains (Pages Individual 5-30 to 5-31)

Skip Tax Planning Considerations (Page Individual 5-32 to 5-33)
Look over compliance and procedural considerations (Pages Individual 5-33 to 5-34)
Read Pages Individual (8-24 to 8-27) – Read Examples I:8-31, I:8-33, I:8-36
· What are the tax consequences for an individual taxpayer for a non-business bad debt?
Read Pages Individual 11-17 to 11-19 (Objective #5) - Taxation of installment sales.  Go through the computation of gain under an installment sale.  Go through the five steps in Example I:11-23.

Installment Sale Exam Question – Mr. X purchased a building ten years ago (on 4/15/98) for $600,000.  Over the last ten years, Mr. X has taken $200,000 of depreciation on the building.  On 7/1/2008, Mr. X sells the building to Ms. Y for $1,000,000.  Ms. Y will pay Mr. X $100,000 plus applicable interest (@6%) each year on December 31 for the next ten years.  How much gain will Mr. X recognize in 2008? 2009? 2010?
Please complete these sample exam questions:

1.)  On 9/16/1978 Ms. X purchased 100 shares of XYZ Inc. for $20,000.  On 6/1/08 Ms. X gifts the 100 shares of XYZ Inc. to her grand-daughter Ms. Y.  On the date of the gift, the 100 shares of XYZ Inc. were worth $100,000.  On 9/1/08, Ms. Y sells the 100 shares of XYZ Inc. for $95,000.  Determine the amount and character of the gain / loss for Ms. X and Ms. Y.  What would have been the tax consequences if Ms. Y had sold the stock on 9/02/2008 for $18,000?  Or $130,000?

2.) On 9/17/1978, Ms. Y purchased 100 shares of DEF Inc. for $50,000.  On 6/02/08, Ms. Y gifts the 100 shares of XYZ Inc. to her grand-son Mr. Z.  On the date of the gift, the 100 shares of DEF Inc. were worth $40,000.  On 9/02/2008, Mr. Z sells the 100 shares of XYZ Inc. for $45,000.  Determine the amount and character of gain / loss for Ms. Y and Mr. Z?  What would have been the tax consequences if Mr. Z had sold the stock on 9/02/2008 for $33,000?  Or $54,000?

3.) On 9/17/2008, Mr. Z purchased 100 shares of HIJ Inc. for $50,000.  On 9/25/08 when the stock was worth $52,000, Mr. Z died (. Mr. Z leaves the 100 shares of stock in HIJ Corporation to his daughter Ms. A.  On 12/15/2008, Ms. A sells the 100 shares of HIJ Inc. for $55,000.  Determine the amount and the character of gain or loss that Ms. A recognizes on the sale of the 100 shares of HIJ Inc.  How would your answer change if Ms. A had sold the 100 shares of HIJ Inc. for $40,000?  Sold it for $75,000.  Sold it for $55,000 on 01/01/2010?

See Supplemental Problems for Capital Gains / Losses

Read Page Individual 6-23 to 6-25.  What is a Wash Sale?  What are the tax consequences of a wash sale?

On 7/12/2004 Mr. X purchased 100 shares of XYZ Inc. for $18,000.  On 12/15/2008, Mr. X sold 100 shares of XYZ Inc. for $12,000.  On 1/7/2009, Mr. X purchased 100 shares of XYZ Inc. for $13,000.  What are the tax consequences for Mr. X in 2008 when he sold the 100 shares of XYZ Inc.?  What is Mr. X’s basis in the 100 shares of XYZ Inc. he purchased on 1/7/2009?
Read Pages 6-26 to 6-28

· Who qualifies as a related party under Section 267?

· What are the tax consequences of the sale of property to a related party at a loss

Exam Question – Mr. X purchased 100 shares of XYZ Inc. on 4/15/1998 for $20,000.  On 7/1/08 Mr. X sold the 100 shares of XYZ Inc. to Ms. Y (Mr. X’s Sister) for $12,000.  On 7/15/2009, Ms. Y sold the 100 shares of XYZ Inc. to an unrelated party for:

A.) $25,000 – what are the tax consequences for Mr. X and Ms. Y

B.) $16,000 – what are the tax consequences for Mr. X and Ms. Y

C.) $8,000 – what are the tax consequences for Mr. X and Ms. Y

What would have been the tax consequences to Mr. X and Ms. Y if Mr. X had sold the 100 shares of stock to Ms. Y for $21,000 under each of the three independent scenarios?

