Nonbusiness Deductions

A.  Medical Expenses

    1.  Applicability--amounts paid by the taxpayer during the taxable year 

        for qualified medical expenses for himself or a qualified individual

        a.  Timing--the taxpayer is allowed to deduct only those qualified 

            medical expenses actually paid during the taxable year regardless 

            of the accounting method used

            1)  Prepayment--the prepayment of qualified medical expenses does 

                not qualify as a current deduction unless the taxpayer is 

                required to make prepayment as a condition of receiving the 

                medical services

            2)  Illustrations

                a)  An individual incurred medical expenses of $1,000 in year 

                    1; he paid for the medical expenses in year 2

                        Year 1:

                            Deduction = 0

                        Year 2:

                            Deduction = 1,000

                b)  An individual incurred medical expenses of $1,000 in year 

                    and charged them on his credit card; he paid his credit 

                    card bill in year 2

                        Year 1:

                            Deduction = 1,000

                        Year 2:

                            Deduction = 0

                c)  An individual was required to pay $1,000 for the cost of 

                    braces on his teeth in year 1; the $1,000 payment covered 

                    the cost of visits made to the dentist in year 2 for 

                    adjusting the braces

                        Year 1:

                            Deduction = 1,000

                        Year 2:

                            Deduction = 0

        b.  Qualified Individual--an individual must qualify as the taxpayer's 

            spouse or dependent either at the time the medical services are 

            rendered or at the time the medical expenses are paid

            1)  Dependent--for purposes of determining dependency status the 

                gross income test and the joint return test are waived

                a)  Divorced Parents--medical expenses for children of 

                    divorced parents are deductible by the parent who pays for 

                    them regardless of which parent is entitled to the 

                    dependency exemption.

        c.  Qualified Medical Expenses

            1)  Professional Fees--amounts paid for physicians, surgeons, 

                dentists, optometrists, psychiatrists, chiropractors, etc. 

                are qualified medical expenses

a) Cosmetic Surgery--any procedure that is directed at improving the patient's appearance and does not meaningfully promote the proper function of the body or prevent or treat disease (face lifts, liposuction, hair transplants, etc.) are not qualified medical expenses unless the procedure is necessary to ameliorate a congenital deformity, a personal injury arising from an accident or trauma, or a disfiguring disease

            2)  Hospital Care--amounts paid for in-patient hospital services, 

                including the cost of meals and lodgings; X-ray and laboratory 

                services; ambulance service; out-patient hospital services; 

