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LIST OF SUBSTANTIVE CHANGES AND ADDITIONS

PPC's 1040 Deskbook

Twenty‐seventh Edition (October 2014)

Highlights of this Edition

The following are some of the important update features of the 2014 edition of PPC's 1040 Deskbook.

� Health Insurance Shared Responsibility Penalty. 2014 is the first year in which taxpayers are required to
contract for health insurance or pay a penalty for failure to maintain adequate coverage. The Deskbook

contains a new key issue that discusses the penalty filing requirements and who may qualify for an
exemption and a new worksheet to calculate the penalty.

� Healthcare Premium Assistance Credit (Premium Tax Credit). Taxpayers that meet a certain income level
and enroll in a qualified health plan (QHP) through the individual market of a state insurance marketplace
(i.e., a state exchange) may be eligible for the premium tax credit to help cover the cost of insurance. The
Deskbook contains a new key issue that discusses who qualifies for this credit, treatment of any advance
premium tax credit received, and the interrelationship with the self‐employed health insurance deduction,
as well as applicable tables and a completed Form 8962.

� Individual Retirement Accounts (IRAs). The Deskbook has been updated to reflect new provisions
affecting IRAs, including allocation of IRA rollovers when distributions are made to multiple locations,
limitations on the number of IRA rollovers that may occur in a year, and the inapplicability of bankruptcy
protection to inherited IRAs.

� 3.8% Net Investment Income Tax (3.8% NIIT). The Deskbook has expanded its coverage of the 3.8% NIIT
to include treatment of gains attributable to previously unrecognized net unrealized appreciation in
employer securities distributed from a qualified plan, treatment of self‐charged interest, treatment of
annuities associated with a nonqualified deferred compensation plan under IRC Sec. 409A, treatment of
self‐rental income, and to enhance the discussion of gain or loss from the sale of a pass‐through entity.

� Expiring Tax Provisions. Numerous favorable tax provisions expired at the end of 2013, including the
increased Section 179 deduction, educator expenses, tuition and fees deduction, certain depreciation
provisions, and the ability to make a tax‐free direct IRA rollover to a charitable organization. The Deskbook

notes these expiring provisions and the likelihood of these provisions being extended to 2014.

In addition to these featured items, your Deskbook includes the following update items:

Chapter Substantive Changes and Additions Reference

CHAPTER 2
Personal Exemptions

1. Unused ITINs after five years will be deactivated. Key Issue 2A

CHAPTER 4
Interest and Dividend
Income

1. Explained how the court determined basis in an insurance
company demutualization in the Dorrance case.

Key Issue 4B
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CHAPTER 5
Pension and Retirement
Income

1. Mentioned the Roberts case and taxability of distributions
made due to forgery.

Key Issue 5B

2. Notice 201454 provides new rules for allocation of IRA
rollovers when distributions are made to multiple locations.

Key Issue 5F

3. Added a discussion of partial rollovers. Key Issue 5F

4. The Bobrow decision limits an IRA rollover to one per
taxpayer per year rather than one per IRA per year.

Key Issue 5F

5. Defined when an individual is treated as a 5% owner for
purpose of the minimum required distribution (MRD) at age
70½.

Key Issue 5J

6. Final regulations were issued regarding when a longevity
annuity purchased with retirement plan assets may be
excluded when computing the MRD.

Key Issue 5J

7. Noted that the provision allowing taxfree distributions from
an IRA to a charitable organization expired at the end of
2013.

Key Issue 5J

CHAPTER 7
Adjustments to Income

1. Added a Caution that bankruptcy protection does not apply
to inherited IRAs

Key Issues 7A,
7B

2. Added a discussion of the new myRA accounts adminis
tered by the federal government.

Key Issue 7B

3. Noted that health insurance premiums paid for or reim
bursed to morethan2% S corporation shareholder are now
subject to FICA tax.

Key Issue 7F

4. Mentioned that the selfemployed health insurance deduc
tion needs to be coordinated with the premium tax credit
and referred to applicable coverage in Chapter 35.

Key Issue 7F

5. Noted that the tuition and fees deduction has expired, but
may be extended.

Key Issue 7I

6. Noted that the educator’s expense deduction has expired,
but may be extended.

Key Issue 7J

7. Mentioned the ADVO, Inc. case and the nine factors
examined to determine if a taxpayer meets the benefits and
burdens of ownership to claim the domestic production
activities deduction.

Key Issue 7L

CHAPTER 14
Depreciation

1. Revised the Section 179 discussion to reflect current law,
with a Caution that future legislation could reinstate higher
amounts.

