2009 FEDERAL & CALIFORNIA TAX UPDATE:
INDIVIDUALS

Gary R. McBride
&
Thomas C. Daley

California CPA Education Foundation

December 2009 - January 2010

Foreword
How to Use the CD

2010 Busy Season Preview

Chapter 1: New Legislation

Chapter 2: Other 2009 Tax Law Changes
Chapter 3: Gross Income

Chapter 4: Deductions

Chapter 5: Losses

Chapter 6: Other Issues

Copyright 2009



Chapter 1:
New Legislation

I. American Recovery & Reinvestment Act of 2009
A. Credits

Economic Recovery Payments...................oooiiiiiiiiii 1-1
Government Retiree Credit...................oo i 1-6
Making Work Pay Credit................cooiiiiiiiiii e 1-6
Earned Income Tax Credit.....cccceveiueiiiiiiiiiiiiiiiiiiiiiiiiieieneieieneiecaenens 1-8
Refundable Child Tax Credit........cccevieieiiiiiiiiiiiincieiieiieiieiecienieciecaennes 1-9
American Opportunity Tax Credit......................cciii, 1-9
Sec. 529 Plan Withdrawals for Computers......c.c.ccceeeiiieiieiiiiiiiiinninnnnnnn. 1-14
First-Time Homebuyer Credit.....................cociiiiiiiii 1-15
Credit for Home Energy Efficiency Improvements.................................. 1-24
Credit for Residential Renewable Energy Property................................. 1-31
Credit for Plug-In Electric Vehicles.........................ooi 1-33
Credit for Small Plug-In Electric Vehicles......................... 1-34
Credit for Vehicle Conversions.................c....coiiiiiiiiiiiii i 1-36
Credit for Alternative Fuel Vehicles.......................... L 1-36
Credit for Alternative Fuel Refueling Stations...............................ol. 1-37

B. Other ARRA Changes Affecting Individuals

Sales Tax Deduction for Motor Vehicle Purchases............................. ... 1-55
Qualified Transportation Fringe Benefits............................... 1-57
Unemployment Compensation...................ooiiiiiiiiiiii i, 1-58
Reduced Tax Rate on Qualified Small Business Stock Sales....................... 1-58
Prior-Year Estimated Tax Payment Safe Harbor Liberalized.................... 1-59
AMT Patch & Private Activity Bond Change...........................coa. 1-59

II. California

Tax Rate Increases (ABX3).......cooiiiiiiiiiiii e 1-74
Dependent Care Credit Decrease (ABX3)..........ccovviiiiiiiiiiiiiii e 1-74
Estimated Tax Deposit Changes (ABX4)............c..iiiiiiiiiiii. 1-75
California Credit for New Home Purchases (SBX2 15)..................coveeee. 1-77
Natural Heritage Preservation Credit (AB94).....................coiia. 1-79

Conformity Bill Vetoed................coooiiiiiiiii 1-82



Chapter 2:
Other 2009 Tax Law Changes

I. Prior Year Legislation First Effective in 2009

A. Federal
= 2009 Waiver of Required Minimum Distributions ................. 2-1
= Roth IRA CONVersions ....cccovveiiiieiiiiniiiiieiiiieiiiineeiieecnns 2-5
= Revised Definition of Qualifying Child ........cccocevviiiiiinniiinnnn. 2-6
» Gain Exclusion on Sale of Principal Residence ..........ccccvveueen. 2-7
* Increased Personal & Casualty Loss Limit........cccccvveiinnnnnnn. 2-8
* Increased Minimum Failure to File Penalty ...........cccccuveeeeen.. 2-8
* Increase in Estate Tax Exemption Amount.........cccceeviieiinnnnn. 2-8
= 5-Year MACRS for Farm Equipment .........ccocevvviiiiinnnnennnn. 2-9
= 3-Year MACRS for All Racehorses ......ccccoveviiiiiiiiinniiinnnnnns, 2-9
= Expensing Election for Endangered Species Protection............ 2-9
* Qualified Transportation Fringe Benefits.........cccccevviiinnnnnn. 2-9
* Qualified Bicycle Commuting Reimbursement ..................... 2-9