                emergency room treatment; etc. are qualified medical expenses

            3)  Institutional Expenses--amounts paid for institutional care 

                are qualified medical expenses

                a)  Medical Care--if the principal reason that an individual 

                    is in an institution is the availability of medical care, 

                    the entire cost of care in the institution, including the

                    cost of meals and lodgings or tuition of special schools,

                    is a qualified medical expense

                b)  Personal Convenience--if an individual's medical condition 

                    is not the principal reason for being in an institution, 

                    only that portion of the cost of care in the institution 

                    which is attributable to medical care is a qualified 

                    medical expense

                c)  Illustrations

                    I)  An individual entered a home for the aged for medical 

                        considerations; the cost of the home for the aged is 

                        $2,000 per month of which $400 is for medical and 

                        nursing care

                            Deduction = 2,000

                   II)  An individual entered a home for the aged for family 

                        considerations; the cost of the home for the aged is 

                        $2,000 per month of which $400 is for medical and 

                        nursing care

                            Deduction = 400

            4)  Capital Expenditures--amounts paid for items of a capital 

                nature such as eyeglasses, false teeth, hearing aids, 

                artificial limbs, wheel chairs, elevators, air conditioning, 

                special controls in a car, etc. are qualified medical expenses 

                if they are purchased primarily for the prevention or 

                treatment of a physical or mental defect or illness

                a)  Improvements--if the capital expenditure is for a 

                    permanent improvement to property that is owned by the 

                    taxpayer, only the amount of the expenditure which exceeds 

                    the increase in value of the property improved is a 

                    qualified medical expense

                    I)  Handicapped Individual--the entire cost of home-

                        related capital expenditures incurred by a handicapped 

                        individual for such items as ramps, widening doorways, 

                        lowering cabinets, and adjusting electrical outlets is 

                        a qualified medical expense

                b)  Operation and Maintenance--if a capital expenditure is a 

                    qualified medical expense, expenditures for operation and 

                    maintenance of the capital asset are qualified medical 

                    expenses

                c)  Illustration--an individual installed air conditioning in 

                    his personal residence at a cost of $3,000 to alleviate 

                    his allergies; the cost of maintaining the air 

                    conditioning was $500; the value of his personal residence 

                    increased by $1,200 from the addition of the air 

                    conditioning

                        Deduction = (3,000 - 1,200) + 500 = 2,300

            5)  Travel and Transportation--amounts paid for travel and 

                transportation costs of an individual and a companion, if the 

                individual requiring medical treatment could not travel alone 

                or if the companion rendered medical treatment enroute, are 

                qualified medical expenses

                a)  Transportation--transportation costs to and from the 

                    office of a doctor or dentist or a point of treatment for 

                    such items as car costs, bus or cab fares, parking, tolls, 

                    train or plane fares, etc. are qualified medical expenses

                    I)  Mileage Allowance--if the taxpayer uses his car for 

                        medical transportation, he can use a mileage allowance

                        of $.10 per mile

                b)  Lodgings--if the taxpayer receives medical treatment in a 

                    different locality, the cost of lodgings while in transit 

                    and while in the different locality up to $50 per night 

                    per individual are qualified medical expenses

                c)  Meals--meal costs are qualified medical expenses only if 

                    provided by a hospital or similar institution as a 

                    necessary part of medical care

            6)  Medicines and Drugs--amounts paid for prescription drugs 

                including insulin, vitamin pills, and birth control pills are 

                qualified medical expenses

            7)  Medical Insurance Premiums--amounts paid for premiums on

                medical insurance policies or on insurance policies that 

                include medical insurance coverage if the portion of the 

                premium attributable to medical insurance is stated separately 

                are qualified medical expenses

                a)  Self-employed Individuals--if the taxpayer is self-

                    employed and is not eligible to participate in a medical 

                    insurance plan offered by his or his spouse's employer, 

                    60% of the amount paid for premiums on medical insurance 

                    policies up to his net earnings from self-employment are 

                    deductible for adjusted gross income

    2.  Deductibility--amounts paid by the taxpayer during the taxable year 

        for qualified medical expenses reduced by any medical insurance 

        reimbursement are deductible to the extent that they exceed 7.5% of 

        adjusted gross income

        a.  Insurance Reimbursement--if the taxpayer receives insurance 

            reimbursement during the current taxable year for medical expenses 

            of a prior taxable year, the reimbursement is included in gross 

            income of the current taxable year to the extent that he received 

            a tax benefit from the medical expense in the prior taxable year

b. Illustrations--an individual had adjusted gross income of $60,000 

    and medical expenses of $5,400

                Deduction = 5,400 - 7.5% x 60,000 = 900

B.  Taxes

    1.  Applicability--amounts paid by the taxpayer during the taxable year 

        for qualified taxes

        a.  Timing--the taxpayer is allowed to deduct those qualified taxes 

            paid or incurred during the taxable year

        b.  Qualified Taxes

            1)  Income Taxes--amounts paid for state, local, or foreign income 

                taxes on the taxpayer's income are qualified taxes

                a)  Illustrations

                    I)  A cash basis individual had $2,000 of state income 

                        taxes withheld during year 1; his state income tax 

                        liability for year 1 was $2,300; he paid the $300 owed 

                        during year 2

                            Year 1:

                                Deduction = 2,000

                            Year 2:

                                Deduction = 300

                   II)  A cash basis individual had $2,000 of state income 

                        taxes withheld during year 1; his state income tax 

                        liability for year 1 was $1,800; he received a $200 

                        refund during year 2

                            Year 1:

                                Deduction = 2,000

            2)  Personal Property Taxes--amounts paid for state, local, or 

                foreign personal property taxes imposed on the value of the 

                taxpayer's personal property are qualified taxes

                a)  Illustration--a cash basis individual paid $48 for vehicle 

                    registration fees

                        Deduction = 0

            3)  Real Property Taxes--amounts paid for state, local, or foreign 

                real property taxes on the taxpayer's real property are 

                qualified taxes

                a)  Sale of Property--if real property is sold during the 

                    taxable year, the real property taxes must be apportioned 

                    between the buyer and the seller using the number of days 

                    each held the property

                    I)  Illustration--a cash basis individual sold his 

                        personal residence on August 1 of year 1 to a cash 

                        basis individual; the buyer paid real estate taxes of 

                        $1,825 on May 15 of year 2; the real property tax year 

                        ends on March 31

                            Seller:

                                Year 1:

                                    Deduction = 122 / 365 x 1,825 = 610

                                Year 2:

                                    Deduction = 0

                            Buyer:

                                Year 1:

                                    Deduction = 0

                                Year 2:

                                    Deduction = 243 / 365 x 1,825 = 1,215

                b)  Special Assessments--special assessments are qualified 

                    taxes only to the extent that they are made for 

                    maintenance or repair to the special assessment or for 

                    meeting interest charges on the special assessment

    2.  Deductibility--amounts paid by the taxpayer during the taxable year 

        for qualified taxes are deductible

        a.  Income Tax Refund--if a cash basis taxpayer receives a refund of 

            state, local, or foreign income taxes during the current taxable 

            year, the refund is included in gross income during the current 

            taxable year to the extent that he received a tax benefit from the 

            income taxes in the prior taxable year

            1)  Illustrations

                a)  A married, cash-basis individual had $2,000 of state 

                    income taxes withheld during year 1; his state income tax 

                    liability for year 1 was $1,800; he received a $200 refund 

                    during year 2; he had other itemized deductions of $4,000 

                    during year 1

                        Income = ((2,000 + 4,000) or 7,350) - ((2,000 - 200 +

                                 4,000) or 7,350) = 0

                b)  A married, cash-basis individual had $2,000 of state

                    income taxes withheld during year 1; his state income tax 

                    liability for year 1 was $1,800; he received a $200 refund 

                    during year 2; he had other itemized deductions of $5,500 

                    during year 1 

                        Income = ((2,000 + 6,500) or 7,350) - ((2,000 -200 +

                                 6,500) or 7,350) = 200

                c)  A married, cash-basis individual had $2,000 of state 

                    income taxes withheld during year 1; his state income tax 

                    liability for year 1 was $1,800; he received a $200 refund 

                    during year 2; he had other itemized deductions of $5,500 

                    during year 1 

                        Income = ((2,000 + 5,500) or 7,350) - ((2,000 - 200 +

                                 5,500) or 7,350) = 150

C.  Interest

    1.  Applicability--amounts paid by the taxpayer during the taxable year 

        for qualified interest on his own indebtedness

        a.  Timing--the taxpayer is allowed to deduct that qualified interest 

            paid or incurred during the taxable year

        b.  Qualified Interest

            1)  Qualified Residence Interest--amounts paid for interest on 

                acquisition indebtedness or home equity indebtedness secured 

                by a primary or a secondary residence are qualified interest

                a)  Acquisition Indebtedness--any debt incurred in acquiring, 

                    constructing, or improving the taxpayer's primary or 

                    secondary residence

                b)  Home Equity Indebtedness--any debt secured by the 

                    taxpayer's primary or secondary residence to the extent

                    that the debt does not exceed the residence's fair market 

                    value reduced by its acquisition indebtedness

            2)  Investment Interest--amounts paid for interest on debt 

                incurred to purchase or carry investments are qualified 

                interest

3) Qualified Education Interest--amounts paid on debt incurred to pay qualified education expenses (tuition, fees, room and board, and related expenses) during the first 60 months in which interest payments are required for the taxpayer, the taxpayer's spouse, or other individuals who were the taxpayer's dependents at the time the debt was incurred are qualified interest