Chapter 7 - Itemized Deductions (Deductions from AGI)

Skim Pages Individual (7-2 to 7-8) on Medical Expenses  
· In general what types of expenses are deductible as Medical Expenses?

· What is the limitation (Floor) on the deduction on medical expenses?

Read Pages Individual (7-9 to 7-12) on the Deductibility of Taxes  
(Skip - apportionment of real estate taxes page 7-11)
· What is the definition of tax for purposes of Section 164?

· What types of taxes are deductible?

· What is an Ad Valorem tax?  

Sample Exam question – Ms. X made the following payments.  Determine the amount of itemized deduction expense for payment of taxes for 2008.

· Ms. X had $10,000 in federal income taxes withheld during 2008

· Ms. X had $7,000 of social security taxes withheld during 2008

· Ms. X had $3,000 of Missouri taxes withheld during 2008

· Ms. X received a $500 refund on 4/1/08 after filing her 2007 Missouri tax return

· Ms. X paid $500 in taxes to Iowa for income on rental farmland located in Iowa

· Ms. X made the following Missouri estimated payments:   on 6/15/08 paid $500, on 9/15/08 paid $600, on 1/15/09 paid $300

· Ms. X paid $200 for her registration on her 2003 Ford Windstar.  Missouri uses the assessed fair market value of a vehicle to calculate registration fees

· Ms. X paid $1,700 in real estate taxes on her primary residence

· Ms. X paid $1,500 in sales taxes for 2008

How much of an itemized deduction for payment of taxes does Ms. X receive on her 2008 Individual Income tax return?

Skim Pages Individual (7-12 to 7-16) & Read Pages Individual (7-16 to 7-20) – Objective 6 
· Know that Investment Interest is deductible to the extent of the taxpayer’s net investment income.

· What are the rules regarding the deductibility of qualified residence interest?

· What are the rules regarding the deductibility of Home Equity Indebtedness (Example I:7-18)

Sample Exam Question – Mr. X & Mrs. X file a joint tax return.  In 2008 they had a $700,000 outstanding mortgage on their primary residence financed at 6%.  They had a $400,000 mortgage on their summer home financed at 7%.  Finally, they had a $200,000 mortgage on their yacht financed at 5%.  Finally, they took out a home equity loan in the amount of $120,000 at 5% to purchase hats.  The FMV of their primary residence is $2,000,000, their summer home is valued at $1,000,000 and their yacht is valued at $400,000.  Determine the interest itemized deduction for Mr. X & Mrs. X for the 2008 tax year.
Skim Pages Individual (7-20 to 7-21) and Read Pages Individual (7-21 to 7-25) on Charitable Contributions
What are the income tax consequences of donating Long-Term Capital gain Property - See Example I:7-24
What are the income tax consequences of donating Long-Term capital gain property to a public charity if the property is used by the charity unrelated to its charitable function? (Example I:7-25)?

What are the income tax consequences of the contribution of ordinary income property to a public charity?

See Example I:7-26 and I:7-27

What are the deduction limitations for individual tax payers donating property to public charities?  What are the deduction limitations for individual taxpayers donating property to private charities (Family Foundations)?

