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Learning Assignments & Objectives

As a result of studying each assignment, you should be able to meet the objectives listed
below each assignment.

ASSIGNMENT SUBJECT
Chapter 1 Financial Tax Planning

At the start of Chapter 1, participants should identify the following topics for study:
* Goals v. purposes
* Investment purposes
* Myths of retirement
* Investment goals
* Investment needs of five critical decades
* Investment vehicles & entities
* Retirement - the ultimate objective
* Retirement costs & income needs
* Retirement plan development
* Basic planning elements

Learning Objectives

After reading Chapter 1, participants will be able to:
1. Identify short-term financial goals and investment purposes, recognize the
importance of defining, listing, and prioritizing realistic goals specifying how in-
vesting allocation changes with age.
2. Determine the tax consequences of title holding methods by:

a. Specifying ways to hold title to assets starting with the simplest and most
direct way to hold property;

b. Cite the tax benefits and drawbacks of co-tenancies, corporations (both C
& S), partnerships, qualified retirement plans, and trusts particularly as they
relate to a client's after-tax investment return; and

c. Identifying custodianship under the uniform acts and determining how an
estate can be tax beneficial to taxpayers.

3. Recognize the impact of retirement planning postponement identifying the
importance of early planning using the author's suggested step process, specify
a balance sheet method to plan retirement, determine how to diversify portfolios
by balancing liquid and nonliquid assets, and identify the purpose of savings and
strategies to save.

After studying the materials in Chapter 1, answer exam questions 1 to 10.
ASSIGNMENT SUBJECT
Chapter 2 Building an Estate
At the start of Chapter 2, participants should identify the following topics for study:
* Types of income
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* Information reporting on taxable income
* Rules of budgeting
* Cash
* Acquisition
* Assets
* Rules of management
* Managing risk
* Taxes
* Leverage

Learning Objectives

After reading Chapter 2, participants will be able to:

1. Identify money management specifying income types, recognize causes of
increased taxable income for itemizing taxpayers, and specify taxable income
types and their proper reporting.
2. Determine the distinctions between tax-free municipal bonds from fringe ben-
efits in generating tax-free income, cite the benefits of tax deferral, and identify
tax-deferred investments.
3. Specify ways to shelter income stating how income sheltering amplifies in-
vestment return.
4. Recognize the budgeting of income into cash by containing expenditures with
the author's step process and discretionary income development, identify a cli-
ent’s negative outlook on budgeting and counter strategies, determine how to
convert income into assets by purchasing investments, and specify asset acqui-
sition rules.

5. Specify tax-advantaged investments citing management rules, and determine
the economic impact of accelerating deductions, postponing tax liability, and
leveraging.

After studying the materials in Chapter 2, answer exam questions 11 to 23.

ASSIGNMENT SUBJECT
Chapter 3 Preservation of Wealth

At the start of Chapter 3, participants should identify the following topics for study:
* Obstacles to preservation
* Tracking spending
* Building savings
* Designing a budget
* Determining worth
* Analyzing net worth
* Ignorance
* Inflation
* Taxes
* Tax planning tactics




Learning Objectives
After reading Chapter 3, participants will be able to:
1. Identify spending habits stating how to design a budget to increase discre-
tionary income, determine net worth using a balance sheet, and select assets
and liabilities for an inventory on which to base financial goals.

2. Specify why individuals should take primary responsibility for the investment
planning including necessary self-education, determine the allocation of finan-
cial resources among investments to maximize return, and recognize the impact
of inflation, risk versus return, and basic income tax planning tactics.

After studying the materials in Chapter 3, answer exam questions 24 to 28.
ASSIGNMENT SUBJECT
Chapter 4 Deferral
At the start of Chapter 4, participants should identify the following topics for study:
* Elements of like-kind exchanges
* Related party exchanges
* Personal & multiple property regulations
* Delayed (deferred) exchange regulations
* Actual & constructive receipt rule
* Qualified contribution plans
* Tax-deferred annuities
* Installment sales
* At-risk rule
* Deferred compensation and options
Learning Objectives
After reading Chapter 4, participants will be able to:

1. Identify the benefits of tax deferral, recall the former use of tax deferral under
§1034, and cite the tax deferral advantage under §1031 listing its elements.
2. Specify the related party §1031 restrictions identifying prohibited parties or
entities and permissible disposition exceptions, cite recommendations for the
protection of exchange participants, and recognize the history of the multiple
property regulations stating the unique netting requirements for multiple asset
exchanges.
3. Recall the evolution of delayed exchanges naming allowable transfers, deter-
mine how to select qualified replacement property, specify constructive receipt
safe harbors & methods to secure exchange party performance, cite the §1031
partnership underlying asset rule, identify retirement plan design, identify
popular methods for providing for retirement, and select near retirement invest-
ments.
4. Specify the requirements for an installment sale, determine how to elect out
of the installment method, identify the variables affecting §453 availability, and
determine how to use a property option to receive income and postpone tax.
After studying the materials in Chapter 4, answer exam questions 29 to 43.
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ASSIGNMENT SUBJECT
Chapter 5 Reduction
At the start of Chapter 5, participants should identify the following topics for study:
* Work Opportunity Credit & Rehabilitation Credit
* Low Income Housing Credit & Child & Dependent Care Credit
* Estimated taxes
* Interest
* Automobile deductions
* Business entertainment deductions
* Depreciation & cost recovery
* Net operating losses
* Tax breaks for nonitemizers
* Amended returns
Learning Objectives
After reading Chapter 5, participants will be able to:
1. Identify tax credits specifying qualified computational expenses, limitations,
and restrictions.
2. Recognize the estimated tax rules and procedures including payment dead-
lines, underpayment penalties, and the economics of overpaying estimated
taxes, and specify the nondeductible interest types.
3. Determine the deductibility of investment interest, prepaid interest, points,
and prepayment penalties recognizing the offset of passive income with rental
property mortgage interest.
4. Identify business vehicle operating costs using (or switching between) the
actual cost method or the standard mileage rate, recognize the importance of
expense and mileage records and specify depreciation traps when purchasing a
vehicle.
5. Recall the requirements for business expenses to meet the directly related
test, cite the elements of the associated test, identify the business expense
statutory exceptions, and recognize the application of R.R. 90-23 and R.R. 99-
7 to the deduction of transportation costs to a temporary work location.
6. Determine business asset depreciation using both ACRS and MACRS recovery
classes, identify sources of §172 net operating losses (NOLs) recognizing car-
ryback and carryover rules, specify tax breaks for nonitemizing taxpayers, rec-
ognize the advisability of filing an amended return, determine how to avoid au-
dits by claiming refunds for provable items stating which return amendments
are safest.
After studying the materials in Chapter 5, answer exam questions 44 to 59.
ASSIGNMENT SUBJECT
Chapter 6 Income Splitting
At the start of Chapter 6, participants should identify the following topics for study:
* Using progressive tax rates
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* Deductible business expenses
* Home-office deduction
* C or regular corporations
* S corporations
* Family partnerships
* Kiddie tax trap
* Childcare & education
* Gifts
* Interest-free loans
Learning Objectives
After reading Chapter 6, participants will be able to:

1. Recognize formats for income splitting, determine the tax treatment of em-
ployee and self-employed business expenses particularly home-office expenses
stating the two non-exclusive use exceptions and the income limitation, cite
changes made to home office deduction under TRA ‘97, and recognize the ability
of self-employeds to make annual deductible contributions to a Keogh plan.

2. Identify the tax opportunities available to an unincorporated business includ-
ing retirement plans, the hiring of family members, travel expenses, casualty
losses, bad debts, and self-employment tax.

3. Determine the uses and tax characteristics of regular and S corporations by:
a. Citing circumstances when incorporation is desirable,
b. Recognizing the taxation of these entities including their ability to split in-
come; and
c. Specifying initial §351 formation and capitalization issues and identifying
appropriate tax form filings for each entity.
4. Recognize the use of partnerships to split income among partners including
the use of §704(e) family partnerships and the consequences of gifting a part-
nership interest to a child or to another family member.

5. Identify the use of a custodianship to split income specifying planning con-
siderations and good investments for children, recognize deductions and credits
for childcare, education, children, and §7872 loans, and specify the income and
later estate tax benefits of gifts.

After studying the materials in Chapter 6, answer exam questions 60 to 72.

ASSIGNMENT SUBJECT
Chapter 7 Elimination

At the start of Chapter 7, participants should identify the following topics for study:
* $500,000 home sale exclusion
* Municipal bonds
* Divorce & separation settlements
* Gifts & inheritances
* Life insurance
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* Fringe benefits
* Taxation & valuation of benefits
* Employee expense reimbursement & reporting
* Social security
Learning Objectives
After reading Chapter 7, participants will be able to:
1. Identify tax elimination techniques by:

a. Recognizing the current §121 home sale exclusion citing its differences with
prior tax law;

b. Determining qualifications for tax-free state or local obligations including
private activity bonds; and

¢. Specifying the tax elimination aspects of family transactions such as gifts,
bequests, inheritances, life insurance, and even divorce.

2. Recognize employer deductions as a means to increase tax-free incentive-
based compensation for employees by:
a. Specifying rules for excluding fringe benefits under §132 and their proper
reporting on the W-2; and
b. Identifying popular employee fringe benefits including employer-paid acci-
dent & health coverage, meals or lodging, cafeteria plan benefits, §127 edu-
cation assistance, achievement awards, group life insurance, and dependent
care assistance.