    2.  Deductibility--amounts paid by the taxpayer during the taxable year 

        for qualified interest are deductible subject to the following 

        limitations:

        a.  Qualified Residence Interest--qualified residence interest is 

            deductible to the extent that acquisition indebtedness does not 

            exceed $1,000,000 and that home equity indebtedness does not 

            exceed $100,000

            1)  Illustrations

                a)  A cash-basis individual purchased his residence which has 

                    a fair market value of $250,000 for $80,000; his 

                    outstanding mortgage is $60,000 at 9% interest; he 

                    obtained a second mortgage for $30,000 at 12% interest

                        Deduction = 9% x 60,000 + 12% x (30,000 or 100,000) = 

                                    9,000

                b)  A cash-basis individual purchased his residence which has 

                    a fair market value of $250,000 for $80,000; his 

                    outstanding mortgage is $60,000 at 9% interest; he 

                    obtained a second mortgage for $120,000 at 12% interest

                        Deduction = 9% x 60,000 + 12% x (120,000 or 100,000) = 

                                    17,400

                c)  A cash-basis individual purchased his primary residence 

                    which has a fair market value of $900,000 for $800,000; 

                    his outstanding mortgage on his primary residence is 

                    $750,000 at 9% interest; he purchased his secondary 

                    residence which has a fair market value of $450,000 for 

                    $400,000; his outstanding mortgage on his secondary 

                    residence is $300,000 at 12% interest

                        Deduction = 9% x (750,000 or 1,000,000) + 12% x

                                    (300,000 or (1,000,000 - 750,000)) = 

                                    97,500

        b.  Investment Interest--investment interest is deductible to the 

            extent of the excess of investment income over investment expenses

            1)  Unused Interest--any investment interest for the current 

                taxable year that exceeds net investment income is carried 

                over and treated as investment interest of the succeeding 

                taxable year

            2)  Illustration--an individual had investment interest of $35,000 

                and net investment income of $20,000 during year 1 and 

                investment interest of $25,000 and net investment income of 

                $45,000 during year 2

                    Year 1:

                        Deduction = 35,000 or 20,000 = 20,000

                        Carryover = 35,000 - 20,000 = 15,000

                    Year 2:

                        Deduction = (25,000 + 15,000) or 45,000 = 40,000

                        Carryover = 40,000 - 40,000 = 0

c. Qualified Education Interest--qualified education interest up to a maximum of $2,500 annually is deductible for adjusted gross income 

1) Phase-out--the maximum amount of interest that is deductible is reduced on a proportionate basis for a single taxpayer whose adjusted gross income is over $50,000 up to $65,000 and for a married taxpayer whose adjusted gross income is over $100,000 up to $155,000

2) Illustration--a single individual paid interest of $1,800 on student loans; his adjusted gross income was $53,000