Read over Example I:7-31

Sample Exam Question – For the 2008 tax year, Ms. X and Mr. X had $100,000 of AGI.  They also made the following charitable contributions on 12/31/08  for the 2008 tax year:
· $20,000 Cash contribution to the United Way – Public Charity

· 100 Shares of XYZ Inc. valued at $15,000.  Originally Ms. X purchased the shares on 5/1/03 for $12,000

· 100 Shares of DEF Inc. valued at $18,000.  Originally Mr. X purchased the shares on 7/1/08 for $15,000

· 100 hours of time volunteering at the United Way.  These services are valued at $10,000

· $1,000 of out-of-pocket travel costs for service project at the United Way

· Ms. X & Mr. X had a prior year $5,000 charitable contribution carryover
Read Pages Individual (7-28 to 7-29) – Objective 8

List three examples of Miscellaneous Itemized Deductions

1. Union Dues

2. Unreimbursed Employee Business Expenses (Uniform, equipment, ect.)

3. Cost of completing tax return

Skip Pages Individual (7-29 to 7-37)

Read Pages Individual (8-17 to 8-21) – Objective 6

What is a casualty?  What types of casualties are potentially deductible as an itemized deduction?

Determine the amount of casualty / theft loss (See Example I:8-20, 8-21, 8-22, 8-23, 8-24

Answer Problem I:8-51
CHAPTER 6 - Deductions for AGI

Skim Pages Individual 6-2 to 6-11

Examine the front page of Form 1040 (Page Individual 2-8) Lines 23-36.  (these are the deductions for AGI) 

In addition please look at the end of the book Page B-21 (this is Schedule C – Profit or Loss from Business)

In addition please look at the end of the book Page B-25 (this is Schedule E – Supplemental Income and Loss)

Please know and be able to list the following deductions for AGI:

Moving Expenses
One-Half Self-Employment Taxes

Alimony

Student Loan Interest

Read Pages Individual 6-12 to 6-15

· What are the deductibility rules of the following types of expenses

· Expenses related to Exempt Income – Not Deductible
· Expenditures contrary to public policy (bribes, kickbacks, fines, penalties, ect.)  - Not Deductible
· Payments illegal under the Foreign Corrupt Practices Act of 1977 – Not Deductible
· Legal expenses (like rent, utilities, salaries) relating to an illegal activity – Actually Deductible
Complete Problem I:6-38 (a & b)
· Expenses related to selling drugs – Only COGS Deductible
Skip Pages Individual (6-16 to 6-28)

Rea d Pages Individual (6-29 to 6-31)

· What are the “Hobby Loss” Rules?  What are the tax consequences if an activity is deemed to be a hobby?  What are the tax consequences if an activity is deemed to be a business?

Answer Discussion Question I:6-7
Answer Problem I:6-53 and I:6-54

· What are the tax rules regarding income from renting out vacation homes?

Answer Problems I:6-55 and I:6-56
Assume the same facts in I:6-55 except that now Kim uses the condominium 10 days for vacation

END OF MATERIAL FOR EXAM 1

START OF MATERIAL FOR EXAM 2 - Miscellaneous

Read Pages Individual 9-19 to 9-20 on the deductibility of Moving Expenses.  

Under what circumstances are moving expenses deductible for AGI?

What types of moving expenses are deductible?

Answer Problem I:9-64
Read Page Individual 7-19 on Student Loan Interest – Read Example I:7-21

Read Page Individual 7-12 on Self-Employment Tax (short paragraph) also read Pages Individual 14-8 to 14-9 on Self-Employment Taxes.  Read Example I:14-8, I:14-9 and I:14-10

Under what circumstances does an individual have to pay self-employment taxes?

How are self-employment taxes calculated?

Complete Problem 14-46

Sample Exam Question – In addition to her full time job where she earns $60,000 per year, Ms. X has an outside consulting business in which she earned $50,000 in gross fees.  For the 2008 tax year, Ms. X had $20,000 of allowable expenses associated with her consulting business.  Based on this information calculate the Net Income and Self-Employment Tax for Ms. X and the amount of Self-Employment tax Ms. X can deduct for AGI on Line 28 of Form 1040.
Chapter 9 - Deferred Compensation Read Pages (Individual 9-26 to 9-41) – Objective 6
What is a qualified pension plan?  When does the employee recognize income?  When does the employer get the deduction?  Under what general circumstances will a pension plan be qualified?

What is a noncontributory pension plan?  What is a contributory pension plan?  What is a defined contribution pension plan?  What is a defined benefit pension plan?