3. Determine how to value fringe benefits according to IRS regulations, identify
how to comply with ERISA requirements, specify the proper reporting of reim-
bursed and unreimbursed business expenses under accountable and nonac-
countable plans, determine the substantiation of auto expenses using a fixed
and variable rate, and specify eligible retirement benefits exempt from social
security taxes.

After studying the materials in Chapter 7, answer exam questions 73 to 80.
ASSIGNMENT SUBJECT
Chapter 8 Estate Planning
At the start of Chapter 8, participants should identify the following topics for study:
* Unlimited marital deduction
* Applicable exclusion amount
* Stepped-up basis
* Basic estate planning goals
* Simple will
* Types of trusts
* Charitable trusts
* Insurance trusts
* Family documents
* Private annuities
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Learning Objectives
After reading Chapter 8, participants will be able to:
1. Identify estate planning for business clients by:
a. Selecting elements of estate tax planning that have remained unchanged
by recent legislation;
b. Recognizing the unlimited marital deduction and its effect on the gross
estate of the value of property; and
c. Specifying the applicable exclusion amounts for various years of death.
2. Determine the differences between “stepped-up basis” and repealed “modi-
fied carryover basis” for estate tax purposes.
3. Specify estate planning goals and the benefits and drawbacks of the primary
dispositive plans.
4. Identify the various types of trusts, specify family documents that every tax-
payer should consider, and determine the advantages and disadvantages of the
former private annuity format.
After studying the materials in Chapter 8, answer exam questions 81 to 90.

Notice

This course and test have been adapted from materials and information contained in the above text and
any supplemental material provided. This course is sold with the understanding that the publisher is not
engaged in rendering legal, accounting, or other professional advice and assumes no liability whatso-
ever in connection with its use. Since laws are constantly changing, and are subject to differing inter-
pretations, we urge you to do additional research and consult appropriate experts before relying on the
information contained in this course to render professional advice.
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The author is not engaged by this text or any accompanying lecture or electronic media in the
rendering of legal, tax, accounting, or similar professional services. While the legal, tax, and
accounting issues discussed in this material have been reviewed with sources believed to be
reliable, concepts discussed can be affected by changes in the law or in the interpretation of
such laws since this text was printed. For that reason, the accuracy and completeness of this
information and the author's opinions based thereon cannot be guaranteed. In addition, state or
local tax laws and procedural rules may have a material impact on the general discussion. As
a result, the strategies suggested may not be suitable for every individual. Before taking any
action, all references and citations should be checked and updated accordingly.

This publication is designed to provide accurate and authoritative information in regard

to the subject matter covered. It is sold with the understanding that the publisher is not

engaged in rendering legal, accounting, or other professional service. If legal advice or

other expert advice is required, the services of a competent professional person should be

sought.

—-From a Declaration of Principles jointly adopted by a committee of the American Bar
Association and a Committee of Publishers and Associations.

Copyright February, 2023
Danny Santucci

X1




TABLE OF CONTENTS

CHAPTER 1 - FINANCIAL TAX PLANNING ......cccoiiiiiiiiiiee, 1-1
CompParing GOAlS & PUIPOSES ......cciuuieiiiiiiiee ittt ettt ettt ettt et et e sbe e e sbe e e sabe e smbeesbeeaebee e snbeesnbeeans 1-2
INVESEMENT PUIPOSES .....eeeiatteee ettt e ettt e ekttt ettt e ekttt e e et e e skt e e e ek be e e e ettt e e e sabe e e e anbbbeeeabbneassnbnnaeann 1-3
Purpose #1 - Comfortable REIFEMENT ..........ooiiiiiiieii e 1-3
MYLNS OF RELIFEMENT ...t 1-3
Plan For 10 t0 15 RetiremMeNnt YRAIS.......cccuviviriirieriie sttt e 1-3
Stay With One Company to Retire With the Best Benefits ...........ccccooiiiiiiiiiciiee 1-4
PreServe Capital........cocueiiiiiiii ettt ettt st 1-4
RELITEES Are TAXEA LESS .....veiieiiiieiiiieiti it 1-5
HOUSING COSES AT LSS ....teiiiieeitie ettt ettt sttt ettt e bt e et e st e e be e et e sbeeenan s 1-5
JUSE the SPOUSE AN IMIB ... ettt 1-6
Medicare Will Cover Medical BillS............ccoviiiiiiiiii e 1-6
Retirees End Up In @ NUrSiNg HOME ........ooiiiiiiiiiiicie e 1-6
PUIPOSE #2 - EQUCALION .....ceiiiiiiiie ittt sttt ettt ettt sbb e e sab e e sabe e e sraeesnneas 1-7
Purpose #3 - Family & Personal Stability ..o 1-7
Purpose #4 - ENjJOYMENt OF LITe ........ooiiiiiiiii e 1-8
PUIpOSE #5 - COMMITMENT .....eiiiiie ettt be e be e e eneeas 1-8
INVESEMENT GOAIS ...ttt ettt b e bt b et sb e e st e st e e nbeenneenreenneen 1-11
FINA YOUF PIACE TN THME ..ottt ettt b e b e 1-12
“KNOW THY INVESIMENT SEIT ...ttt b e esbe e 1-14
INVeStMeNt VENICIES & ENEITIES. .......oiiiiiiiieiie ettt 1-14
INAIVIAUAL . ...t 1-14
(00 1 oL0] £ (O OO PT PP OU PRI 1-15
TTUSES ..ttt 1-17
L0 L T 0 P [0y PP PU PP OPPRPTPPP 1-18
e L=l T o P U P U ROTRRTRTN 1-19
RELITEMENT PIAN ..o 1-19
LOI0L (0 o [ T4 1 o TP R TR 1-20
ESTALE ...ttt s 1-21
Retirement Now - The UItimate ObJECTIVE. .......couiiiiiiiiie e e 1-23
DefiNiNg RELIFEIMENT. .......ouiiiiii ettt b et e e ebbe e be e e sbe e e abeeesaeeas 1-24
WheN DO I WaNT TO RELIME? ..ottt 1-25
What Kind Of Lifestyle DO I WaNT? .......coouiiiiiiiiie ettt 1-26
DO TWaNT TO IMOVE?.....coiiiiiiiiieiit ettt 1-26
Determining Retirement Costs & INCOME NEEAS .......cocueiiiiiiiiie i 1-31
DEeVEIOPING @ PIAN ...t b bbb e s 1-35
SAVINGS - THE 10%0 RUIE ..ottt ettt e sbe e et e be e e 1-36
Selected Strategies fOr SAVINGS .......o.uii i bbb sbe e saee s 1-37
Basic Planning EIBMENTS. ........ouiiiiiiee ettt e b ees 1-38
CHAPTER 2 - BUILDING AN ESTATE ..o 2-1
ASSELS, INCOME & CASN ...ttt 2-2
M COMIE .t 2-2




TYPE HL - TAXADIE ... 2-3

Information Reporting on Taxable INCOME.........coiiiiiiiiiii e 2-5
PAYIMENES ...ttt h e b et e e b e e e e anre e e nares 2-5
SAIANY & WWAGES ...ttt bbb e et e 2-5
INEEIESE INCOME ....eeiiiiii e 2-5
DIVIAENGS ...ttt r e 2-5
TAXATETUNGS ...ttt r e nree s 2-5
GaMBIING WINNINGS ...ttt ettt sabe e eeee 2-6
Other Income Known t0 the TRS ........oiiiiiiiie e 2-6
Real EState TranSaCtIONS .........ueiiiiiiriiiiie it 2-6

TYPE H2 - TAX-TTOO. .ot b et be e e 2-7
Type #3 - TAX-DEIEITEA ......eiieee e 2-8
TYPE H#4 - TAX-SNEITEIEU. ... .eeieiee ettt sabe e e e see e e 2-8

LG | 1 TP TP P PP P RO PP PP PPPUPRUPPPRON 2-8

BOITOWEA IMIONEY ...ttt ettt ittt et esbb e e smb e e st e e e be e e snbeeanbeeans 2-8

GaIN ON HOME SAIES. ......eiitieieeeitee ittt e e 2-9

IRA ROIIOVETS. ...ttt 2-9

INNEITTANCES ...ttt 2-9

Life INSUFANCE PrOCEEUS .......eeiieiieeiiiiiiiie ittt 2-9

Property SEIIBMENTS .......coiiii ettt sttt sbe e eee 2-9

Child SUPPOIt PAYMENTS........oiiiiiiiiiiiee ettt ettt et saee e snb e e nanee e 2-9