        Deduction = 2,300 or (2,500 - (53,000 - 50,000) / 15,000 x  

                    2,500) = 2,000 

D.  Charitable Contributions

    1.  Applicability--amounts contributed by the taxpayer during the taxable 

        year for qualified charitable contributions to qualified charitable 

        organizations

        a.  Timing--the taxpayer is allowed to deduct those qualified 

            charitable contributions actually made during the taxable year 

            regardless of the accounting method used

        b.  Qualified Organization--an organization must be a foundation 

            operated exclusively for religious, charitable, scientific, 

            literary, or educational purposes or for the prevention of cruelty 

            to children or animals; a veterans' organization; a fraternal 

            organization; a nonprofit cemetery; or a governmental unit

            1)  Public Charities--organizations that receive their 

                contributions from the general public

            2)  Private Foundations--organizations that do not receive their 

                contributions from the general public

        c.  Qualified Charitable Contributions

            1)  Cash--amounts of cash contributed to qualified charitable 

                organizations are qualified charitable contributions

            2)  Services--amounts paid for unreimbursed expenses incurred in 

                rendering services to a qualified charitable organization or 

                in allowing rent-free use of property by a qualified 

                charitable organization are qualified charitable contributions

                a)  Mileage Allowance--if the taxpayer uses his car in 

                    rendering services to a qualified charitable organization, 

                    he can use a mileage allowance of $.12 per mile

            3)  Admissions--amount paid for admission to a charity event 

                sponsored by a qualified charitable organization are qualified 

                charitable contributions to the extent that the payment 

                exceeds the fair market value of the admission

            4)  Property--amounts of property contributed to qualified 

                charitable organizations are qualified charitable 

                contributions

                a)  Ordinary Income Property--for property which if sold by 

                    the donor at its fair market value on the date of 

                    contribution would result in the recognition of ordinary 

                    income or loss, the lesser of its fair market value or its 

                    adjusted basis on the date of contribution is the amount 

                    of the qualified charitable contribution

                    I)  Illustrations

                        A)  An individual contributed inventory from his 

                            business with a fair market value of $700 and an 

                            adjusted basis of $400 to a public charity

                                Deduction = 700 or 400 = 400

                        B)  An individual contributed inventory from his 

                            business with a fair market value of $350 and an 

                            adjusted basis of $400 to a public charity

                                Deduction = 350 or 400 = 400

                b)  Capital Gain Property--for property which if sold by the 

                    donor at its fair market value on the date of contribution 

                    would result in the recognition of long-term capital gain 

                    or loss or Section 1231 gain or loss, it fair market value 

                    on the date of contribution is the amount of the qualified 

                    charitable contribution

                    I)  Exceptions

                        A)  Private Nonoperating Foundation--for the 

                            contribution of any capital gain property to a 

                            private nonoperating foundation, the lesser of its 

                            fair market value or its adjusted basis on the 

                            date of contribution is the amount of the 

                            qualified charitable contribution

                        B)  Tangible Personal Property--for the contribution of 

                            tangible personal property to a public charity or 

                            a private operating foundation which could not be 

                            used by the charity in its activities for which 

                            tax-exempt status has been granted, the lesser of 

                            its fair market value or its adjusted basis on the 

                            date of contribution is the amount of the 

                            qualified charitable contribution

                   II)  Illustrations

                        A)  An individual contributed land with a fair market 

                            value of $10,000 and an adjusted basis of $3,000 

                            to a private nonoperating foundation

                                Deduction = 10,000 or 3,000 = 3,000

                        B)  An individual contributed land with a fair market 

                            value of $10,000 and an adjusted basis of $3,000 

                            to a public charity

                                Deduction = 10,000

                        C)  An individual contributed a painting with a fair 

                            market value of $10,000 and an adjusted basis of 

                            $3,000 to a hospital

                                Deduction = 10,000 or 3,000 = 3,000

                        D)  An individual contributed a painting with a fair 

                            market value of $10,000 and an adjusted basis of 

                            $3,000 to a museum

                                Deduction = 10,000

    2.  Deductibility--amounts contributed by the taxpayer during the taxable 

        year for qualified charitable contributions are deductible subject to 

        the following limitations:

        a.  50% Limit--charitable contributions of cash, ordinary income 

            property, and capital gain property which has been reduced by the 

            unrealized appreciation or is not appreciated made to public 

            charities and private operating foundations may not exceed 50% of 

            adjusted gross income

            1)  Unused Contributions--any charitable contributions for the 

                current taxable year that exceed the 50% limit are carried 

                over to each of the next 5 succeeding taxable years and are 

                used on a FIFO basis if the charitable contributions for the 

                carryover year are less than the 50% limit

            2)  Illustration--an individual had adjusted gross income of 

                $50,000 during year 1, $60,000 during year 2, and $70,000 

                during year 3; he made cash contributions to public charities 

                of $28,000 during year 1, $34,000 during year 2, and $33,000 

                during year 3

                    Year 1:

                        Deduction = 28,000 or 50% x 50,000 = 25,000

                        Carryover = 28,000 - 25,000 = 3,000

                            The carryover must be used over years 2 through 6.