Read Example I:9-56, I:9-57 and I:9-58

What are the limitations on employer contributions to a qualified pension plan?

What is an unfunded deferred compensation plan?  What two conditions must exist to allow the employee the defer recognition of the deferred compensation income (See Example I: 9-59)?

Under a restricted property plan when is the income taxable to the taxpayer? (Read Example I:9-60, 9-61)
What is an 83(b) election, what effect does an 83(b) election have on restricted property?

Answer Problems I:9-70 and 9-71
Sample Exam Question – To retain the services of Ms. X the CFO of XYZ Inc., the corporation gave Ms. X 10,000 shares of XYZ Inc. on 3/1/08 at a time when XYZ Inc was selling at $50 per share.  XYZ Inc. gave the 10,000 shares to Ms. X with the stipulation that she could not transfer (sell) the stock until 3/1/2012.  In addition, if Ms. X left XYZ Inc. before 3/1/2012 she would have to transfer the shares back to XYZ Inc. for no consideration.  On 3/1/2012 Ms. X now CEO of XYZ Inc. had the restrictions lapse when the stock of XYZ Inc. was selling for $80 per share.  On 9/1/2017 Ms. X (now retired) sold the 10,000 shares of XYZ Inc. for $750,000.  Determine the tax consequences for Ms. X in 2008, 2012 and 2017?
Sample Exam Question 2 – Same facts as above, but in 2008 Ms. X made a Section 83(b) election.

Read pages Individual 9-34 to 9-36 – Read Example I:9-62, I:9-63 go through Table I:9-4

What are the tax consequences to employees for receiving stock options, exercising stock options and selling the underlying stock?

Answer Problems I:9-77 and 9-78
What is a Keogh Plan?  Who uses / contributes to a Keogh Plan?  What are the limits to contributions to a Keogh Plan? (Read page Individuals 9-37)
What is a Traditional IRA Account?  How much may a taxpayer contribution to a Traditional Deductible IRA during the tax year?  

Sample Exam Question for IRA Accounts - Ms. X earns $120,000 at her job and is covered by a qualified retirement plan.  Her husband Mr. X is semi-retired, earns $30,000 and is not covered by a qualified retirement plan.  The X’s have 13,000 of interested and dividends, therefore on their joint tax return, the X’s report $163,000 of AGI.  What is the maximum amount that Mr. X can contribute to a Deductible IRA account? (See Example I:9-69, 9-70)

What is a Roth IRA Account?  How is it different from a traditional IRA Account?  What is the maximum contribution a taxpayer can make to a Roth IRA Account?  Read Example I:9-71
Answer Problem I:9-74

Chapter 10 – Depreciation, Cost Recovery, Amortization
Read page 10-3 – types of property

· What is Tangible Property?  How is it different from Intangible Property?

· What is Real property?  How is it different from Personal Property?  Give examples of each.

Skim Pages Individual (10-4 to 10-5) Read Example I:10-6.  

Look over Table I:10-1 (note – this table will be provided to you on the exam)

Complete Problem I:10-28

Read Pages Individual (10-6 to 10-7) Read examples I:10-7 and I:10-8
· Calculate the amount of Section 179 expense available to a taxpayer in 2008

· Read and go Example 10-7 or Example  10-8 
Complete Problem I:10-30

Skip Bonus Depreciation – Page Individual (10-7 to 10-8)

Skim Use of Mid-Quarter Convention – Page Individual (10-8 to 10-9) 

· What is the general rule?  Under what circumstances do taxpayers have to use mid-quarter convention?

Read Year of Disposition – Page Individual (10-9 to 10-10)

· How does the sale of disposition of property effect the depreciation of that property for the year?

Complete Problem I:10-30

Read Real Property: Classification and Recovery Rates – Page Individual 10-10 – Read Example I:10-15

· How is residential and non-residential real estate depreciated?

Skip Qualified Leasehold Improvement Property – Page Individual 10-10 to 10-11

Skip Page Individual 10-11 to 10-16

Read Pages Individual 10-17 to 10-18 on Section 197 Intangibles
· How are Section 197 Intangibles amortized?