Money Recovered For Personal INJUIES .........cocueeiuiiiiiiiieiie et 2-9

Workers Compensation PAYMENTS .........c.uiiiiieiiieiiee ittt 2-10

DiSability PAYMENTS .....eeiiiiieiiee ittt ettt et e e st e e sbbeeabeaan 2-10

TAX RETUNTS ... b et 2-10

MUNICIPal BONG INTEIEST.......coueieieiee ettt bbb e 2-10

Vacation HOme RENTAL..........oouiiiiiiii e 2-10

(O p 1] [o = T oo RO TUUPR PRI 2-12

Children’s INVESTMENT INCOME.......eiiiiiiiiie et nre e 2-12

Yo L] F: TS 0T oL PRSPPI 2-13

(21N o [0 1=1 T T IR PP OTRRURO 2-15
RUIE #1: EXPENSES = GO0 ...c.veeeeeee ittt ettt ettt ettt et e et e sbb e e sab e e snbe e e baeeenneas 2-16
RUIE #2: TAXES = 2000 ...ttt ettt b e b e bbb 2-16
RUIE #3: SAVINGS = 1000 ....eiitieitie ettt ettt et e et e e sab e e sabe e snbe e s araeesnaeas 2-17
Rule #4: EAUCALION = 10%0.....ueeitieieieiteeitee ettt ettt 2-17
Rule #5: Keep YOUI BENETILS ......eiiiiiiiiiiiiic et bbb 2-18

L0 B T TP TP R TSP PPPPPPPP 2-18
() =T (TR RTOTRRUPRPN 2-18
EMErgENCY FUNTS ...ttt ettt e sbb e ee e nbe e e sbae e seaeas 2-19
SaviNgs as Deferred INVESTING . ......coouii ittt sbee s 2-19

HOW TO SAVE ...ttt 2-20
Programmed SAVINGS .......ueiiieiaiiee ittt ettt bbb sabe e ssbe e s be e sbeeennaeas 2-20
TAX SAVINGS ..ttt ettt sttt etk e e bt et e e e ke e e ebe e e shbe e eabe e enbe e e ebbeesnbeennbeean 2-21

JOINt V3. SEParate REIUIMNS .........iiiiiiiiii it 2-23
PUFCHASE OF ASSEES ... ettt ettt b e b e bbbt b e be e ne e 2-24

F ol {011 1[0 PO OO RURTROTRN 2-26
Stay Liquid - Be Able To Get Your Money Back ..........coccoiiiiiiiiiec e 2-26
Grow - Make MONEY 0N YOUF MONEBY ......couuiiiieiiieiaitie ettt ettt seae e 2-26
Shelter - Get TaX BeNETITS. ... ..viiiiiii i 2-27
Build - Don’t Spend YOUr BENETItS ........cooiuiiiiiiiiieciie e 2-27
Avoid Linking - Each Investment Must Stand On 1tS OWN..........coccieiiieiieeiiie e 2-27




Analyze - Investigate the INVESIMENT...........oiiiiii e 2-27

F ] £ OO UPPPPTPPP 2-27
Y g E=To T g gl o | O PP PP T PP PUPP TP 2-28
Rule #1 - DeVEIOP Cash FIOW ......ccouuiiiiiiiiiieie et bbb 2-28
RUlE #2 - Learn TO NEQOLIALE. .......couiiiiiiiiiieitie ettt be e sbe e neeeas 2-29
RUIE #3 - IMANAGE RISK .....eiiiiiiiii ettt ettt sbe e srae e snne s 2-29
INVESEMIENT LLOSS ...ttt ettt ettt ettt ettt ettt ettt e e st e e e s bb et e e s abb e e e s enbe e e e s enbe e e e snnes 2-29
LBDIIIEY e 2-29
POOK HEAITN...... ettt ettt st b e srbe e sbe e 2-30
Premature DEALN ........ooiueiiiiie ittt ee e 2-30
RUIE H4 = DIVEISITY ... ettt ettt sb e e et e sbae e seae s 2-30
RUIE #5 = IMIONTEON ASSELS ... veeetee ettt ettt ettt ettt b ettt e e et e e et e e e sbb e e sabeesnbeeebeeesnneas 2-31
RUIE #6 - USE SYSTBIMS ... .eeiitiee ittt ettt ettt sttt sttt b ettt et e sttt et et e sbb e e sabe e snbeaesraeesneeas 2-32
Taxes & INVESIMENT ECONOIMICS .......uieiieeiiie ittt ettt ettt ettt e et e e e be e e sbe e e sbe e e snbeeabeaans 2-32
Deductions Now, Taxes Later, or Maybe NEVEF ........cccui ittt 2-32
ACCEIEIate DEAUCTIONS ...ttt ettt ettt et sb e st e e ssb e et e e e sbe e e snbeesnbeeans 2-32
LI T OO UP PP OTPRO 2-32
Charitable CONIIBULIONS .......ooiiiiiiie ettt s snee e snae e 2-32
MEAICAI EXPENSES ....eeeeeitie ettt ettt sttt ettt ettt et e e bt e ebe e e ebse e s be e e nbee e e 2-33
MiSCEIlaNEOUS EXPENSES. .. ..ciiiiieitiieiiee ettt ettt 2-33
BUSINESS EXPEINSES .....eeteeeitieeeitee ettt e tee ettt et e et e e bt sbe e e shb e e e ebe e e sbb e e smbeesmbeesnbeeanbeeeanbeeanbeeans 2-33
YT - Vo LU T PP PTP P TPPI 2-34
CHAPTER 3 - PRESERVATION OF WEALTH. ..o, 3-1

FOUr ODSTACIES 10 PrESEIVALION ... .eiitiie ittt ettt ettt et e et e e sbe e e b e e nabe e e nbe e e e 3-1

SPENAING HADITS ...ttt sb e ab e et e e e sbbe e snbe e snbeesnbeeenes 3-1

TraCk YOUI SPENAING. .. ..ottt ettt ettt e et e e sb e e e sbe e e sbbe e e beeenbeeenees 3-2

[ Te0] o o =T TP U TP PR PPPRO 3-2

EXPENAITUIES ...ttt ettt ettt bt ettt e bt e e sab e e sn b e e e sbbeesnbeeanbeens 3-2

LIVING EXPENSES ....eieiiieitie ettt ettt ettt et e e be e e b e e nbe e beean 3-2

FIXEO .t 3-2

VATTADIE. ... bbb 3-2

Credit Card PAYMENTS .........ooiiiiiieiiee ettt s 3-2

THE BOMOM LN ..ttt ettt sttt e st e e e bt e e eb e e sbe e e be e e beeeneee 3-3

Converting a MinUS INEO @ PIUS ........coiuiiiiiiiiiiie ettt 3-3

BUITA TN SAVINGS ..ttt ettt e ettt et sbb e e be e e nbe e e nbaeeseaeas 3-3

AAJUSEMBNTS ..ttt ettt et ea ettt b e sh b e e s ab e e s abe e et e e e kbt e smbeeenbe e e beeenes 3-4

DeSIgNING @ BUAGEL ...ttt ettt sbb e seb e e nbe e e srae e seae s 3-4

WHat Are YOU WO, ettt bbbttt e be e nbe e 3-6

INVENTOIY ASSELS ...ttt ettt ettt ettt ettt ettt e e et bt e e s ebb et e e sabbe e e s aab e e e e e sabeeeeannees 3-6

LOF: T o TP 3-6

PErSONAl PrOPEITY ... .ottt ettt ettt sttt e s be e srae e e s 3-6

INVESEMIBNES. ...ttt ettt ettt e e skt e e e e sa b b e e e e bt e e e e e abbe e e e snbneeenans 3-6

LISt LIADIITIES. .. ettt 3-7

ANAIYZE NBE WOITN ...ttt saee e e et e 3-7

WVASTING ASSELS ...ttt ettt ettt ettt ettt et e bt e ehbe e s abe e et e e e abe e e ebe e e sbe e e enbeaanbeeans 3-7