                    Year 2:

                        Deduction = (3,000 + 34,000) or 50% x 60,000 = 30,000

                        Carryover = 3,000 + 34,000 - 30,000 = 7,000

                            $3,000 of the carryover must be used over years 3 

                            through 6; $4,000 of the carryover must be used

                            over years 3 through 7.

                    Year 3:

                        Deduction = (3,000 + 4,000 + 33,000) or 50% x 70,000 = 

                                    35,000

                        Carryover = 3,000 + 4,000 + 33,000 - 35,000 = 5,000

                            $1,000 of the carryover must be used over years 4 

                            through 6; $4,000 of the carryover must be used

                            over years 4 through 7.

        b.  30% Limit--charitable contributions of cash and ordinary income 

            property to private nonoperating foundations and of capital gain 

            property which has not been reduced by the unrealized appreciation 

            may not exceed the lesser of 30% of adjusted gross income or 50% 

            of adjusted gross income less the amount of charitable 

            contributions subject to the 50% limit

            1)  Unused Contributions--any charitable contributions for the 

                current taxable year that exceed the 30% limit are carried 

                over to each of the next 5 succeeding taxable years and are 

                used on a FIFO basis if the charitable contributions for the 

                carryover year are less than the 30% limit

            2)  Capital Gain Property--if the taxpayer elects to reduce the 

                charitable contributions of capital gain property by the 

                unrealized appreciation, the 50% limit applies to the capital 

                gain property

            3)  Illustrations

                a)  An individual had adjusted gross income of $80,000 and

                    made cash contributions to public charities of $15,000 and 

                    a contribution of land with a fair market value of $26,000 

                    and an adjusted basis of $10,000 to a public charity; he 

                    did not elect to reduce the contribution of the land by 

                    the unrealized appreciation

                        Deduction = 26,000 or 30% x 80,000 or (50% x 80,000 - 

                                    15,000) = 24,000

                        Carryover = 26,000 - 24,000 = 2,000

                b)  An individual had adjusted gross income of $80,000 and 

                    made cash contributions to public charities of $21,000 and

                    a contribution of land with a fair market value of $26,000

                    and an adjusted basis of $10,000 to a public charity; he

                    did not elect to reduce the contribution of the land by 

                    the unrealized appreciation

                        Deduction = 26,000 or 30% x 80,000 or (50% x 80,000 - 

                                    21,000) = 19,000

                        Carryover = 26,000 - 19,000 = 7,000

                c)  An individual had adjusted gross income of $80,000 and 

                    made cash contributions to public charities of $15,000 and 

                    a contribution of land with a fair market value of $26,000 

                    and an adjusted basis of $25,600 to a public charity; he 

                    elected to reduce the contribution of the land by the 

                    unrealized appreciation

                        Deduction = (15,000 + 25,600) or 50% x 80,000 = 40,000

                        Carryover 15,000 + 25,600 - 40,000 = 1,600

        c.  20% Limit--charitable contributions of capital gain property to 

            private nonoperating foundations may not exceed the lesser of 20% 

            of adjusted gross income or 50% of adjusted gross income less the 

            amount of charitable contributions subject to the 50% limit and 

            the amount of charitable contributions subject to the 30% limit

            1)  Unused Contributions--any charitable contributions for the 

                current taxable year that exceed the 20% limit are carried 

                over to each of the next 5 succeeding taxable years and are 

                used on a FIFO basis if the charitable contributions for the 

                carryover year are less than the 20% limit

            2)  Illustrations

                a)  An individual had adjusted gross income of $50,000 and 

                    made cash contributions to public charities of $14,000 and 

                    a contribution of land with a fair market value of $16,000 

                    and an adjusted basis of $12,000 to a private nonoperating 

                    foundation

                        Deduction = 12,000 or 20% x 50,000 or (50% x 50,000 - 

                                    14,000) = 10,000

                        Carryover = 12,000 - 10,000 = 2,000