B. California

» EFT Required for Large Tax Payments........cccccevvvnnriiinnnnnnns 2-10
= 2009 Estimated Tax Requirements .........ccceeveviinnniieeinnnnnnns. 2-11
II. EXpiring Provisions ........cccccceeviivuiiriieieneeneeeenneneeennnns, 2-11
II. 2009 & 2010 Inflation Adjustments .......................... 2-14
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Chapter 3:

Gross Income

Exclusions

* H.R. 2346: Taxation of Cash for Clunkers Payments .........ccccceviiniiainiiniinecninnnn 3-1
= CCA 200908025 - Taxation of State Energy Subsidy Payment .........ccccvceeeeeenrnnnnen. 3-2
* Rev. Rul . 2009-19 - HAMP Payments Excludible from Income...........cccccevennnnne. 3-3
» |LM 200943028 - ARC Loan Interest Subsidy Excludible from Income................. 3-4
» Rev. Rul. 2009-23 - Forest Health Protection Program Payments Are Excludible..... 3-5
= Prop. Reg. 81.104-1(c) - Taxation of Personal Injury Damages...........cccocvureeenennnns 3-6
» PLR 200930029 - Tool Reimbursement Arrangement Is Accountable Plan............. 3-7
= Notice 2009-46 - Proposed Taxation of Employer-Provided Cell Phones................ 3-9

Capital Gains

= Rice v. Comm'r. - Cap Gain Allowed on Multiple Land Sales ..........ccccceueeieiniennnns 3-10
* Fredav. Comm'r. - Cap Gain Treatment Denied for Legal Settlement ................... 3-12

Life Insurance Policies

* Rev Rul 2009-13 - Selling Life Insurance ContractS........cceveeveeereererarrsecacesenees 3-13
* Rev Rul 2009-14 - Buying Life Insurance Contracts.........ccceceeevererereesecnsnseecaceses 3-18
» Fisherv. U.S. - Tax Treatment of Demutulization Exchanges .........ccccccceeevnrnenen. 3-20
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Chapter 4:

Deductions
I. Interest Expense
= |[LM 200940030 - Home Equity Debt Can be for Acquisition....................... 4-1
» |[LM 200911007 - Mortgage Interest Limit for Co-Owners...........cccoeevnnenen. 4-2
» GAO & TIGTA Reports on Mortgage Interest Deduction............c.cccevennennn.. 4-3
» Damer v. Comm'r. - Interest Expense Deductions Limited.............c.c.......... 4-6
II. State & Local Tax
» GAO-09-521 - GAO Report on Property Tax Deductions...........cccceeueennnnn.e. 4-8
» ECC 200933026 - No Deduction for State Tax Allocable to Exempt Income.....4-10
III. Medical Expense
» Info 2009-0010 - Deductiblility of Assisted Living Facility Costs................... 4-11
IV. Charitable Donations
» Simmons v. Comm'r. - Deduction Allowed for Conservation Easement........... 4-13
» Bruzewicz v. Comm'r. - No Deduction Allowed for Conservation Easement..... 4-14
* Hughes v Comm’'r. - Conservation Easement Overvaluation........................ 4-16
» Kiva Dunes Conservation LLC v Comm'r. - Conservation Easement Valuation. 4-17
» Herman v. Comm'r. - No Deduction Allowed for Air Rights Easement........... 5-18
» [nfo 2009-0061 - Deduction Limit for Boat Donation...........cccccceeeeiieeennnnn... 5-20
= Jones v. Comm'r - No Deduction for Donating Timothy McVeigh Case Files....5-21

