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INDIVIDUALS By Richard D. Helmold

New Laws

Energy Tax Act of 2005

Katrina Emergency Tax Relief Act of 2005

Bankruptcy Abuse Prevention and Consumer Protection Act of 2005

Gulf Opportunity Zone Act of 2005

Tax Increase Prevention and Reconciliation Act

Heroes Earned Retirement Opportunities Act

Pension Protection Act of 2006

Updated Regulations

FMV, not cash surrender value, applies when IRA annuity is converted to Roth IR – Preamble to TD 9220, 8/19/2005; Reg.  1.408A-4 
Final regs attack abusive “springing value” life policies transferred to employees T.D. 9223, 08/26/2005; Reg.  1.79-1, Reg.  1.83-3; Reg.  1.402(a)-1 
Disregarded entities would pay their own employment and excise taxes under proposed regs   Preamble to Prop Reg 10/17/2005; Prop Reg  1.34-1; Prop Reg  1.1361-4; Prop Reg  301.7701-2 
Final regs explaining Roth-IRA option for 401(k) plans carry a few surprises   T.D. 9237, 12/30/2005; Reg.  1.401(k)-1; Reg.  1.401(k)-2; Reg.  1.401(k)-6; Reg.  1.401(m)-2; Reg.  1.401(m)-5 
Cases and Rulings
Estate of Strangi had to include assets transferred by decedent to FLP Gulig, (CA 5 7/15/2005) 96 AFTR 2d ¶2005-5048 
Drag racing banker beats hobby-loss rules Morrissey, TC Summary Op 2005-86
IRS says that SEC's “short-swing” recapture rule is measured from option's grant Rev Rul 2005-48, 2005-32 IRB 
Tool reimbursements taxable despite estimate of expenses, but relief may be on the way Rev Rul 2005-52, 2005-35 IRB; Notice 2005-59, 2005-35 IRB 
Various education expenses didn't qualify for exception to IRA early withdrawal penalty Gorski, TC Summary Opinion 2005-112 
Passive activity losses — rental real estate — real estate professionals — substantiation — miscellaneous itemized deductions — refunds D'Avanzo v. U.S., Ct Fed Cl, 96 AFTR 2d ¶2005-5117
Debtor's pledged 403(b) account wasn't eligible for State law bankruptcy exemption Coppola, Joseph v. Sheri Lyn Beeson (CA 5 07/25/2005) 96 AFTR 2d 2005-5375 
Tax-free rollover OK'd for partial recovery of IRA losses caused by mismanagement   PLR 200534026 
Education expense deductions — minimum job requirements; new trade or business — business executives; sales and management       Daniel R. Allemeier, Jr. v. Commissioner, (2005) TC Memo 2005-207 
Transfer of restricted property — incentive and non-qualified stock options — employee's election; revocation of election — accuracy-related penalties  Gran v. U.S., DC, Northern Dist. of CA, 96 AFTR 2d 2005-6043 
Transfer of restricted property — nonstatutory stock options — transferability — substantial risk of forfeiture Keith D. Hilen v. Commissioner, (2005) TC Memo 2005-226
Charitable contribution deductions — valuation — real property — sales price Roger Wortmann, et ux. et al. v. Commissioner, (2005) TC Memo 2005-227
Business deductions — substantiation — lost records   Robert C. Kolbeck v. Commissioner, (2005) TC Memo 2005-253
Gross income — ordinary vs. capital gain income — assigned income — lottery winnings — capital assets     Shirley B. Prebola v. Commissioner, (2005) TC Memo 2005-261
Waiver of disaster-extended IRA rollover period difficult but possible          PLR 200544022, PLR 200543063 
Individual's share of residential co-op real estate tax not deductible for AMT purposes Ostrow, (CA 2 11/22/2005) 96 AFTR 2d 2005-5584 
IRS determines when home sale relocation expenses result in compensation to the employee   Rev. Rul 2005-74, 2005-51 IRB 
Individual couldn't appeal Tax Court's grant of innocent spouse relief to his former spouse  Baranowicz, (CA 9, 12/23/2005), 95 AFTR 2d ¶2005-5689 
Taxpayers can't deduct tuition and fees paid to childrens' religious day schools or payments for after-school religious education                 Sklar, (2005) 125 TC No. 14 
Deductions — medical care — costs associated with gender reassignment surgery   Chief Counsel Advice 200603025 
Legal fees deductions — business expenses; miscellaneous itemized expenses — origin of claim — discrimination lawsuits — employee status — alternative minimum tax – Christine Kenton, et al. v. Commissioner, (2006) TC Memo 2006-13
Remittance was a payment, not deposit; credit request barred as untimely Deaton, (CA 5 2/9/2006) 97 AFTR 2d ¶2006-477 
Cost of removing building's mold is currently deductible  PLR 200607003 
Another Circuit says sale of future lottery payments triggers ordinary income not capital gain George Lattera, (CA 3 1/9/2006) 97 AFTR 2d ¶2006-506 
No deduction allowed for expenses related to hotel property used partly for personal purposes   Anderson, TC Memo 2006-33 
Prior bankruptcy case didn't prevent innocent spouse claim   Rev Rul 2006-16, 2006-14 IRB 694 
Dollar limitations apply to AMT capital loss from worthless ISO stock Merlo, (2006) 126 TC No. 10 
ISO stock losses held subject to capital loss limitations for AMT purposes   Paul Norman v. U. S., (DC Cal 07/19/2006) 98 AFTR 2d ¶2006-5191 
“Temporarily” disabled taxpayer wasn't hit with 10% penalty on early distribution    Rideaux, TC Summary Opinion 2006-74 
IRS details how to revoke an election not to defer income under Code Sec. 83(b)   Rev Proc 2006-31, 2006-27 IRB 
Early-retirement incentives to tenured public school teachers were FICA wages  Appoloni, Sr. et al v. U.S., (CA 6 6/7/2006) 97 AFTR 2d ¶2006-1004 
Casual gamblers had to report winnings despite larger losses      Spencer, TC Summary Opinion 2006-95 
IRS liberalizes use of payment card reimbursements under FSAs and HRAs         Notice 2006-69, 2006-31 IRB 
Rollover from decedent's IRA to surviving spouse's IRA kills 10% penalty tax exception   Charlotte and Charles T. Gee, 127 TC No. 1 (2006)
Income recognized when stock options exercised, not when sold to pay margin loan     Racine, TC Memo 2006-162 
Other Items of Interest
Congressional Research Service Study finds AMT will snare more middle and upper income taxpayers than high income taxpayers