[ Lo [T Lo 1 Y2 TS OUPRUPRUPRRI 3-7

DIVEISITICALION ...ttt e srae e seae s 3-7

CASN RESEIVE ...ttt bbb e eee 3-7

[0 gTo] - (ol U TP TP UPP PR UUPPTTRPPPPRPIN 3-9




TAKING CONIOL ...ttt ettt e e e b et e e abe e s b e e e be e nes 3-9

Planning ReSPONSIDIIITY .........eoiiiiiiie e e 3-9
(D] 7o A o] o HO PP RTRTRTN 3-9
Asset Allocation - RiSK & REIUIM........civiiiiiiiiiii e 3-10
1] Fo LA o T TP TP PP PP UPP PP UPPPRPPIN 3-11
LIS G O PP PPV P R PTRRPTRN 3-11
TaX PIANNING TACLICS .....eeiteee ittt ettt ettt et e bt et e e e sbbe e be e nbee e e 3-12
CHAPTER 4 - DEFERRAL ......ooiiii et 4-1
FOrmer 81034 - REPEAIEM.......couuiiiiiiiitie ettt ettt e b e eb e et e e e be e e 4-1
Section 1031 “Like-Kind” EXCRANGES .....cccuutiitiiiiiiieiiie ettt sbe e saae e nane e 4-2
EXCNANGE AGVANTAGE ... cei ettt ettt et e b et e b e e e bt e e e be e e nbe e e sbaeennaeas 4-2
IMPOrtanCe Of DETEITAl ..........oo bbb eee 4-2
TRFEE EIBMENTS ...ttt b e bt e bt e st e st e e st e e sb e e nreenneenne e 4-3
EXChange REQUITEIMENT......ooiiiiiiie ittt ettt sbb e sbe e e sraeesnneas 4-3
TWO-Party EXCRANQES ......eeiiiiiiitiie ittt et 4-3
MUIEE-Party EXCRANGES ... .eeiiiiieieiie ettt ettt 4-4
AUGEISON ...ttt bbbt 4-4
BT ... 4-5
Delayed EXCNANGES .......eieieiee ittt sttt ettt st e b e e e b et eaaeen 4-5
Qualified Property REQUITEMENT. ... ....co ittt sbe e sbe e naee s 4-6
Like-Kind REQUIFEMENT ........oiiiiiiii ettt sb e nb e ae e 4-7
RUIES OF BOOL ...ttt ettt b e b b e 4-7
Related Party EXCRANGES .....ccouuieiiie ettt ettt ettt et et et e sbt e e sabe e snb e e s nbe e e sbneeseaeas 4-13
Definition of Related Party ..........ooiuiiiiiiiiieie et 4-13
Exceptions to the TWO-YEar RUIE ..........ooiiiiii et 4-14
CONLrACLUAI PIOTECTION .....eevieitie ittt bbb e sr et enbeenreen 4-15
Transactions Between A Partner & Partnership ........cooceeiiiiiiiiiiiec e 4-15
Foreign Real Property EXCRANGES ........coouiiiiii ittt 4-15
Qualified §1031 Exchange of Personal Property Repealed ............cccooiiiiiiiiiiiniiiniee e 4-15
Requirements for Personal Property - Prior t0 2018.........ccoviiiiiiiiiiieeiee e 4-16
Like-Kind OF LIKE-CIaSS........ccviiiiiiiiiiii it 4-16
Like-Kind Personal Property - 1dentical............ccocoiiiiiiiiiiiiiiicec e 4-16
Like Class Personal Property - General Asset or Product Class ...........ccceveeeiieeieeininnns 4-16
Five, Four, Then Six Digit Product CIASSES.........cccueiuiiiiiiiiiie e 4-17
Other Personal PrOPEITY .......coiuii ittt 4-20
MUIEIPIE ASSEE EXCRANGJES ... ettt sb et sabe e e nbe e 4-20
EXCNANGE GIOUDS. .. ee ettt ettt ettt ettt ettt ettt eh ekt e e be e sbe e e sbbe e sabe e sabeesnbe e s sraeesnneas 4-20
AQgregation & ATOCALION ........ocueiiiiiiiii ettt 4-21
Delayed (Deferred) Exchange RegUIAtioNS...........oouiiiiiiiiiiiii e 4-23
Deferred (Delayed) Exchange Definition ...........cocoiiiiiiiiiii e 4-23
Identification REQUITEMENTS ... ...couii ittt eeee 4-23
Identification & EXChange Periods ..........cocuii i 4-23
APPHCALION OF 87503 ......ceiiiiiiiiii ittt bbb 4-24
Method Of TAeNTIfICALION.........ccviiiiiiiii e 4-24
Property DESCIIPLION ......couiiiiiieitiee ittt ettt ettt st et e b e e nbe e 4-24
Incidental Property - 15% RUIE ........ocuiiiiiiii s 4-26
REVOCALION ...ttt ettt b et b e bttt e st e nb e b b ne e 4-26
SUBSEANTIAI RECEIPL. ... ettt ettt sbe e e eabeeen 4-26
Multiple Replacement PrOPEITIES . .......cu ettt 4-26




Actual & Constructive RECEIPE RUIE ..........iiiiiiii e 4-28

FOUr Safe HarbOrS. ..o 4-28

Safe Harbor #1 - SECUIILY ......oouiiiie e 4-29

Safe Harbor #2 - ESCrow ACCOUNES & TTUSES.......civeiieiieiieieeie e 4-29
DiSQUATTIEA PEISON......ciiiiiiiiii ettt et sbee e e e 4-29

WO IS AN AGENT? .ttt bbbttt et e sbb e sebe e snbe e snbe e e e 4-30

Safe Harbor #3 - Qualified Intermediary..........cocoe i 4-30

Who Is A Qualified INtErMEdIArY?.........coiuiiiiiiie e 4-30

DiIreCE DEEAING ...ttt ettt et sbe e sbe e e neean 4-31

F N o 00110 SRR OTRRPR 4-31
SIMUIANEOUS EXCNANGES. ....ciiiiiiiieiiee et 4-31

Safe HarbOr #4 - INTErEST........oiiiiieie e 4-32

Interest REPOrting = 8468B((0)- ... . veerreeiteeiiiee it e ettt 4-32

Restrictions On Rights to Money & Other Property - “g(6)” Limitations..............ccceeeuee.. 4-33

Outside Transfers of Money or Other Property .........occeevveeiiee e 4-34

Exchanges of Partnership INErestS..........oouiiiiii i 4-35
Effective Date of Partnership PrOVISIONS. .........ooiiiiiiiiiiiciie e 4-36
RELITEMENT PIANS. ...ttt b e 4-36
DeSigning YOoUr REIIFEMENT ... ..ottt ettt b et e b e b e e e ebeeesneeas 4-37
Sources of RetiremMENt INCOME ........oiiiiiiiieieee et 4-38
Qualified COorporate PrOGIamMS. ... ....cuie ittt ettt sttt e b e sbe e sbee e saee s 4-38
Defined ContribUtion PIANS ........coviiiiiieie e 4-40
Profit-Sharing PIAN .........oouoiiii bbb 4-40

Money Purchase Pension PIan ... 4-40

SEOCK BONUS PIAN ...t 4-40

Employee Stock OWNErship Plan...........coooiiiiiiiiie e 4-40

AOL(K) PIAN ..ttt ettt nree s 4-40

DEfiNed BENETIL......civiiieieieeeie e 4-40
Defined Benefit PENSION.........ccuiiiiiiiiiiiie et 4-41

ANNUILY PLAN ..ottt bbb e b e s snb e e nbeesbeeans 4-41

SIIMPLE PIANS. ...ttt ettt b ettt r e r et st nteenreenre e 4-41
SEIf-EMPIOYEA PIANS ...ttt bbb 4-41
Individual RetiremMent ACCOUNTS.........ccviiiiiiiiieitie ittt 4-43
Penalty-Free WIthdrawals ...........oceiiiiiii e 4-43

ROEN TRA - 840BA. ...ttt et re e 4-44
TaX-DETErred ANNUITIES .....ooueiiiiiiiieitee ittt nb b 4-44
IVIBCRANICS. 1.ttt 4-44

Types OF Deferred ANNUILY ........c.eii it ene s 4-45

FIXEA ANNUITY ...ttt ettt e e et sab e e sab e e sbe e e sraeeseae s 4-45

Variable ANNUITY ....oooueii ettt sbe e e nabe e eee e 4-45

Minimum INVESIMENT & CRAIQES. ... ..coiiieiiie ettt 4-45
Simplified Employee Pension (SEP) Plan ..........cocoiiiiiiii e 4-45
INVESTMENT ASSELS......cuiiiiiiieitet ettt s e n e nes 4-46
Matching INCOME 10 EXPENUITUIES. ........ooiiieiiieiiie ettt 4-46
Participant Loan REGUIALIONS ............iiiiiiiiiieiii et bbb 4-47
Additional Loan ReQUIFEMENTS........ouiiiiiiiiiee ittt be e 4-47

DOL REGUIATIONS ...ttt ettt ettt sttt st e b e et e e snbeeanbeeans 4-48
INSEAITMENT SBIES..... ..ttt s bbb sb e e sbeenneenreenne e 4-48
REGUITEIMEINTS ...ttt ettt et ekt e e s b et e sh b e e sab e e s ab e e et e e e ehbe e embe e embe e e be e e abeeenneeas 4-48
Late Election Out of Installment Method.............cocviiiiiiiiiii e 4-49
FOMMUIR ... h bbbt ettt be e 4-49




MOrtgage iN EXCESS OF BASIS......uuiiiiiiiiiiieiiiee ittt sttt et e be e s be e e nbe e e sbe e e sbbeeebeean 4-49