Skim Pages Individual (10-19 to 10-21)

Skip Pages Individual (10-21 to 10-27)

 Chapter 13 – Property Transactions: Section 1231 and Recapture
Read Pages Individual (13-2 to 13-4) – Read Examples I:13-1 to I:13-4
How are Section 1231 Gains and Losses treated for tax purposes?

Sample Exam Question(s). Mr. X operates a sole-proprietorship.  In 2008 Mr. X sold five  assets:

Asset 1 – 3-Year MACRS Property with an original purchase price of $500,000, $210,000 of accumulated depreciation, sold for $600,000

Asset 2 – 5 –Year MACRS Property with an original purchase price of $300,000, $120,000 of accumulated depreciation, sold for $230,000.

Asset 3 – 7-Year MACRS Property with an original purchase price of $400,000, $180,000 of accumulated depreciation, sold for $150,000.

Asset 4 – Warehouse (non-residential real property) with an original purchase price of $1,000,000, $300,000 of accumulated depreciation, sold for $400,000

Asset 5 – Apartment Building (residential real property) with an original purchase price of $1,200,000, $500,000 of accumulated depreciation, sold for $1,500,000

What are the tax consequences for Mr. X in 2008?

What is the five-year look back rule? (Read Example I:13-5)

Answer Problem I:13-39

Skim Page 13-4 on the Tax Rate for Net Section 1231 Gain.  For purposes of this class we will automatically always assume a 15% tax rate on Capital Gains and Section 1231 gains!

Skim Pages Individual (13-5 to 13-7) 

· How is Section 1231 Property defined? Answer, Section 1231 property is all 3 year, 5 year, 7 year MACRS Property, all residential and non-residential real estate, land and intangible assets used in a trade or business.  This is the information that I would like for you to know for the class / exam
Skim Pages Individual (13-7 to 13-8) on Procedure for Section 1231 Treatment

Read Pages 13-8 to 13-10 – Read Example I:13-19, I:13-20, I:13-21

Answer Problem I:13-41

Answer Problem I:13-49,
Skip Pages Individual 13-10 to 13-28

Chapter 12 – Property Transactions: Nontaxable Exchanges
Read/Skim Pages Individual 12-2 to 12-7
After reading these four pages know that in general all real estate can be exchanged for any other type of real estate (an apartment building in Columbia, MO is like-kind property to ranch land in Arizona).  

In contrast, for 3-year, 5-year and 7-year property the exchange requirements are very narrow.

· What is the 45 day / 180 day rule according to Page 12-6?

· How does the receipt of boot affect a like-kind exchange?  (Example I:12-17 and I:12-18)

· What are the consequences of transferring property that involves liabilities? (Example I:12-21 and I:12-22)

Read Pages Individual 12-7 to 12-10 on Objective #2  

Also read (Example 12-23, 12-24, 12-25, 12-26, 12-27, 12-28, 12-29 and 12-30)

Complete Problem I:12-32, 12-33, 12-34 & 12-35

Read Pages Individual 12-10 to 12-15

Also read (Example I:12-32, I:12-33, I:2-37, I:2-38, I:2-39)
What is an involuntary conversion?  In general what are the tax consequences of an involuntary conversion?

Exam question – Ms. X purchased a boat for $80,000 for personal use.  Unfortunately a freak hurricane in Lake of the Ozarks, completely destroyed her boat (it landed somewhere in Kansas)!  Ms. X received $120,000 from the insurance company to purchase a new boat.  Determine the tax consequences (gain recognized and adjusted basis of new boat) under the following four scenarios:

A.) Ms. X purchases a new boat for $160,000
B.) Ms. X purchases a new boat for $120,000
C.) Ms. X purchases a new boat for $90,000

D.) Ms. X purchases a new boat for $30,000

Read Pages Individual 12-16 to 12-20 (Example I:12-49, 12-50, 12-51)
Under what circumstances can taxpayers who are married filing jointly exclude gain from the sale of their primary residence?