Key Issue 14B

2. Noted that bonus depreciation has expired (except for
certain longterm construction), but may be extended.

Key Issue 14C

3. Noted that the shorter recovery period for leasehold
improvements and certain business property has expired,
but may be extended.

Key Issue 14E
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4. Noted that the provision allowing the Section 179 deduction
for purchased software has expired.

Key Issue 14H

CHAPTER 15
Automobiles and Listed
Property

1. Discussed the Garcia case, which reminds us that just
writing beginning and ending mileage in a calendar is not
enough support for an auto business deduction.

Key Issue 15F

CHAPTER 16
Passive Activities

1. Added a discussion of the Bartlett and Tolin cases regarding
the importance of keeping contemporaneous records in
order to prove material participation.

Key Issue 16B

2. Discussed CCA 201428008, which addresses whether the
sale of a residence that has been both a rental property and
a principal residence on which the gain was excluded under
IRC Sec. 121 qualifies as a full disposition for purposes of
deducting any passive loss carryforwards related to the
rental period.

Key Issue 16D

3. Added a discussion on when foreclosure of a real property
qualifies as a fully taxable transaction for purposes of
deducting any passive loss carryforwards.

Key Issue 16D

CHAPTER 17
Pass‐through Entities

1. Discussed whether a guarantee of LLC debt by LLC
member provides atrisk.

Key Issue 17B

2. Noted that the provision allowing an S corporation share
holder to reduce stock basis by basis in charitable
contributions, rather than by fair market value of charitable
contributions, has expired.

Key Issue 17C

3. Discussed the final regulations clarifying the requirements
for creating basis with debt.

Key Issue 17C

CHAPTER 18
Securities Transactions

1. Added a discussion of the Hoang case where a taxpayer
failed to provide evidence of tax basis of securities and thus
the entire sales amount was treated as capital gain.

Key Issue 18B

2. Added a discussion of new IRS guidance on tax accounting
for transactions involving floating net asset value (NAV)
money market funds.

Key Issue 18B

3. Added a discussion of the final regulations relating to
unrealized gain or loss on certain mixed straddles.

Key Issue 18E

4. Added a Note about Rev. Proc. 201445 and how redemp
tions of floating NAV funds relate to wash sales.

Key Issue 18J

5. Added a discussion of the Nelson case and how it relates to
determining trader versus dealer status.

Key Issue 18K

6. Added a discussion of CCA 201423019, which stated that
the activities of a disregarded entity do not flow through to
the partner in determining dealer status.

Key Issue 18K

CHAPTER 19
Installment Sales,
Like‐kind Exchanges,
and Conversions of
Property

1. Added a Note regarding the use of a letter of credit in an
installment sale.

Introduction

2. Added an Observation regarding availability of Section 179
deduction on property acquired from a related party in an
installment sale.

Key Issue 19B
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3. Mentioned the Peters case regarding when sale due to
court order may not be an involuntary conversion.

Key Issue 19I

CHAPTER 20
Trade or Business
Property Transactions

1. Updated and expanded discussion of the abandonment
loss rules for tangible depreciable property, including
structural components of a building and partial disposi
tions, due to new final regulations effective for 2014.

Key Issue 20A

CHAPTER 21
Bad Debt Losses, Debt
Discharge Income, and
Foreclosures

1. Discussed the Chapman case in which a taxpayer was
denied a bad debt deduction where the loan was more
indicative of an investment.

Key Issue 21A

2. Discussed the Dickinson case where a taxpayer failed to
prove that a payment to an employee was a bona fide loan.

Key Issue 21A

3. Discussed the Abarca case where a taxpayer failed to prove
his claim of cancellation of indebtedness.

Key Issue 21B

CHAPTER 22
Personal Residence
Transactions

1. Mentioned the Cohen case regarding whether leasing to
family at market rental rates will exclude the rental from
being treated as a primary residence for Section 121
purposes.

Key Issue 22B

CHAPTER 25
Medical Expenses

1. Clarified the application of the lower AGI threshold for
medical expenses of a married couple, regardless of filing
status.

Introduction

CHAPTER 26
Charitable Contributions

1. Mentioned timing of certain contributions for relief of victims
of Typhoon Haiyan.

Introduction

2. Mentioned the Alli case illustrating issues involved in a
qualified appraisal.

Key Issue 26C

3. Discussed the Evenchik case regarding determining the
proper asset(s) that should be appraised.

Key Issue 26C

4. Noted that the special provisions for conservation ease
ments expired at the end of 2013, but may be extended.

Key Issue 26D

5. Noted that the special provision to make direct charitable
contributions from an IRA expired at the end of 2013, but
may be extended.