RECAPIIUIE ...ttt ettt e ekttt e e o a b bt e e s ek b et e e eab bt e e e et be e e s aabe e e e e b be e e e aabb e e e e anrees 4-49
DIBAIRIS. ..ttt 4-51
AL-RISK RUIE ...ttt nne e 4-51
F AN o] o] [T i o] L TPV STOURURRTR 4-51
NONFECOUISE FINANCING ...evtiiiiieitie ettt ettt ettt e bt e st e e be e e sbe e e sbeeennbeeans 4-51
Qualified NONrecourse FINANCING ......ooueiiiiieiiie ettt 4-51
QUALITIEA PEISONS ... iiei e ittt ettt e e e s et e e e st ae e e s st e e e e s bb e e e e e anaeeeesanees 4-51
Deferred COMPENSALION .........ciiiiiiiietie ettt ettt ee et et e e e sbe e e ssbe e sabe e sabeeeabe e e ebbeesabeaenbeeabeeeees 4-52
(@] 0] T0] T ST TOUPRUPRTPIN 4-52
CHAPTER 5 - REDUCTION......ciiiiiiiiiiiee e 5-1
LI A= [ T OO PP PP UPP PP PPPPPRTPPROPN 5-1
Work Opportunity Tax Credit (WOTEC) — 851....ccuiiiiiieiieeiiee et 5-1
(07a] 0] o 0] =LA o]  FO OO ROTRRTRTN 5-2
Welfare-to-Work & Work Opportunity Credits Merged...........cocoeiiiiniieniiie e 5-2
(00T g (] or- U o] o I - o PV RTOURPRTR 5-2
RESEAICH TaX Credit - 4L .....oiiiiiiiiiiiieeee e be e 5-3
Alternative SIMPlIfied Credit..........oooiiiiiii e e 5-3
Relation 10 8174 - REPEAIEU .........coiiii it 5-4
Rehabilitation TaxX Credit - 847 .........viiiiiiiiee e 5-4
CrEAIE RAEES. ... etttk b bttt b e s b e e nb e e s bt e b e et e e beenb e e nbeenbeenneenreen 5-4
Residential vS. NONFeSIAENTIAL. .........cccviiiiiieiie e 5-4
External Wall REQUIFEIMENT. .........oiiiii ittt be e 5-4
BaSIS REAUCTION ...ttt ettt sttt nb e ne e ne e 5-4
Low INncome HOUSING Credit - §42......cuuii ittt ettt e snae e 5-4
AMOUNT OF EXPENATIUIE ...ttt sttt sbe e sabe e be e 5-5
Set ASIAE REQUITEIMENT ... ..eiiiiiiiiie ittt ettt et e e seb e st e e eb e e enbe e e srbeesnneas 5-5
QUATTYING UNITS.....eiiiiie ittt ettt eb e eb bt e bt e e be e e sbe e e sbaeesaaeas 5-5
Gross Rent LIMItation = 3090 ........oieiieeiieiieiiee ittt sre e sne e nneenne e 5-5
Section 8 ASSIStANCE EXCIUSION .......ciiiiiiiieiieiee ettt 5-5
RECAPIUIE OF CrEUIT ... .iiiiiiiiie ettt e bbb e e e e e e abe e e sbae e seaeas 5-6
B0-Y AN RUIE....eieieieeiee ettt bbbttt b et b et et enreenre e 5-6
StAte Credit CRITING ... vii ettt sbe e e sraeeseneas 5-6
AGT LIMITATION ...ttt b e b e 5-6
Child & Dependent Care Credit - 821 ........ociuii ittt 5-6
ELGIDITITY ... 5-7
Employment Related EXPENSES .........oi ittt 5-7
Qualifying Out-0f-the-NomMe EXPENSES........ooiiiiiiiiiie it 5-8
Payments t0 REIATIVES ..........oi ettt 5-8
AOWADIE AMOUNT ...t b e 5-8
1dentifiCation OF PrOVIEI .......ccuiiiiiiiiii it 5-8
ESTIMAIEA TaXES. ... ettt ettt a et b e bbbt 5-8
GENEIAL RUIE ...ttt sb e b e n e 5-8
ANNUALIZED IMENOT ... e 5-10
(08 K BT VT [0 IS - L=l |- RPN 5-10
UNAErPayMENt CAULIONS ......eeiueieieite ittt ettt ettt et et et e sbe e et e e s be e e sbe e e sbee e eabe e snbe e e abeeesbbeesneeas 5-10
TAX RETUNT TTAP ettt ettt ettt hb et e e s s e e et e e e bt e e ssbe e embeeenbeeebeeeees 5-11
BaSIC DBUUCTIONS ...ttt ettt e bbbt et e 5-12
IEEIESE ...t 5-12

Vi




Personal Interest — Repealed (GONe LONG AQO) .....uueiiiiiieiiiieeieie ettt 5-12

INVESEMENT INTEIEST ......eviiiiiie it 5-13
Prepaid INTEIESE ... ..ee ittt ettt e st e ettt e b e sb e e e e e e nbe e e nbneeseae s 5-13
POIMTES ...ttt e E bbbt b e Rt 5-14
HUNTSMEAN CASE ...ttt sre e 5-14
PrepaymMent PENAITY ..........oi ittt sbb et e sra e saae s 5-14
INEEreSt ON REAI ESTALE .......couviiiiiieieieie ittt 5-14
RENTAI PrOPEITY ...ttt b et e e sbb e seb e e st e e s stbe e snbeesnbeeans 5-14

HOME OWNEIS .....eiiiiiiiitet ettt st s sre e 5-15
AULOMODIE DEAUCTIONS ...ttt bbbt sn e 5-15
Employee AUtomobile DEAUCTIONS. ........coiiiiiiiie et bbb 5-15
BUSINESS/PErSONal PrOFALION.........ciiiiiieiiieiieiie et 5-15
ACEUAL COSt MEENO. ......eeieiieeii bbb e 5-16
Standard MIlEAGE RALE. ... ...coueiiieiiii ettt st srae e saee s 5-16
Limitations on Standard Mileage Method ............cociiiiiiiiiiiiic e 5-16

Must Be an INIVIAUAL............cooiiiiiiii s 5-16
SWILCHING MEENOUS ...t seae e s 5-17
Claiming DEAUCTIONS ........eeiiiiiitie ettt ettt ettt ettt e e sbe e e bt e e sabe e snb e e enbaeesraeesneeas 5-17
RECOITS ...ttt bbbt bbbt bbbt bbb 5-17
YN Lo e R Tl o USROS 5-17
DEPIrECTALION TTAPS ..ttt ittt etee e etee ettt ettt st e st be e ss b e e st e e ettt e ssbeeaabe e s be e e abe e e sbbe e enbeaeabeeesbaeeseeaas 5-18
PEICENTAGE TS, ..ttt ettt e ettt e e it e e s b e e e s aab b e e e e eabbe e e e anbeeens 5-18
Depreciation “RECAPIUIE”.......cuii ettt ettt et e et e sbe e e sbbeesnbeeen 5-18
Depreciation LIMItS FOr AULOS .........coiiiiiiieiiie ettt stee e seeeesabe e 5-18
LASING RESIIICHIONS ... .eiitiie ittt ettt e sb et e sbb e e sabe e et e e e e 5-19
Mileage Allowance for Leased AULOS ..........ooiuii it 5-19

First-year EXPENSING = 8L179.... ..ottt ettt et e snae e snae e 5-19
Commuting - Local Business TranSPOITatiON ...........cocuieiieiiiieiaiiie ettt e s sbe e 5-22
Revenue RUIING 90-23 - SUPEISEUE ........eiiiiieiiiieieie ettt nne s 5-22
Temporary Work Site DefinitiON. .........cooiiiiiiiiiie et 5-22
RESEIVE UNIES ...ttt bbbt b e bbbt e bttt nre b 5-23
REIMBUISEIMENTS. ...ttt ettt ettt e nbe b e ne e 5-23
REVENUE RUIING 99-7 ...ttt ettt bt bt e ebt e et e e nbe e e sbaeenaae s 5-23
BUSINESS ENTEITAINMENT ........eiiiiiiiiiiiie ettt be e re e 5-24
PRION 10 2018 ...ttt 5-24
Former DireCtly REIAtEA TESE .......cueiiiiieiiie ettt 5-24

FOrmMer ASSOCIALEA TESL......ccueeiiieitieitieite ettt 5-25
Statutory EXCEPLIONS = 8274(8) .....eii ittt ettt sae e eane s 5-25
Food and Beverages for EMPIOYEES........cc.uii ittt 5-25
Expenses Treated @S COMPENSALION ........c.uiiiiiiiiiiaitii ettt seeens 5-25
REIMDUISEA EXPENSES ....eieeteeiitie ettt ettt ettt ettt st ettt b e e smb e e sabe e s be e e sbe e e nbneeabeeans 5-25
Recreational EXpenses for EMPIOYEES ........cocuiiiiiiiiieiiee it 5-25
Employee, Stockholder, and BUSineSs MEELINGS. ........cciuiriiiiiiiiiiiee it 5-26

Trade ASSOCIAtION IMEETINGS ....ccvveeitiieiiie ittt ettt see e snee s 5-26

Items Available to the PUDIIC. ..o 5-26
Entertainment Sold t0 CUSIOMENS. .......coviiiiiieiie ittt 5-26
Expenses Includible in Income of NON-emplOyees ...........cociiiiiiiiiiiiiiiee e 5-26
Depreciation & Cost ReCOVErY - 8167 & 81B8.......cccuiiiiieiiiiiiie et 5-26
PEIrSONAI PIOPEITY ... ettt ettt h bttt e b e bt e e b e e et e et e e e nbe e e ebeeennee s 5-27
AACRS - 8LB8.... ettt 5-27
APPIICADIE PEICENTAGE. ... teee ittt bbbt e sb e e e e e e e 5-27

vii




IMACRS ..tttk b e h e R et 5-28

RECOVEINY CIASSES ... ettt ettt ettt ettt ettt e e bt e sab e e s b e e e be e e snbeeanbeeans 5-28

MACRS EIBCLIONS. ...ttt bbb re e 5-29

SEAIGNT-TINE ...t 5-29

150% Declining BalAnCe..........coouiiiiieiieiiiee it 5-29

Bonus (or Additional First-year) Depreciation - 8168(K) ........cccovvveeiieeiieeriiieaniee e, 5-29

PRESE DOWN ...ttt bbbttt eb et nb bbb 5-30

Qualified Property = 8L68(K)(2) ...«  eearerrereererterieriesiereatesteseeresieseesessesreseeseesesresseseeeas 5-30