V. Miscellaneous Itemized Deductions

» |R-2009-37 - Credit Card Fee to Pay Tax is Deductible.........cccccevvvviiennnnnn. 5-22
= Estate of Melcher v. Comm'r. - Some Legal Fees from Divorce Deductible....... 5-23
= Graliav Comm'r. - Settlement Is Miscellaneous Itemized Deduction.............. 5-24
* Ruizv Comm'r. - Teacher Gets Some Job Expense Deductions..................... 5-26
= ILM 200925041 - Documentation to Claim Dependent after Divorce............. 5-27
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V1. Education Expense

» Ray v. Comm'r - Deduction Allowed for Teacher Education Expenses........... 5-28
» Ortega v. Comm'r - No Deduction for Graduate Education Costs.................. 5-29
» Kentv. Comm'r - No Deduction for Cost of Obtaining PhD......................... 5-30
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Chapter S:

Losses
Passive Losses
= Agarwal v Comm'r. - Real Estate Agent is '"Real Estate Professional'............... 5-1
» Senrav Comm'r. - Passive Loss Grouping Case........ccccevuieiniineiinionecensonecsnnons 53
» TAM 200911009 - Material Participation for Surviving Spouse.........c.cccccuveeee. 5-5
» Garnett v Comm'r. & Thompson v. US - LLC Member Classification ............... 5-8
» Hegarty v Comm'r. - LLC Member can Use 100-Hour Test........cccovveieiinnennnn. 5-10
Casualty & Theft Losses
» Rev Rul 2009-9 - Tax Treatment of Ponzi Scheme LoSSes .......ccevevieiieinenninnnnns 5-12
» Rev Proc 2009-20 - Reporting Ponzi Scheme LosSeS.......cccovvviieiiiiiiniiiiiinnnnnnn, 5-14
* |RS FS 2009-8 - Recent Tax Changes for Natural Disaster Relief .................... 5-17
» |LMSB-04-0309-010 - Directive on Business Casualty LoSS€S .......ccccveinerennnnns 5-17
= Greif vComm'r. - No Casualty Loss for Contractor Negligence .........cc.cccuee.... 5-19
» |RS Letter re Chinese Drywall Problems.......cccoceiiiiuiiiiiiiniiiinicieiiicecinascnnes 5-17
Hobby Losses
» |RS Hobby L0SS AUdit MaNnUAl ...c.uieieiieiiieiiniiieiinieieieniiensesasenscsnsonscsnsonssanss 5-21
» Rowden v Comm'r. - Aircraft Maintenance Business not For Profit.................. 5-22
» Forrestv Comm'r. - Sporadic Work as Contract Attorney not a Business........... 5-24
» Helmick v Comm'r. - Horse Losses Allowed.........ccceveiuiniieiniieiniieiniieiniinnnnen. 5-25
= Fowler v U.S. - Soybean (Non)Farming Losses Disallowed..........ccccceveiiiinnnnns 5-27
» Hastings v Comm'r. - Slot Machine Player is not Professional Gambler............. 5-28
= AM-2008-13 - Professional Gambler Losses......ccocvveiiiiiiiiiiiiiiiiiiiiiiiininnnnnn. 5-29
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Chapter 6:
Other Items

Foreign Bank Account Reporting

* Shulman Addresses Professional Responsibility & the FBAR...................... 6-1
= IRS Website Materials on New FBAR Rules.......cccccceiiiiiiiiiiiiiiiiiiniiinnne. 6-2
= |IRS Ann. 2009-51 : Broader FBAR Filing Requirement Delayed.................. 6-5
= |RS Not. 2009-62 : Due Date for Some FBARs Extended.....c.c.ccceevveeeeennnnnnnnn. 6-6
» Foreign Bank Account Voluntary Disclosure Initiative..........ccccovviiiniiinnnnn. 6-6
Tax Shelter Reporting

= Tax Shelter Reporting Penalties Waived for Small Transactions.................. 6-11
= FTB Not. 2009-2 - No Form 8886 Required for EZ Hiring Credit Claims....... 6-11

Husband & Wife Community Property Businesses
= CCA 200852001 : Another Look at Reporting Options for H&W Businesses...5-12
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