Most retirement plan limits increase for 2006 — some by COLA, some by statute    IR 2005-120 
Next year's standard mileage rate decreases from post-Aug. 2005 rate   Rev Proc 2005-78, 2005-51 IRB, IR 2005-138 
President's advisory panel releases its tax reform proposals     Simple, Fair, & Pro-Growth: Proposals to Fix America's Tax System, The President's Advisory Panel on Federal Tax Reform, Nov. 2005

IRS gives tips for reconstructing records destroyed in a disaster    Fact Sheet 2006-7 

New pilot tip reporting program for the food and beverage industry   Rev Proc 2006-30, 2006-31 IRB 110; IR 2006-118 
What are your chances for being audited? Latest IRS data book provides some clues   2005 Data Book (Pub 55B, March 2006); IR 2006-46 

IRS issues 2006 depreciation dollar limits for business autos, light trucks and vans   Rev Proc 2006-18, 2006-12 IRB 645 
IRS issues new guidance warning taxpayers against frivolous arguments    Notice 2006-31, 2006-15 IRB; Rev Rul 2006-17, 2006-15 IRB, Rev Rul 2006-18, 2006-15 IRB, Rev Rul 2006-19, 2006-15 IRB, Rev Rul 2006-20, 2006-15 IRB, Rev Rul 2006-21, 2006-15 IRB; IR 2006-45 
Preliminary statistics of income for 2004 tax year show impact of recent law changes         IR 2006-55 
IRS (finally) concedes on long-distance telephone excise tax issue; refunds on the way    Notice 2006-50, 2006-25 IRB, IR 2006-82 
No above-the-line deduction for health insurance bought by sole S corporation shareholder-employee    IRS e-News, Headliner Volume 163, May 15, 20006

IRS to offer direct refund deposits in up to three accounts     IR 2006-85 
Form instructions carry new guidance on domestic production deduction          Instructions to Forms 8903, 1120S, and 1065
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S CORPORATIONS By Lorraine A. Travers