                b)  An individual had adjusted gross income of $50,000 and 

                    made cash contributions to public charities of $17,000 and 

                    a contribution of land with a fair market value of $16,000 

                    and an adjusted basis of $12,000 to a private nonoperating 

                    foundation

                        Deduction = 12,000 or 20% x 50,000 or (50% x 50,000 - 

                                    17,000) = 8,000

                        Carryover = 12,000 - 8,000 = 4,000

                c)  An individual had adjusted gross income of $50,000 and 

                    made cash contributions to public charities of $5,000, a 

                    contribution of land with a fair market value of $18,000 

                    and an adjusted basis of $7,000 to a public charity, and a 

                    contribution of land with a fair market value of $16,000 

                    and an adjusted basis of $12,000 to a private nonoperating 

                    foundation; he did not elect to reduce the contribution of 

                    the land to the public charity by the unrealized 

                    appreciation

                        Deduction = 12,000 or 20% x 50,000 or (50% x 50,000 - 

                                    5,000 - 18,000) = 2,000

                        Carryover = 12,000 - 2,000 = 10,000

E.  Casualty and Theft Losses

    1.  Applicability--losses incurred by the taxpayer during the taxable year 

        to qualified property from a qualified event

        a.  Timing--the taxpayer is allowed to deduct qualified losses during 

            the taxable year in which the loss occurs for a casualty and 

            during the taxable year in which the loss is discovered for a 

            theft

            1)  Reimbursement Claim--if the taxpayer has a claim for insurance 

                reimbursement outstanding at the end of the taxable year, the 

                portion of the loss not covered by the expected insurance 

                reimbursement is deductible during the current taxable year

                a)  Smaller Recovery--if the insurance recovery in the year of 

                    settlement is less than expected, a loss is recognized in 

                    the year of settlement for the excess of the expected 

                    insurance reimbursement over the actual insurance 

                    reimbursement and is not subject to the $100 floor

                b)  Illustration--an individual incurred a casualty loss of 

                    $2,000 during year 1 and had an expected insurance 

                    reimbursement of $1,300 at the end of year 1; he received 

                    an actual insurance reimbursement of $1,100 during year 2

                        Year 1:

                            Loss = 2,000 - 1,300 - 100 = 600

                        Year 2:

                            Loss = 1,300 - 1,100 = 200

            2)  Disaster Area--if the area is declared a disaster area by the 

                President, the taxpayer may elect to treat the loss as having 

                occurred during the immediately preceding taxable year

                a)  Illustration--an individual incurred a casualty loss of 

                    $5,000 during year 2; the President declared the area a 

                    disaster area during year 2

                        Year 1:

                            Loss = 5,000 - 100 = 4,900

                        Year 2:

                            Loss = 0

        b.  Qualified Property--a deduction is allowed only for losses related 

            to property owned by the taxpayer

            1)  Illustration--an individual incurred a casualty loss of $3,000 

                to his car in an accident; he also damaged state property in 

                the amount of $500 in the accident

                    Loss = 3,000 - 100 = 2,900

        c.  Qualified Event

            1)  Casualty--losses incurred from the complete or partial 

                destruction of the taxpayer's property resulting from an 

                identifiable event of a sudden, unexpected, or unusual nature 

                caused by an external force such as tornadoes, earthquakes, 

                hurricanes, floods, storms, fires, accidents, vandalism, 

                shipwrecks, etc. are qualified events

                a)  Amount--the amount of the casualty loss is the lesser of 

                    the adjusted basis of the property or the difference 

                    between the fair market value of the property before the 

                    casualty and the fair market value of the property 

                    immediately after the casualty reduced by any insurance 

                    reimbursement and $100

                    I)  Illustrations

                        A)  An individual had his car with an adjusted basis 

                            of $6,000 damaged in an accident; the fair market 

                            value of the car before the accident was $5,000; 