Nonqualified Property - 8168(K)(2) ... . cveeireeriiieiiieiiie ittt 5-31

MACRS CONVENTIONS. ...ttt sttt nbe e 5-31

Mid-quarter CONVENtion EXCEPLION. ........coiuiiiiiiiiii e 5-31

Election t0 EXPENSE ASSELS = 8179, ... ittt ettt 5-32

INCOME LAMITALION. .....veiitiiieieitie ittt 5-32

(O 14 0V SO OO PU PR PP 5-32

DedUCHION REAUCTION. .....cuiiitieitieiti ettt bbb 5-32

EMPIOYE RESIFICHION .....eeiiiii ittt sttt sbe e e ee e 5-32

RECAPIUIE - 81245 ... .ottt ettt e sbb e et et e nra e naae s 5-32

NEt OPErAtiNg LOSSES = 8L72 ... ueiiiiiieitiee ettt ettt ettt ettt b e st et e e et et e bt e ebe e e ebb e e e beeenbeeenees 5-35

Creation OF @N NOL........ooiiiiiii ettt e b e nre e nre e 5-35

INAIVIAUBE NOLLS ...ttt sb e sr e nb e nb et e st e e nbeenbeenreenne e 5-35

(O 1 Y01V OO PT PP OUPPPTPTP 5-35

=1 000110 To [ TSRO OTRPOUPRN 5-36

(00 1 olo] 121 (= AN (O IS O T PP U TP U PP 5-36

FUPNEr LIMITALIONS. ......eeieeeiee ettt ettt be e 5-36

Tax Breaks fOr NONITEMIZENS. ........oiiiiiiiieie ettt ettt sb e e sr e sne e sn e sreesreenbee s 5-37

F o [T 0= 0 USSR 5-37

O 1=To [ T U TP PP P TSP TRPPPPPPP 5-37

AMENAEA RELUIMS ...ttt bbb bbbttt e bt nne s 5-37

AUTIE AVOIOANCE ...ttt bbbt eb ekt bbbt e bttt ane e nsn e s e 5-38

SAfEST AMENAMENTS. ...ttt ettt b bt b e bbbt e bt e nbe e b e ne e 5-38

NOt-SO-Safe AMENAMENTS .....eueiiiiiiieie ittt nbeenre e 5-38

CHAPTER 6 - INCOME SPLITTING......ccoiiiiiiieeeee e 6-1
USING ProgreSSive TaX RATES.......cocuiii ittt be e sae e e be e nbe e neee 6-2
Splitting Income AmOoNg Group MEMDEIS. .......cocuiiiiiiiii it 6-2
WEAITN ATTOCALION ...t b ettt nsn e 6-2
Yo e 11 L TPV ST PPTRRRI 6-2
UNINCOIPOFAtEd BUSINESS ... .eiiiiiiiitiieitie ettt ettt ettt st e e st e e st e e e be e e ebe e e eabe e enbeeenbeeenees 6-4
Deductible BUSINESS EXPENSES ... ..ei ittt ittt ettt ettt et sbee e sabe e sabe e s be e e beaesneeas 6-4
HOME-OFFICE DEAUCTION ...ttt et 6-4
ReqUITEMENTS = 8280A ... ..ottt ettt ettt et et e bt e e sabe e anb e e e nraeesneeas 6-4
NON-EXCIUSIVE USE EXCEPLIONS ....cvtiiiiiiiiiii ettt ettt ettt sttt sbe e seee s 6-5
INCOME LAMITALION ....eeveeeeeseee sttt sb e 6-5
Home Office DeduCtion EXPANSION .........coiuiiiiiieiiieiiee ettt sbee e 6-5
AANAIYSIS ... bbbt nbe e be e e 6-6
Square Footage Safe Harbor - R.P. 2013-13 ... ..co it 6-6
RELITEMENT PIANS ... bbb 6-6
HITING YOUP CRITAIEN ..ottt et et et sbee e e s 6-6
HITING YOUE SPOUSE. ... .eeiitete ittt ettt ettt sttt ettt h bt et e s bt e e bt e e eb e e e ebb e e e be e e nbe e e nbeeennaeas 6-7

viii




THAVE] EXPBNSES ...ttt ettt ettt ettt ettt ettt etttk ekt e et e e ek et esbb e e sh b e e sabe e emb e e e ab e e e bbe e ahbe e enbeeanbeeebeeenes 6-7

CASUAITY LLOSSES. ...ttt ettt ettt ettt ettt ettt sttt et etk e ekt e st e e bt e e ke e e ebb e e eb b e e eab e e e ebe e e ebbe e enbeeenbe e nnbeeenes 6-7
BaA DS ...ttt bbb 6-7
SEIF-EMPIOYMENT TAX ...ttt ettt sttt b e bt e sab e st e e e sbe e e abe e e ambeeanbeeabeeeneee 6-7
[ ool o o] -1 o] o PO PP 6-8
RO e R CTo (] F- T g o] g oo L1 o] o HU TSP RTOUPRUPRPRIN 6-10
Planning CoNSTAIATIONS .........eieiiie ittt bttt e b e sb e sbe e sabe e sab e e e nbe e e abbeesneeas 6-10
WWHEN 10 INCOIPOTALE. ... etieiitie ettt ettt ettt ekt ee bttt e ekt e e s bb e e sbae e sabe e sabeesabe e s ebbeesmbeesabeesnbeens 6-12
FOPMEALION ...ttt b et a e h et e bbbt 6-12
SN TOF SEOCK ...ttt ettt ettt b e b e b e b et e st e e sbeenbeenreenre e 6-13
PrOPEITY FOI STOCK ... .vieieiieiiie ettt bttt ettt sbb e seb e nbe e e sbae e sene s 6-13
SEOCK FOF SEIVICES. ...ttt ittt ettt st b e e b e re e b beenbeenbeenneen 6-13
SEOCK FOF DD ...ttt ettt sb et e r e e b et esbeenbeenreenre e 6-13
Repeal of the “General UtilitieS” DOCIIINE ......ccuiiiuiiiiiiiiie ittt 6-14
COMPOTALE ASSELS ...eeiee ittt e ettt ettt e ekttt e ekt e e e ettt e e s bt et e e ek ke e e e aabe e e e sk b e e e e aabbe e e e bbbe e e s anbbeaeanbeeens 6-14
[T T TR UTRTOURPUPRPIN 6-14
[T o PP PP P U PP R PPN 6-14
Gift & LEASEDACK .......eiiviiieiiitieitee et 6-15
SalE & LEASEDACK. ......ei ittt 6-15
S 0] 4 10! L1 o] o F PR RTOURURTRRN 6-15
Y [alo | o 1= Ve Ui o] o W USSPV 6-15
S COrPOratioN REIUIN........uii ittt ettt sb et sb e st e e eb e et e e sraeesnneas 6-15
Planning CoNSTARIATIONS .........uieiiie ittt e b e sb e e e e e snb e e e ste e e srbeesneeas 6-16
TAX AGVANTAGES ... ettt ettt ettt ettt ettt sttt bt e et e e s b b e e sbb e e shbe e sabe e embe e e ab e e e bbe e asbeeanbeesmbeeebeeenes 6-16
FOMMEALION ...ttt bttt a e s st b ettt 6-17
Corporations That QUATTTY .........ooiii et 6-17
INCOME-SPIITEING. ....e ettt ettt ettt st b e b e e e b e e shbe e s be e et e e e beeeees 6-18
EStIMAtEd TaX PAYMENTS. .. ..ii ittt b ettt e b e sb e e sb e e e sabe e sabe e e sbee e sbbeeseeeas 6-19
FAMITY PartNErSNID. ... ce ittt ettt ettt h e e b e e s e e e s b b e e sbbe e sabe e snbe e enae e ees 6-19
Partner’s DiStribULIVE SNare..........oiiii e 6-19
PartNership REIUIN. ...ttt h et et e bt e e bt e e e mbe e e be e e nbe e e abeeenaee s 6-19
Schedule K-1 (FOM 10B5) .....cuueiiieiiiiee ittt ettt sttt ettt st et e et e e sbe e e sbe e e nnbe e e nbeeeneee 6-20
FaMITY PartNErSNIPS. .....eee ettt sttt et b e eb e e e bt e et e e et e e e ebee e nnae s 6-20
FamMIly MEIMDEIS ...ttt sa et e e abe e sbae e seae s 6-20
(OF: o] - LS TP ORI 6-21
CRIlArEN @S PAINEIS. ... .e ettt ettt sttt e e b e nr e e b e et enbeesbeenreen 6-21
EArNed INCOME ......ooiiiiiieiee ettt be e e 6-21
Gift OF CaPITal INTEIEST...... ittt ettt ettt e st e b e e et e e nbe e e nbee e e 6-21
Custodianship & CRIAIEN ..ottt sttt st b e e e stae e snbeesnbeeens 6-24
LI Yo LA Lo PO TP PP PP PP UPROPT PP PPPPRPTIN 6-24
(o (o LTI I D R X (¢ ) DSOS 6-24
INCOME-ShiftiNG INVESIMENTS. ... .eiiiiiie it 6-25
US SAVINGS BONAS ...ttt ettt b e 6-25
MUNICIPAI BONGS. ......eiiiiiiie ittt e bbb e beean 6-25
GIOWEN SEOCK ...ttt 6-25
REAI ESTALE. ...t 6-25
Child Care & EAUCALION .........oiuiiiieiiieiiee et 6-26
Nursery SChool & Day Care - 821......ccuii ittt ettt sre e seae s 6-26
SPECIAL SCROOIS ...ttt ae e 6-27
Credit Plus Special SChOOI EXPENSES. ... ..cciuiiiieiiieieitie ettt e bt sraeesaeeas 6-27
Employer Dependent Care Program - 8129 ........cociiiiiiiiiiie e 6-27




