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1. Why were tax shelters popular before the Tax Reform Act of 1986? Briefly explain why tax shelter investments are not as popular today?
A tax shelter is a lawful approach that is employed to minimize the amount of income taxes an individual owes. Tax shelters were previously popular before the Tax Reform Act of 1986 because of passive losses suffered after unreceptive activities and thus could be applied to counterbalance active income. Also, tax shelters were permitted for boosting investments on certain areas so as to stimulate economic growth (Rosen et al., 291). However, taxpayers abused the tax benefits arising from the evasion of paying income taxes. Today tax shelters are not widespread as thirty years ago because passive losses can simply be allowed for counterbalancing inactive incomes. Therefore, passive losses can no longer counterbalance portfolio accomplishments since exceptional situations allow offset of active income such as the sale of inactive loss activity. Additionally, some firms abused tax shelters by being involved in other purposes rather than in legitimate investments making them as not popular today.
2. What carryback and carryforward procedures apply to business net operating losses?
In order to make tax loss carryback and carryforward, the tax return for the business type has to be completed. If the income generated by the business is lower than the tax deduction for a year then the business has the net operating loss (McGuire et al., 45). The business should also indicate the lifespan of the net operating loss carryback or carryforward period. After all this, the business owners should decide on the right net operating loss approach for the business. In addition, the tax loss can be carried back to a preceding year or upcoming year and claim the deduction. Finally, the length, for instance, the next 20 years of loss carry forward, the business will apply losses against any taxable earnings which as a result will decrease the amount of taxable revenue in those preceding periods. Carryback procedures involve applying of losses incurred by a business in the previous year earnings. On the other hand, carrying back losses against preceding years helps in decreasing a business tax charge for those years. Thus, for a business to carry forward a loss, the business has to claim the loss immediately. This will prevent the loss from being indexed with price rises thus every year’s claim is effectively lowered.
3. How might an improper classification of a deduction as for or from AGI affect the itemized deduction on a tax payer’s return? How might this improper classification have an effect on the taxpayers’ state income tax liability? 
AGI is used to determine the deductible amounts of itemized deductions such as medical expenses and casualty losses. Deductions for AGI are used to determine the AGI figure. An inappropriate classification of a deduction will manifest an effect on itemized deduction in a taxpayer’s returns. Improper classification of a deduction will result in the taxpayer’s returns being determined incorrectly (Doerrenberg et al., 43). For a taxpayer whose itemized deduction does not exceed standard deduction that would lose a deduction for AGI if wrongly classified as a deduction from AGI and only a portion of the deduction would be allowed on the taxpayer for the reason that the AGI would be higher. 
Nevertheless, if a taxpayer incorrectly classifies a deduction from AGI as for AGI, then a massive tax saving is accomplished since the deduction is taken in full resulting in AGI reduction of the AGI.  According to Dorrenberg et al. (40), improper classification of itemized deduction may cause a rise in the total AGI. Federal calculated AGI act as a tax base for calculating taxable incomes. Thus, improper classification of deduction will result in decreased state income liability when compared to correct classification of itemized deduction.
4. List the criteria that must be met before an expenditure can be considered as an allowable trade or business tax deduction?
According to the Internal Revenues Code section, 162 indicates that expenditure must meet four principles to be considered an allowable trade or commerce tax deduction. The criteria entail that the expenditure must be connected to carrying on a trade activity. In addition, business and trade involve the performance of purposes of a public office. Hence, the taxpayer must be involved inconsistency trade or business activities with the aim of creating income and profit.  According to Cook et al. (25), amusement activities and hobby do not qualify as an allowable business tax deduction. Secondly, the expenditure must be incurred or paid during the taxable year. Additionally, the expenditure must be necessary and ordinary for the business. For that reason, in order decide if the expenditure is deductible there must an established purpose of making the expenses by the taxpayer and the expense should be appropriate and helpful to the business. Also, the expenditure must be reasonable since there is no limit to how much can be deducted as long as it is a reasonable amount. Furthermore, the amount deducted should not be more than what is spent. This indicates that the expenses used to start up a business are not deductible through the expense must be extended out for a period of 15 years. 
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