I. Rescission of Sale that Terminates S Election Was Effective & Election Continued Uninterrupted—PLR 200533002

II. IRS Notice 2005-91—Interim Guidance for S Corporation Family Shareholder Election

III. Revaluation of Inventories to Correct Accountant’s Error was Ac-counting Method Change—Huffman v. Commr., 126 T.C. No. 17 (5/16/06)

IV. Tax Increase Prevention & Reconciliation Act of 2005

V. Corporate Resolution Allows Shareholders to Deduct Expenses—Craft v. Commr., T.C. Memo 2005-197 (8/15/05)

VI. Open Account Debt Shields S Corporation Shareholder from Income Recognition—Fleming v. Commr., T.C. Memo 2005-204 (8/25/05)

VII. Circular Loans Did not Increase S Shareholder Basis—Kaplan v. Commr., T.C. Memo 2005-218 (9/20/05)
VIII. S Corporation Liable for Tax Preparer Penalty—CCM 200542034
IX. Ignoring Loan Formalities Costs Shareholders to Lose Ability to Deduct Losses—Ruckriegel v. Commr., T.C. Memo 2006-78 (4/18/06)
X. Loan Restructuring Provides S Shareholder with Additional Basis—Miller v. Commr., T.C. Memo 2006-125 (6/15/06)
XI. IRS Notice 2006-52—Refund of Excise Taxes Paid on Long-distance Telephone Services
XII. Numerous Energy Credits under EPA 2005
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CORPORTATIONS by Maria Marchand
I. PAYMENT OF CORPORATE ESTIMATED TAXES - Under the Tax Increase Prevention and Reconciliation Act of 2005
II.
IRS ANNOUNCES STANDARD AMOUNTS FOR TELEPHONE TAX   REFUNDS   IR 2006-137, 8/31/06.
III. FINAL DRAFT SCHEDULE M-3 FOR 2006. (IR-2006-114)
IV.
BUSINESS VALUATION FIRM NOT “QUALIFIED PERSONAL SERVICE CORP” THEREFORE CASH METHOD NOT ALLOWED (PLR 200606020)
V.
INTEREST DEDUCTIONS: BONA FIDE DEBT: DEBT V. EQUITY; Indmar Products Co., Inc., v. Commissioner, Cite as 97 AFTR2d 2006-1956 4/14/06.
VI.
GROSS PROCEEDS: PAYMENTS TO ATTORNEYS:  REG 1.6045-5 Effective 1/1/07
VII. IRS ISSUES COMPREHENSIVE PROPSED REGS ON CAPITALIZATION OF TANGIBLE ASSETS. IR 2006-130; Proposed Regulations 8/18/06  1.162-4, 1.263(a)-1, 1.263(a)-2, 1.263(a)-3.
VIII. IRS TOUTS SUCCESS OF E-FILING AFTER RECEIVING NATION’S LARGEST TAX RETURN (IR-2006-84)
IX. OMNITEC CORPORATION, ET AL. V. COMMISSIONER, TCM 2006-202. Unreported income-reconstruction of income-bank deposit method.
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PARTNERSHIPS By:  Maria Marchand
I. Business bad debt deductions—bona fide debt—time for deduction—worthlessness—proof—refunds. MAYS v. U.S., Cite as 98 AFTR 2d 2006-5464, 06/19/2006.
II. Catch up on employment tax concepts of pass-through entities
III. Time for reporting income—advance trade discounts—inventory accounting—clear reflection of income. WESTPAC PACIFIC FOOD v. COMM., 97 AFTR 2d 2006-30146/21/06.
IV. Partnership income—partner's distributive share—when income is reported—disputes among partners—computations—summary judgment.  Timothy J. Burke v. Commissioner, TC Memo 2005-297.
V. Reconstruction of Income- bank deposits-LLCs-distributive shares; Gross Income-to whom taxable-assignment of income-disregarded entities… Sue Taylor v. Commission, TC Memo 2006-67, Code sec(s) 7491. 
VI. Passive activity losses—nonpassive treatment—disposition of entire interest in passive activity—partnerships—liquidating distributions—recognition of gain/loss—evidence. Jacob R. Ramsburg, Jr., et ux. v. Commissioner, TC Memo 2005-252 , Code Sec(s) 469; 731.
VII. NO BASIS FOR CIRCULAR LOANS FROM SHAREHOLDERS’ PARTNERSHIP TO THEIR S CORPORATION. PLR 200619021
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TRUSTS By Mark H. Misselbeck

