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A.  Abbreviations & Acronyms 

1.  General 
[  ]  = material which may be ignored for class preparation
/   = either “or” (+/-), or “divided by” (5/4), or “per” ($10/year), or filler (C/S, S/H)

AE&P 
= accumulated E&P
C/S   
= common shares             
CE&P 
= current E&P



Corp.
= corporation            
DRD
= dividends received  deduction

E&P   
= earnings & profits
FA
= financial accounting
FIT   
= Federal income tax

FMV   
= fair market value         
P/S   
= preferred shares          
RC
= recovery of capital

RFIT
= regular FIT

S/H   
= shareholder            
TA
= tax accounting (RFIT)

TI    
= taxable income 
TYE
= taxable year ending




2.  S corp. status
AAA = accumulated adjustments acct.
OAA = other adjustments account

BIG/L = build in gain/loss

NUBIG= net unrealized BIG 
RBIG/L= recognized BIG/L


B.  FIT depreciation percentages on 8-year class life property




         _168(a)-(d)          _  
             168(g)&

        Year         DDB 1.5DB St.L.    1.5DB  312(k)(3)

1        20.00 15.00 10.00      9.38
 6.25

Interpretation:   5-year, “D” below


2        32.00 22.50 20.00     16.99
12.50

RFIT: 
IRC sec. 168(a)-(d)&(g) represent


3        19.20 17.85 20.00     13.81
12.50


the four RFIT alternatives.


4        11.52 16.66 20.00     11.22
12.50

E&P:
IRC sec. 312(k)(3) represents E&P


5        11.52 16.66 20.00     10.80
12.50


depreciation.


6          5.76   8.33 10.00     10.80
12.50

AMT depreciation is complicated.   Some-


7

             
  10.80
12.50


times 1.5DB, 8-year life is used.


8       
     
      
  10.80  
12.50


9     _
  _    _ _       __ 
   5.50 _  6.25
         Total   100.0 100.0 100.00    100.00 100.00

C.  Rates

1.   FICA    Employer    Employee      Totals
2.   SET (“TSEI”) 
Social Security on 1st $72,600 (99)*
6.2 %   +   6.2  %   =   12.4%

12.4%

Medicare on all wages/SEI

l.45%   +   1.45%   =   +2.9%

+2.9%
7.65%  +   7.65%   =   15.3%

15.3%

*$76,200 for 2000; $80,400 for 2001.

3. Corp. RFIT
Incremental Amounts         _
Full Brackets Cumulated                            _
Bracket              _   Inc. Rate
Tax on bracket
Cumulative
Avg. rate

1st             50,000  15%

$      7,500
$       7,500
15.00%

Next          25,000  25%

$      6,250 
$     13,750
18.33%

Next          25,000  34%

$      8,500
$     22,250
22.25%

Next        235,000  39%

$    91,650
$   113,900
34.00%

Next     9,665,000  34%

$3,286,100
$3,400,000
34.00%

Next     5,000,000  35%

$1,750,000
$5,150,000
34.33%

Next     3,333,333  38%

$1,266,667
$6,416,667
35.00%

Above 18,333,333  35%






D.  Depreciation Rules Summarized

1st, determine “class life” of depreciable property (other than buildings) under [Rev. Proc. 87-56 or] some other publication.

2nd, pigeonhole the property (including buildings) under the scheme below.   (Column 1 gives ranges of class lives; and column 3 “period” gives “XX-year” property.   Thus, a property with an 8-year class life is 5-year property.)

3rd, make necessary choices about depreciation method and period under the scheme on p. 2 (no flexibility for “convention”).    (Thus, property with an 8-year class life can be depreciated in one of four ways—5-year 2X (DDB), 5-year 1½X (1½ DB), 5-year straight line, and 8-year straight line.) 

(The 1st two steps are the actual approach used by accountants.   405 texts often attempt to collapse them into one step.)




Regular System



(MACRS)            _


Alt.Dep.System1 _



Per-
Conven-


Per-

Class Life    _
Method    _
iod_
tion     _
Method
iod_
=/<4

2x, 1.5x, SL
3
half-year2
SL3

CL4



>4, <10
2x, 1.5x, SL
55
half-year2
SL3  

CL4

=/>10, <16
2x, 1.5x, SL
7
half-year2
SL3

CL4

=/>16, <20
2x, 1.5x, SL
10
half-year2
SL3

CL4

=/>20, <25
      1.5x, SL
15
half-year2
SL3

CL4

=/>25

      1.5x, SL
20
half-year2
SL3

CL4

Resid. bldgs
  
   SL
27.5
mid-mo.
SL

40

Other bldgs.

   SL
39
mid-mo.
SL

40

Notes:

1. The alternative depreciation system (“ADS”) may be used at the taxpayer’s election in determining his/her/its taxable income.  [ADS is required to be used in determining a corporations earnings and profits (for taxable dividends), the depreciation deduction for property located outside the USA, the depreciation deduction for tax exempt entities, the depreciation deduction for property financed with the proceeds of tax exempt bonds, the depreciation deduction on automobiles, computers, etc., not held for predominant business use, and, to a limited extent, under the Alternative Minimum Tax.]  

2. The mid-quarter convention will be required if >40% of the value of tangible personal property (all classes) is acquired in the last quarter of a year.

3. [For purposes of the 1st level depreciation adjustment for the Alternative Minimum Tax, the taxpayer may be permitted to use 1.5X year life.] 

4. Some lives other than class lives are required, e.g., 9.5 years, 12 years, and 24 years. 

5. The statute requires that certain property be listed as 5-year property: automobiles, [light general purpose trucks, semi-conductor manufacturing equipment, computer-based telephone central office switching equipment, qualified technological equipment, research & experimentation property (other than buildings & their structural components), etc.]
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