Key Issue 26I

CHAPTER 28
Other Itemized 
Deductions

1. Discussed the Scully case in which a music professor was
able to deduct his travel expenses to rehearsals and
performances as educational expenses.

Key Issue 28D

2. Discussed the Nacchio case ruling that a taxpayer is entitled
to a refund due to forfeiture of net capital gains related to
insider trading if the taxpayer believed he was innocent at
the time of the transactions.

Key Issue 28G

CHAPTER 29
Interest Expense

1. Added a discussion of the Puentes case in which state law
determines equitable ownership in determining qualifica
tion for the mortgage interest deduction.

Key Issue 29D

2. Added a discussion of the DeFrancis case, which deter
mined that debt must be properly recorded in order to meet
the criteria for “secured debt” and therefore be considered
as “acquisition indebtedness.”

Key Issue 29D
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CHAPTER 30
Self‐employment Tax

1. Expanded discussion of deductible expenses by a minister
for selfemployment tax purposes.

Key Issue 30C

CHAPTER 32
Kiddie Tax

1. Added a Note about how certain scholarships can impact
the kiddie tax.

Key Issue 32A

CHAPTER 34
Excise and Other Taxes

1. Added a reference to Rev. Proc. 9056 for assistance to help
classify gray area income for purposes of the 3.8% net
investment income tax (3.8% NIIT).

Key Issue 34E

2. Added a discussion of treatment of gains attributable to
previously unrecognized net unrealized appreciation in
employer securities distributed from a qualified plan for
purposes of the 3.8% NIIT.

Key Issue 34E

3. Added an example for the treatment of selfcharged interest
for purposes of the 3.8% NIIT.

Key Issue 34E

4. Added a discussion of the treatment of annuities associated
with a nonqualified deferred compensation plan under IRC
Sec. 409A for purposes of the 3.8% NIIT.

Key Issue 34E

5. Added a discussion of the treatment of selfrental income for
purposes of the 3.8% NIIT.

Key Issue 34E

6. Enhanced the discussion of gain or loss from the sale of a
passthrough entity for purposes of the 3.8% NIIT.

Key Issue 34E

7. Added a new key issue for the requirement to maintain
minimum essential health insurance coverage, including an
illustration of the calculation of the shared responsibility
penalty.

Key Issue 34G;
Illustration 34‐3

CHAPTER 35
Personal Credits

1. Cited the Lahmeyer case regarding special needs determi
nation to be made on a childbychild basis by a state to get
the special needs credit.

Key Issue 35B

2. Added discussion of the new Premium Tax Credit (PTC). Key Issue 35H;
Illustration 35‐3

CHAPTER 36
Business Credits

1. Added Cautions regarding expired provisions. Key Issue 36A

2. Updated discussion of the Small Employer Health Insur
ance Credit for new regulations and inflationadjusted
amounts.

Key Issue 36A;
Table T1108

CHAPTER 37
Foreign Tax Credit

1. Cited the Eshel case regarding foreign taxes not eligible for
credit if related to totalization agreement.

Introduction

CHAPTER 38
Tax Payments

1. Added a note about a new webbased payment method,
IRS Direct Pay.

Key Issue 38D

CHAPTER 39
Filing Returns

1. Added a discussion of a court case regarding the proper
use of private delivery services in order to meet the timely
mailed, timely filed rule.

Key Issue 39B

2. Added reference to the Internal Revenue Manual regarding
the applicability of a joint extension for returns that are
subsequently filed married separate.

Key Issue 39F
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3. Added discussion on the IRS’s limiting the number of
refunds that can be electronically deposited into a single
account.

Key Issue 39H

4. Added discussion of the new IRS voluntary filing season
program for tax return preparers.

Key Issue 39I

5. Updated the discussion of foreign bank account reporting
(FBAR) for treatment of bitcoins.

Key Issue 39J

QUICK REFERENCE
TABLES

1. Added a table of the federal poverty lines for purposes of the
PTC.

Table T1109

2. Added a table of the applicable percentage determination
for specified income tiers for purposes of the PTC.

Table T1110

WORKSHEETS 1. Added a new worksheet to calculate the individual shared
responsibility penalty for the individual mandate to maintain
minimum essential health insurance coverage.

Worksheet W406
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