Education Savings BONAS - 8135........couiiiiiiiiiie ittt 6-27

NOLICE Q0-7 ..ttt ettt b e b e bbbt bbb e et e b e b e ne e 6-28

Interest on EAUCAtioN LOANS - 8221 ........ccviiiiiiiiiieiiie ettt 6-28

Buying an Off-CamMPUS HOUSE .......ccuuiiiiiiiiiieiie ettt st sbe e neee s 6-29

SEAtUS S SECONA HOMIE ...t nre e e 6-29

Status @S RENTAL PrOPEITY.......coieiiiiiiiiee ettt ettt et snbe e nnae e 6-29

Gifting Gain for EQUCAtiON EXPENSES ......cciuiiiiiiiiiieitie ettt 6-30

LC] | 1 TSPV PP PR PR 6-30

GITES DY CNECK ...ttt b e bbb b e e ebe et e s nbe e e 6-30

FBCES ettt 6-30

[ (0] [0 10 To [P UPUPUPROPRPTRTRT 6-31

INEEIESE FIEE LLOANS ...ttt 6-31

D& MiNIMIS EXCEPLION. ...ttt ettt e b e sbe e ebb e e e e e nbe e e sbaeeseee s 6-32

Special RUIE TOr Gt LOBNS ......eeiiiiiiitiee ittt sttt e sbe e e seb e nte e neee 6-32

CHAPTER 7 - ELIMINATION ... 7-1
Former Age 55 EXCIUSION - REPEAIEA .........coiuiiiiiiii e e 7-1
$500,000 Home Sale EXCIUSION = 8121 .......ccoiiiiiiiiiiieeie ettt 7-2
Two-Year Ownership & USe REQUITEMENTS .........uiiiiiiiiiiiiiee ittt sttt e 7-2
Tacking of Prior HOldiNG Period............ooiiiiiiiiiiieii e 7-2
A Tox: L 0 I o o O OO OO T PP U PSP OPT TR 7-2
Mixed BUSINESS & RESIABNCE USE.........oiiiiiiiiiiiiiiiitie ittt 7-3
0] L W D (ot o] [ TP OURTRTR 7-3
Safe Harbor REQUIATIONS. .........oiiie e 7-4
Change in Place of EMPIOYMENT.......cooiiiiiiieie et 7-4
HEAIEN ... e 7-4
UNTOreSeen CIrCUMSTANCES ......vveiueeitieiieeite ettt sttt ettt ettt sb e b e nb e re e 7-5
Use 0f Old 81034 & 8121 - GONE LONG AQO ....uuieiiiiiiieaieeeitee ettt et et e e sbee e sbee e sabe e e e steeeseaeeseeeas 7-5
Limitations 0N EXCIUSION .........eiiiiiiiiii it 7-6
RENTING 10 PAIBNTS ...ttt sttt et e b e e bt e e et e et e e e nbe e e sbeeesaae s 7-6
PareNt’s BENETITS .....cviiieieieie it 7-7
ChiIlAren’s BENETITS.......civeiieieiiee ittt sb et enreenree 7-7
MUNICIPAI BONGS ...ttt bttt e e b e e e bt e e shbe e smbe e e nbe e e be e e sbeeennee s 7-7
Tax-Exempt Interest on Qualified State or Local Obligations...........cccceviiiiiniiiiiii e 7-7
=] 010 41t o TPV 7-8
Private ACLIVITY BONGS ........oiiiiiiiiie ittt bttt e bt sb e eab e e seb e e nbe e e sbbeesneeas 7-8
Divorce & Separation SEIEMENTS. ........oi i 7-8
F N 11010 )2 OO TR OURTPROTIN 7-8
(01311 1o IS U] o] o o] o SRS PUPR U OTR 7-9
PrOPEITY DIVISION ...ttt ettt ettt ettt hb et e e s bt e b et e b e e e e mbe e et e e e nbe e e ebeeennee s 7-9
DEPENUENCY EXEMIPLION . .....eiiitiieiite ittt b et et et e e sbe e e eab e e sab e e e sbe e e sbbeesneeas 7-9
GIftS & INNEIITANCES. ... .cviiitieiee ettt ettt ettt nb e ne e 7-9

BaSIS OF Gl 7-10

FMYV Less Than Donor’s AdJUSIEA BASIS .......c.ueeiueeiiiiiiiiiiie ettt 7-10

FMV More Than Donor’s AQjUSTE BasSiS .........eeiuieiiiiiiiiiiii et 7-10

[ (o] (o [T g To =T 4 Too PP 7-10

Income from Property Given t0 @ Child ...........coouiiiiiii e 7-10

LT INSUIANCE. ... ettt h bttt bbbt b b bt s bt s bt b e b bt nn e b b e s 7-11

Proceeds Not Received in INStAlIMENTS ..........oooiiiiiii e 7-11

Proceeds Received in INStAlIMENTS .........coouiiiiiii e 7-11




FEINGE BONETITS ...ttt ettt b e bt e b e e et e e e be e e sbbe e rabe e sabe e nnbe e e 7-12

Prizes & AWArAS - §74(1D) ....eoiueieiiie it 7-12
Group Life INSUrance Premiums = 879 .......ii ittt 7-13
TADIE Lt 7-14
Accident and Health Plans - 8106 & 8105.........ccciiiiiiiiiiiieiieeese s 7-14
Meals & LOAQING = 8119, . ittt ettt se et e et e b e nbe e snbe e ebeean 7-14
Cafeteria PIaNS - 8125 ..o e 7-14
Educational AsSiStance Program = 8127 .........coiuie ittt sttt sbe e 7-15
Dependent Care ASSISTANCE - 8L129.... ..ottt bbbttt b e b 7-15
Reporting Requirements for Dependent Care Programs...........cocueevveerieennieeesieesieeenieeeseeee e 7-15
Cash ReimMBUrSEMENT PIANS .........oiiiiiiiieiie it 7-16

IN-KINA ASSISTANCE. ......eeteiitieieeeite ettt nb b e 7-16

SEOLION 132 ..ttt b bbbt bt b e b e bbbt b n e e 7-16
No Additional Cost Services - 8132(a) & (1) ....ueeiueiiiiiiii e 7-16
Qualified Employee DiSCOUNTS = 8132(C).....vvervreiieiaitiiaiiieeiiiieasiee ettt ettt 7-16
SEIVICES = BL32(C) (1) -eveaveeeiurteiuieeatee ettt ettt ettt et b e bt e bt e et e et e e e nbe e e nbe e e nbneeabeean 7-17
Property = 8132(C)(2) & (4) «evererereieee ettt sttt ettt 7-17
Working Condition Fringe Benefits - 8132(d) .......ccooviiiiiiiiiiiei e 7-17

De Minimis Fringe Benefits - 8132(8).....cccuiiiuieiiieiiie ettt 7-17
SPOUSAI INSUFANCE ...ttt bttt ht et e st et e e s b e e e bt e e anbeeanbeeans 7-17
Transportation Fringe Benefits - 8132(F) ....cc.vveiiiiiiiiii e 7-17
Moving Expense Reimbursements - 8132(2)(6).......cveerreerueriiieiiie e 7-18
Retirement Planning Services = 8132(2)(7) ... e veerreeiueeiieiiiieeeieeeieessiee ettt 7-18
On-premise Athletic FaCilities - 8132(J) ..veiveeieeiieieiiie ittt 7-18
NOoNdisCrimination UNAer 8132........coiiiiiiieiieiee e 7-18
Taxation & Valuation of BENETitS..........coiiiiiiiiiii e 7-19
VAlUBLEION PIOVISIONS ...ttt bbbt nn s 7-19
LBASEA CAIS. ...tttk etttk bttt 7-19
PUFCRASEA CaIS....cveiteeitieite ettt ettt ettt b e bt bbbt bbbt et nbe e ne e ne e 7-19
FIEEt-AVEIagE RUIE... ... it se et srae e e 7-19
CentS-Per-Mile ValUBLION .........oiiiiiiiiciee ittt sn e nree 7-20
Commuting Valuation RUIE ..........ooiiii e 7-20
CRAUTTEUE SEIVICES ......eiiieitie ittt b et e b e nr e e b e s beesbeenreenreen 7-20
BatiNg FACHITIES ......eiiieeeee ettt b e bt et e e be e e sbe e e b e e nnae s 7-20
MEAL SUDSIAY RUIE ...ttt bbbt e et e e et a e e sabe e sabeesnbeeans 7-20
ERISA COMPIIANCE ... ettt ettt e bt e bt e e bt e e ebb e e e be e e nbe e e sbeeesnae s 7-21
WWEITAIE PIANS ...ttt b e 7-21
Additional REQUIFEIMENTS. .....cueiiiiiiiiie ittt s sebe e sbe e eees 7-21
Employee Expense Reimbursement & REPOITING........coiuieiiiiiiiiiiie et 7-22
TRA '86 - Unreimbursed Expenses Become Itemized DedUCLiONS ...........cceerieeriieeiieeiiieiieeeceeee 7-22
Family Support Act - Reimbursement Without Accounting IS INCOME.........c.covveiiiiiiiiiiiceniee e, 7-22
ACCOUNTADIE PIANS ... 7-24
Reasonable Period Of TIME........c.coiiiiiiieiieie e 7-25