                            the fair market value of the car after the 

                            accident was $1,000; he received insurance 

                            payments of $1,500

                                Loss = (6,000 or (5,000 - 1,000)) - 1,500 - 

                                       100 = 2,400

                        B)  An individual had his car with an adjusted basis 

                            of $6,000 damaged in an accident; the fair market 

                            value of the car before the accident was $10,000; 

                            the fair market value of the car after the 

                            accident was $1,000; he received insurance 

                            payments of $1,500

                                Loss = (6,000 or (10,000 - 1,000)) - 1,500 - 

                                       100 = 4,400

            2)  Theft--losses incurred from the theft of the taxpayer's 

                property from such events as larceny, embezzlement, robbery, 

                etc. are qualified events

                a)  Amount--the amount of the theft is the lesser of the 

                    adjusted basis of the property or the fair market value of 

                    the property before the theft reduced by any insurance 

                    reimbursement and $100

                    I)  Illustrations

                        A)  An individual had jewelry with an adjusted basis 

                            of $6,000 stolen; the fair market value of the 

                            jewelry before the theft was $5,000; he received 

                            insurance payments of $1,500

                                Loss = (6,000 or 5,000) - 1,500 - 100 = 3,400

                        B)  An individual had jewelry with an adjusted basis 

                            of $6,000 stolen; the fair market value of the 

                            jewelry before the theft was $10,000; he received 

                            insurance payments of $1,500

                                Loss = (6,000 or 10,000) - 1,500 - 100 = 4,400

    2.  Deductibility--losses incurred by the taxpayer during the taxable year 

        from qualified events are deductible to the extent that they exceed 

        10% of adjusted gross income

        a.  Casualty Gains--if gains exist from qualified events, they are 

            netted together with losses from qualified events

            1)  Net Loss--if a net loss results from the netting procedure, 

                the net loss is deductible subject to the 10% limit

            2)  Net Gain--if a net gain results from the netting procedure, 

                each gain and each loss is treated as a capital gain or a 

                capital loss

        b.  Illustrations

            1)  An individual had adjusted gross income of $60,000 and 

                casualty losses of $7,500

                    Deduction = 7,500 - 10% x 60,000 = 1,500

            2)  An individual had adjusted gross income of $60,000, a casualty 

                loss of $10,000 and a casualty gain of $2,500

                    Deduction = (10,000 - 2,500) - 10% x 60,000 = 1,500

            3)  An individual had adjusted gross income of $60,000, a casualty 

                loss of $10,000, and a casualty gain of $12,500

                    Capital Gain = 12,500

                    Capital Loss = 10,000

F.  Three Percent Cutback Rule--an individual must reduce his total itemized 

    deductions (other than medical expenses, casualty and theft losses, 

    investment interest, and gambling losses) by the lesser of 3% of his 

    adjusted gross income in excess of $132,950 ($66,475 for married 

    individuals filing separately) or 80% of the itemized deductions subject to 

    the 3% cutback rule

    1.  Illustrations

        a.  An individual had itemized deductions subject to the 3% cutback 

            rule of $5,000 and adjusted gross income of $252,950

                Deduction = 5,000 - (3% x (252,950 - 132,950) or 80% x 5,000 = 

                            1,400

        b.  An individual had itemized deductions subject to the 3% cutback 

            rule of $5,000 and adjusted gross income of $332,950

                Deduction = 5,000 - (3% x (332,950 - 132,950) or 80% x 5,000) = 

                            1,000
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