How does Section 121 define a principal residence? (see Example I:12-55)

How long must a taxpayer live in the principal residence to get the full exclusion?  What are the tax consequences if the taxpayer does not live in the principal residence for the required amount of time?

Under what circumstances can a taxpayer exclude gain from the sale of his/her principal residence if they live in the house for less than 2 year?  How does the taxpayer calculate the amount of gain they can exclude? (See Example I:12-57, I:12-58, I:12-60, I:12-61)

Answer Problems I:12-51 and 12-52
Skip Pages Individual 12-21 to 12-23

Chapter 14 – Special Tax Computation Methods, Tax Credits 
Read Pages Individual (14-2 to 14-7) 

What is the AMT?  Why was the AMT created?

How is AMT Calculated? This is a difficult and very broad question that I would like to narrowly define.  Therefore I will give you the answer here:

Start with Taxable Income (computed under the regular income tax system)

Add AMT Preference Items

· Please know that MACRS Depreciation – Straight Line Depreciation is AMT Preference

· Tax-Exempt Interest on Private Activity Bonds is AMT Preference

· See Example I:14-4

Plus or Minus AMT Adjustments

· Please know that state and local income taxes are NOT DEDUCTABLE for AMT

· Please know that personal property taxes are NOT DEDUCTABLE for AMT

· Please know that Personal Exemptions are NOT DEDUCTIABLE for AMT

Equals Alternative Minimum Taxable Income (AMTI)

Less AMT Exemption Amount (this information will be given to you)

Equals Tax Base

Multiplied by AMT Tax Rate – will always be 26% for this class

Equals Alternative Minimum Tax

Compare this to regular tax liability and taxpayer pays the higher of these two

Complete Problem 14-45
Read Page Individual 14-11 to 14-12 on Child and Dependent Care Credit

· What are the general provisions of this tax credit – see Example I:14-17
Complete Problem I:14-50
Read Pages Individual 14-14 to 14-15 (Read Example I:14-20)

· What are the general provisions of the Hope Credit and the Lifetime Learning Credit?

Complete Problem I:14-52
Read Pages Individual (14-18 to 14-19) on the Foreign Tax Credit (Also read Example I:14-23)

· What is the foreign tax credit?  When are individuals allowed to take a foreign tax credit?  How is the allowable amount of the foreign tax credit calculated?

Complete Problem I:14-55
Corporations - Chapter 14 - Income Taxation of Trusts and Estates
Read pages Corporations (14-2 to 14-4) – 
· What is a trust? What is a trustee?  What is an inter vivos trust? What is a grantor?  What is a  testamentary trust?  What is an estate?

See page Corporations page 14-4 and Example C:14-2 and C:14-3

· What is the Conduit Approach?

Read pages Corporation 14-4 to 14-6 
· What is Net Accounting Income (also known as fiduciary accounting income?)

· In general types of income / expenses are allocable to income and what types of income / expenses are allocable to corpus
I do not think that this is clearly specified in the textbook, so I will give you this answer.  In general interest income and dividends are always allocable to income.  In contrast, the trust document will specify how capital gains and losses are allocated between income and corpus.  On the expense side, trustee fees, interest expense and investment advisory fees and charitable contributions are allocated between income and corpus based on the trust agreement.
         Read Pages Corporation 14-7 to 14-13 – read example C:14-7, C:14-9

Calculate Total Taxable Income – Unfortunately this definition is not in the textbook.  Total taxable income is calculated using the same rules that we have been learning throughout this semester.  Interest and dividends and capital gains are taxable.  In contrast, tax-exempt interest is tax-exempt.  On the expense side, trustee fees are deductible, charitable contributions are deductable for complex trusts, investment interest is deductible to the extent the trust has investment income.
· What is the difference between a Simple Trust and a Complex Trust?  How much of a personal exemption is each type of trust allowed for tax purposes?
· What is Distributable Net Income (DNI)?  How is DNI calculated? (Read Examples C14-13 and C14-14)

Read Pages Corporations (14-13 to 14-17 ) – Objective 5 – Read Example C:4-15

· If a trust earns tax-exempt income, how does that effect the deductibility of trustee fees

· What is the distribution deduction?  How is it calculated?