Fixed Date Safe Harbor - #1........c.oiiiiiiiiiiie e 7-25

Period Statement Safe Harbor - #2.........cocoiiiii 7-25

AJEQUALE ACCOUNTING....eeiteeeiteeeitiee ittt ettt et e et e e sbe e et e e sbe e e sbe e e sbee e sabeesabe e s nbeeenees 7-25

Per Diem AlIOWANCE ArTaNGEMENTS. ........eiiieiiiiie et ettt ettt e s sbeeeseaeeseneas 7-26

Federal Per DIEmM RALE .........couiiiiiiiiieiie et 7-26

Related EMPloyer RESIFICTION. .......ccuiiiiiiiiieiie e 7-30

Partial Days OF TIAVEL ........ooiiiiiiieiii ettt 7-31

Unproven or Unspent Per Diem AIIOWANCES...........ccoiiiiiiiieeiiie e 7-31

Xi




Reporting Per Diem ATOWANCES .........coceiiiiiiiiieitie ettt 7-32

Reimbursement Not More Than Federal Rate.............ccoviiiiiiinie i 7-32

Reimbursement More Than Federal Rate............cccovvriiiiiiiiiiiee e 7-33

NONACCOUNTADIE PIANS. ...t 7-33

Unreimbursed EMPIOYEE EXPENSES ........eiiueiiiieaitiieiie ettt et e st e sbe et et et e e nbe e sbeeeseeeas 7-34

Fixed & Variable Rate (FAVR) Allowances - R.P. 90-34.........cooiiiiiiiiiiiie e 7-34

BIBMENES ..o 7-34

Periodic FIXed PAYMENT.........couiiiiiiii ettt sae e seae e nnbee e 7-35

Periodic Variable PAYMENT .........oo ittt 7-35

LIMITAEIONS ...t 7-36

L Too] o I =T o 1 Vo TR OU PRSI 7-36

SOCTAI SEOUFTLY ...ttt ettt a ettt e bt s h bt e s it e e s bt e e bt e e eabe e e mbe e e be e e abe e e snbeennbeean 7-37

BarNINgS RECOM ... ettt bt e bt e bt e be e be e e nbe e e nbeeennee s 7-37

Payments Exempt from SOCIAl SECUFILY ......c.eiiiiiiiiiiiic e 7-37

SOCIAl SECUMTLY CRECKUP ... vt e ittt ettt ettt e et e b e e be e e bee e neee 7-37

FOIM SSA-TOD4 ...ttt b bbbt ettt nbe e neene e 7-38

FOPM SSA-T050 ..ttt bbbt b e bbbttt nbe b ne e 7-38

CHAPTER 8 - Estate Planning .........ccccoeiiiiieiiiiee e 8-1
Unlimited Marital DEAUCTION ........uiiiiiiiiiiiie i 8-2
OULTTGNT TO SPOUSE ...ttt ettt ettt sttt sh ettt e ke e e sb b e e sbbe e sabe e e mbe e e bbe e enbeeembeeebeeenee 8-2
Marital DEAUCTION TTUSE ......eiiveiitiiitiiitt ittt bbbttt et 8-3
Qualified Terminable Interest Property (QTIP) TrUSE ......coouiiiiiiii e 8-3
Applicable EXCIUSION AMOUNT.........oiuiiiiiiitii ittt ettt ettt bt e sbe e stbe e sabe e snbe e snbaeesbeeesnneas 8-3
Spousal Portability of Unused Exemption Amount - 82010(C)(2)...vveervveerrerrieeiieeiiiiesiee e 8-5
StepPed-UP Basis - 8LOLA ... ..ottt bbbttt e b e ea e ab e e stbe e anbe e nnbeean 8-5
Former Modified Carryover Basis RUIES - 81022 ..........cooiiiiiiiiiiieiie ettt 8-6
Property to Which the Former Modified Carryover Basis Rules Applied............ccccooiniinnnn. 8-6
Limited Basis Increase for Certain PrOPEItY .........cooouiiiiieiiieiiee et 8-8
2010 SPECIAI EIBCTION ...ttt ettt sttt ra e as 8-8
Basic EState Planning GOAIS. .........c.euiiiiiiiieiiie ittt 8-9
Primary DiSPOSIIVE PIANS ........uiiiiiiiiie et b et ae e 8-9
SIMPIE WLttt bbbt eb e et e e e sbe e e sba e e sabe e snbeennbe e eeee 8-9

Danger fOr Larger ESTALES .......oiieii ittt ettt ettt e s be e be e e sneeas 8-10

PIODALE. ... ettt bbb bbbt bt b 8-10

ASSEtS NOt SUDJECE 10 @ WL ... e 8-10

ASSELS SUDJECE 10 @ Wil ...ttt 8-12

LT T PP PPRTPPRURRTRIN 8-14

TYPES OF THUSES ..ttt ettt ettt ettt sttt ettt ettt b e e b b e e sh b e e sa b e e smb e e e abe e e shbe e srbe e anbeeembeeanbeeenees 8-15

LLIVING TIUSES ettt ettt ettt ettt ettt ettt ekt et e et e e b e e e ebe e e ehb e e emb e e e nbe e e ebaeesnbeesnbeeaa 8-15

TESLAMENTANY TTUSES ...ttt e ittt ettt ettt e ettt e e st e e e s eabe e e e aabb e e e s anbbe e e s nabeaens 8-15

Revocable & IrreVOCaDIe .........ooii e 8-15

Living “A-B” REVOCADIE TIUSL .....coiteiiiiie ittt ettt ettt ettt et et e s sbe e e sbbe e eneean 8-15

Living “A-B-C” (QTIP) TTUSL......eeieiiiirieeiieeitiestie sttt sttt nne b e 8-18

Impact of Spousal Portability on Trust B under TUIRICA.........coooi i 8-18

ChATtADIE TTUSES ...ttt ettt e b e b e ne e 8-20

Charitable REMAINGET TIUSES ......ciuiiiiieiieiieie ettt et 8-20

Charitable INCOME TTUSES. .......oiiiiie e 8-20

INSUFANCE TTUSES. ...ttt et e bbb e s e e b e e e sre e e srn e e ne e e nare e 8-20

FAMITY DOCUMENTS. ...ttt ettt bt et et et e e e sb e e e eb b e e sh b e e sabe e e ebeeesbbeesabeesnbeeenbeeenees 8-23

Xii




LIVING WIIL Lottt b et bt e bt e e be e e ke e e st e e e sbe e e sbbe e snbeaan 8-23

Property Agreement & INVENTOIY .........ocuuiiiiiiiiie ittt snae e e neees 8-23
Durable POWET OF ATLOMNEY ......coiueieiiie ittt ettt sb bt sib e et et e sbbe e sabe e sabe e snbe e e sbeeesneeas 8-24
Power of Attorney for Health Care..........oooeo i 8-24
CONSEIVALOISNID ...ttt ettt b e bttt ettt e ke e e eb b e e eb b e e eab e e em e e e ebb e e smbeeenbeeenbeeeees 8-24
FUNEIal AFTANGEMENTS ...ttt b et e et e s bt e sbe e e ebee e ebb e e snb e e e nbeeenbneesaeeas 8-26
ANATOMICAL GITES ...ttt 8-26
PRIVAIE ANNMUITY? ...ttt ettt et e e bt e e eb e e e e b bt e ab b e e es e e e s be e e sbbe e sabe e snbeesnbeeenn e 8-26
Advantages t0 the TrANSTEION ........coiiii ittt sbe e eabee 8-26
Disadvantages t0 the TraNSTEIOr..........eiiuiiiiie ittt b e 8-26
Advantages t0 the TrANSTEIEE. .......ooiii ettt sae e e bee 8-27
Disadvantages t0 the TraNSTEIEE .........ei it b e 8-27
Regulations Restrict Private ANNUITY INCOME ... ...couiiiiiiiiiiiiiie et 8-27

Learning Objectives

After reading Chapter 1, participants will be able to:
1. Identify short-term financial goals and investment purposes, recog-
nize the importance of defining, listing, and prioritizing realistic goals
specifying how investing allocation changes with age.
2. Determine the tax consequences of title holding methods by:
a. Specifying ways to hold title to assets starting with the simplest
and most direct way to hold property;
b. Cite the tax benefits and drawbacks of co-tenancies, corporations
(both C & S), partnerships, qualified retirement plans, and trusts
particularly as they relate to a client's after-tax investment return;
and
c. ldentifying custodianship under the uniform acts and determining
how an estate can be tax beneficial to taxpayers.
3. Recognize the impact of retirement planning postponement identi-
fying the importance of early planning using the author's suggested
step process, specify a balance sheet method to plan retirement, de-
termine how to diversify portfolios by balancing liquid and nonliquid
assets, and identify the purpose of savings and strategies to save.
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