I.
Code Sec. 664: Trust Was Not Operated as CRUT (CCA 200628026)
II.
Code Sec. 2601: Trust Changes Did Not Result in Gift or Generation-Skipping Transfer Tax (LTR 200609003)

III.
Code Sec. 2036: Appointment of Family-Owned Trust Company Did Not Cause Gross Estate Includibility (LTR 200546052, 200546053, 200546054, 200546055)


IV.
C. Brownstone (2nd Cir.) – Charitable contributions – Governing Instrument Provisions Required
V.
Letter Ruling 200334030, May 19, 2003 – Terminating distributions do not trigger gains or losses to either Trust or Beneficiaries
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ESTATES & GIFTS By Mark H. Misselbeck

I.
Couple Bound by Duty of Consistency, Could Not Value Inherited Property Differently on Income Tax Returns than Stipulated for Estate Tax Purposes (Janis, CA-9)
II.
IRS to Cut Back Estate and Gift Tax Auditors

III.
Value of LP Interests Determined on Date of Gift, Not Two Months Later (McCord, Jr., CA-5)
IV.
Fair Market Value of Stock Determined for Estate and Gift Tax Purposes (Kohler, Jr., TCM)
V.
Code Sec. 2033: Reformation of Trust Did Not Cause Gross Estate Inclusion (LTR 200615025)
VI.
Decedent Intended for Gift to Qualify for Marital Deduction (Sowder, DC Wash.)
VII.
Buy-Sell Agreement Fixed Value of Stock Owned by Decedent (Amlie Est., TCM)
VIII.
Code Sec. 2512: Reformation and Assignment of Insurance Policy Did Not Result in Gift; Original Transfer Did (LTR 200603002)
IX.
Code Sec. 2601: Trust Division Did Not Cause Loss of GST-Exempt Status (LTR 200637042)
X.
C. McCord, Jr. (5th CA, No. 03-60700)
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TAX ACCOUNTING By:  Lorraine A. Travers

I.
“Routine and Repetitive” for Simplified Service Cost and Simplified Production Methods Defined in Final, Temporary and Proposed Regs—T.D. 9217, 70 Fed. Reg. 44467 (8/3/05); REG--1215-06, 70 Fed. Reg. 44535 (8/3/05).

II.
Standard Mileage Rates for 2006—Rev. Proc. 2005-78—business (.44 1/2); charitable (.14); medical (.18).

III.
Importer Must Include Refunds of Antidumping and Countervailing Duties in Gross Income—TAM 200543050.

 IV.
Deducting Costs Previously Amortized Constitutes Change in Accounting Method—TAM 200548022.

 
 V.
Replacement Cost Method Allowed for Heavy Equipment Dealer Inventory—Rev. Proc. 2006-14.

VI.
Items in Same Inventory Pool Must Be Valued and Accounted for in Same Manner—TAM  00603027.

VII.
C Corporation That Provides Valuation Opinions is not a Qualified Personal Service Corporation—PLR 200606020.

VIII.
State Payments Includible in Gross Income—CCA 200616031.

IX.
Advance Trade Discounts not Includible in Gross Income When Received—Westpac Pacific Food v. Commr., No. 02-71041 (9th Cir. 6/21/06).

X.
Tool Allowances Includible in Income and Subject to Withholdings.

XI.
Payment to Husband by Wife’s Lover is Includible in Income--Peebles v. Commr., T. C. Summary No. 2006-61 (4/19/06).

XII.
Divorce-related Payment Deemed Non-deductible Property Settlement—Tulay v. Comr., T.C. Summary 2006-70 (4/26/06).

XIII.
Taxation of Relocation Assistance—Rev. Rul. 2005-74.

V.
Cash or Rebates for Hybrid Vehicles are Income—IR-2006-112 (7/13/06)

XV. 
Election to Treat Dividend Income as Investment Income Can Be Revoked—PLR 00626026.

XVI.
Meals Deduction Limit Does not Apply to Driver Leasing Company—Transport Labor Contract/Leasing, Inc. v. Commr., No. 05-3827 [8th Cir. (8/26/06)].