· How  are income beneficiaries taxed on distributions from a trust? – Read Example C:4-16

Read over (and do) Comprehensive Illustration: Determining a Simple Trust’s Taxable Income 

(Page Corporations 14-17 to 14-19)

Complete C:14-31, 14-32, 14-33
Read Pages Corporations 14-19 to 14-24 (Read Examples C:14-20, C:14-21, C:14-22)

· How is DNI allocated to beneficiaries?  What are Tier 1 Distributions and Tier 2 Distribuitons?

· What is the separate share rule?  How does the separate share rule effect beneficiary taxation?  Read Example C:14-25

Complete Problem C:14-36

Read (and do) Pages Corporations 14-24 to 14-27 - Comprehensive Illustration: Determining a Complex Trust’s Taxable Income 

Complete Problem C:14-39
Read Pages Corporations 14-27 to 14-29

· What is Income in Respect of a Decedent (IRD)?  Why is IRD important?

Skim pages Corporation (14-30 to 14-32) 
· What is a grantor trust?, Who is taxed on the income earned by a grantor trust?
Corporations - Chapter 12 - The Gift Tax
Skim pages Corporation (12-2 to 12-4) 
· What are gift taxes?  
· How are gift taxes different from income taxes?  
· What is the unified rate schedule?
Read Pages Corporations (12-4 to 12-6)

· Look over and be generally familiar with the gift tax formula (Figure C:12-1) 
Read Pages Corporations (12-7 to 12-12)

· When is a gift deemed to occur for gift tax purposes?  How is this definition different than the definition of gifts for income tax purposes?

· What are the gift tax implications for payment of medical expenses, tuition? 

(See Example C:12-8 and D:12-9) 
· When does a gift become complete if the property is transferred to a trust? (Example C:12-14, 12-15)

· How are gifts valued for gift tax purposes?

· How are gifts to a trust for the benefit of remainder men (remainder person) valued for gift tax purposes?

(C:12-19, 12-20, 12-21)
Skim Pages Corporation (12-13 to top of page 12-16)

Read Pages Corporations (12-16 to 12-18)

· How much may a donee (person giving a gift) exclude from the value of a taxable gift to each donor (person receiving the gift) each year?

· What are the requirements to receive the annual exclusion?  What is a Present Interest?  What is a Future Interest? (See Examples C:12-30 and 12-31)

· What is a Section 2503(c) Trust?  Do contributions to a Section 2503(c) Trust qualify for the annual exclusion?

· What is a Crummey Trust?  Under what circumstances would a donor set up a Crummey Trust?  What is the donor trying to accomplish by setting up a Crummey Trust?
Read Pages Corporation (12-18 to 12-22)

· How are gifts between spouses treated for gift tax purposes?

· What is a terminable interest?  How much of a marital deduction is available for a terminable interest?

· What is a QTIP Trust?  In general under what circumstances would an individual set up a QTIP Trust?  

See Example C:12-37

Read Corporations Page (12-22 to 12-23)

· What is the gift splitting election?  What benefit does the gift splitting election offer to donors in the gift tax area?

Skim Corporations Page (12-23 to 12-24)

Actually do the Comprehensive Illustration on Page Corporations 12-25 – check your answers on page 12-26

Skip Pages 12-26 to 12-32

Corporations - Chapter 13 - Estate Tax

Read pages Corporation 13-2 to 13-5 (Objective #1) and Examine Figure C:13-1
· What types of property is included in the decedent’s gross estate?

· What types of deductions are available to decedents in their gross estate?
Read Pages Corporation 13-6 to 13-8

· Contrast the Date-of-Death valuation with the Alternative Valuation Date

Skim Pages Corporation 13-8 to 13-18

Skim Pages Corporations 13-18 to 13-22

Read Pages Corporation 13-23 to 13-25

Read pages 13-27 to 13-29 Liquidity concerns

· Specifically over what period of time can an estate pay estate taxes for closely held businesses

· What is the Special Use valuation for farm real property

Look over page 13-30 to 13-31 - what is GSTT?
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