XVII.
IRS Issues Proposed Regs on Capitalization of Tangible Asset Costs—REG168745-03, 71 Fed. Reg. 48590 (8/21/06).


XVIII.
Final Regs. Issued on Nonaccrual-experience Method of Accounting for Service Receivables—T.D. 9285, 71 Fed.
  
Reg. 52430 (9/6/06)—Taxable Years Ending on or After 8/31/06.
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TAX PRACTICE AND PROCEDURE by Fran Hirschel

A: Offers in Compromise

1. New Law Revamps OIC Program Effective July 16; IRS Issues Interim Guidance  [Pub. L. 109-222, section 509; Notice 2006-68]

B: Tax Return Preparer Issues

1. GAO Releases Report on Tax Prep; Bill to Regulate Preparers Introduced [Senate Finance Committee, 4/4/06]

2.  Bill to Restrict Sale by Preparers of Taxpayer Info Introduced   [(REG-137243- 02, 70 Fed. Reg. 72,954 (12/9/05))]

3. United States v. Gleason, [No. 04-6360 (6th Cir. 12/29/05)]

4. Prop. Regs Update Disclosure Rules: Require Taxpayer Consent for Outsourcing [REG-122380-02, 71 Fed. Reg. 6,421 (2/8/06)]

5. IRS Clarifies Signature Requirements for Tax Return Preparers [Clarification of Notice 2005-54, 2004-33 I.R.B. 209]

6. IRS Recommends Significant Changes to Circular 230 [REG- 122380-02, 71 Fed. Reg. 6,421 (2/8/06)]

7. Details Released for Directing Mail to IRS Chief Counsel [IR-2006-138 (9/1/06)]

C: New and Revised Forms

1. Revised AMT Form Reflects Gulf Opportunity Zone Act Changes [Instructions for Form 6251]

2. IRS Releases Schedules M-3 for Insurance and S Corporations [Form M-3]

3. Six-Month Extensions Available to Most Taxpayers in 2006 T.D. 9229, 70 Fed. Reg. 67,356 (Nov. 7, 2005); REG-144898-04, 70 Fed. Reg. 67,397 (11/7/05); IR-2005-131(Nov. 4, 2005)]

4. IRS Simplifies Employment Tax Filing Requirements for Small Employers [Form 944]

D: Installment Agreements

1. Installment Agreement User Fees Set to Increase in 2007 [REG-148576-05, 71 Fed. Reg. 51,538 8/30/06]

E: Electronic Filing

1. Temp. Regs Aim to Make Electronic Filing Easier [T.D. 9264, 71 Fed. Reg. 30,591(5/30/06), REG-134317-05, 71 Fed. Reg. 30,640 (5/30/06)]

2. IRS Provides Requirements for Obtaining E-file Waivers [Notice 2005-88, 2005-48 I.R.B 1060; IR-2005-133 11/10/05)]

F: IRS Warns Taxpayers of E-mail Scams Using IRS Name or Logo

G: Penalties

1. Rules on Preparer and Accuracy-Related Penalty Disclosure Updated [Rev. Proc. 2005-75, 2005- 50 I.R.B. 1137]

H: Tax Crimes 

1. Criminal Tax Indictments Announced for KPMG Individuals Involved in Illegal Tax Shelters [Justice Department News Release (10/17/05)]
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BANKRUPTCY By Mark H. Misselbeck
I.
Guidance Provided to Taxpayers Filing Chapter 11 Bankruptcy (Notice 2006-83)
II.
Transfer of Suspended Losses to Bankruptcy Trust Created NOLs; NOL Carryback Did Not Eliminate Penalty; Statement in Prior Summary Judgment Opinion Not a Finding; (Benton, TCM)
III.
Chapter 7 Debtor's Tax Liabilities Were Nondischargeable in Bankruptcy Because He Willfully Attempted to Evade Payment of Taxes (In re Zimmerman, DC Fla.)
IV.
Attorney's Tax Debt Was Nondischargeable; Conduct Indicated Willful Evasion (In re Jacobs, DC Fla.)
V.
Refundable Portion of Child Tax Credit Is Part of Bankruptcy Estate (Law v. Stover, BAP-8)
VI.
IRS, Practitioners Discuss W-2 Reporting and Other Employment Tax Issues
