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Estate and Gift Taxes -
The Rules are Very Interesting for 2011 and 2012

One of the major tax stories in 2010 was the elimination of the estate tax for decedents dying in
2010 and whether Congress would reinstate it before the end of the year. As it turned out,
Congress did reinstate the estate tax for 2010, but on an elective basis. More importantly, it made
notable changes to the estate tax for 201 | and 2012.

Here are the rules for 2011 and 2012 -

e The highest marginal estate/gift tax rate stays at 35%.

e Up to $5,000,000 of an estate will be tax-free. The exemption for gifts made during your
lifetime has also been increased to $5,000,000. The same amount is available for your
spouse.

o If the value of the taxable estate of the first spouse to die is less than $5,000,000, the
executor of the estate can elect to add the excess to the surviving spouse’s tax-free amount.

e The generation-skipping exemption is also $5,000,000. This comes into play if the benefici-
ary of an estate or a gift is more than one generation below the decedent/donor.

That’s the good news. The bad news is that, absent further legislation,
the highest tax rate returns to 55% and the exemption to $1,000,000
for decedents dying in 2013 and after. Thus, the $5,000,000 exemption
is only available for gifts made, or decedents dying in 2011, and 2012.
(Actually, it could go up in 2012 because it is indexed for inflation).

BB recommends: The estate of the first spouse to die must elect

to transfer the excess of the $5,000,000 exemption over the value

of the estate of the first spouse to die. This means that estates
below the $5,000,000 should consider filing an estate return to make the election. The cur-
rent gift and estate tax law is a major change, especially the $5,000,000 exemption. Now
is the time to review your gifting plans, as well as your wills. If you want to learn more,
call our estate and gift specialist, Marcie duQuesnay in our New Orleans office or call your
BB professional.
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Now,What Can We Expense!

In late 2010, Congress and President
Obama agreed on major tax legislation that
included increased depreciation benefits.
Perhaps, now is a good time to review
what's available in 201 1.

Bonus Depreciation — In past years, you
have been able to expense 30% or 50% of
qualifying depreciable property in the first
year. For assets acquired in 2011, this per-
centage is 100%. That’s right, you can
expense the whole thing. Generally, to
qualify, property must have a recovery pe-
riod of 20 years or less or be qualified lease-
hold property. One of the biggest require-

ments is that the property be new. There
is no dollar limit to the amount of bonus
depreciation you can claim. If you don’t
want to expense the whole amount, you
must elect out of the bonus depreciation,
but that election covers all new assets in
the same class (class relates to the depre-
ciable life for tax purposes, i.e., 3-year,

property).

Section 179 — Section 179 of the Internal
Revenue Code allows you to expense up to
$500,000 of qualifying depreciable property
for years beginning in 2011, but this limit is
reduced as your total acquisitions exceed
$2,000,000. Unlike bonus depreciation, the
section 179 deduction does apply to used
property. However, also unlike bonus de-
preciation, the section 179 deduction can-
not exceed the taxpayer’s business income

The IRS Can Deny Your Deduction

You make a nice gift to a charity. No problem deducting it, right?

(i.e., it cannot create a loss). It does apply
to limited types of real property (qualified
leasehold improvements, qualified restau-
rant property and qualified retail improve-
ment property), but with a lower dollar
limit. Note that the 100% bonus deprecia-
tion applies to calendar 2011 (and part of
2010) while the $500,000 section 179
deduction applies to taxable years begin-
ning in 201 1.

In calendar year 2012, bonus depreciation
drops to 50%. In fiscal years beginning in
2012, the section 179 deduction drops to
$125,000, with the phase-out beginning at
$500,000. Absent further legislation, the
section 179 limit plummets to $25,000 in
2013.

BB Recommends: For more information,
contact your BB representative.

Actually, the IRS can deny the deduction if you have not obtained the necessary substantiation. In a recent case, the
Tax Court denied a $1.9 million deduction for the contribution of an easement because the taxpayers failed to obtain
the required contemporaneous written acknowledgement. We thought we’d cover some of these rules.

Cash — Cash contributions are no longer deductible unless you have adequate substantiation
from the charity. Dropping the twenty dollar bill in the collection plate won’t help you any
come tax time. Cash is okay if the charity provides documentation reporting the donation.

Any way you look at it, you are better off writing a check.

Contributions of $250 or More — If you make a contribution of $250 or more in a single
contribution, whether in cash or in property, you must obtain a contemporaneous written
acknowledgement from the charity. An acknowledgement is contemporaneous if you obtain
it by the earlier of the due date of your return or the date the return is filed. A donation for
which a benefit is received in return (such as a meal at a fundraising banquet) falls under this

rule only if the deductible portion is $250 or more. This acknowledgement should include -

I. the amount of cash contributed and a description (but not necessarily the value) of any property other than

cash contributed;

2. whether the donee organization provided any goods or services in consideration, in whole or in part, for any
cash or other property contributed;
3. if the donee organization provides any goods or services other than intangible religious benefits, a description
and good-faith estimate of the value of the goods or services; and
4. if the donee organization provides any intangible religious benefits, a statement to that effect.

See IRS - page 4




o WELL, MAYBE NOT PENNIES — Remember Roni Deutsch, the
attorney on late-night television who promised to get the IRS
to settle for pennies on the dollar if you ran into trouble.
Well it’s Ms. Deutsch who is currently in trouble — with the
IRS and the State of California. The California Attorney
General has petitioned the court to allow the State to take
over what is left of her law practice. Various people have
alleged that she failed to provide the services she promised
to her clients and that she often asked for more data rather
than resolve issues. The moral of the story is that there are
no magic solutions to IRS collection problems and that many
people who promise to get the IRS to settle for little or
nothing can be better at promising than delivering.

o CREDIT SALES — Beginning in 201 |, companies that process
credit card charges are required to file information returns
with the IRS if payments to a business reach certain levels.
The information returns will
disclose the amount of
credit sales processed for
that business. The IRS has
begun issuing draft copies of
various 2011 forms. These
draft forms ask businesses to
report their revenue in two
segments — (i) merchant
card and third party payments and (ii) all other receipts or
sales.  One can only wonder whether businesses (including
yours) will have this data available.

o AUTOMOBILE MILEAGE RATES — Recognizing higher fuel
costs, the IRS has increased the standard mileage rate effec-
tive July I. The rate for business driving has increased from
51 cents to 55.5 cents and the rate for moving and medical
driving has increased from |9 cents to 23.5 cents. (The 14
cent rate for charitable driving is set by law and cannot be
changed). The IRS normally increases rates only once a year.
A business can reimburse an employee at the same rate
without the reimbursement constituting taxable income if
the employee reports the business use of his or her personal
car under an “accountable” plan.

Bourgeois Bennett Promotions

Adam Neighbors has been
promoted to
Supervisor and
Ashley Hebert, Jessica Kolwe
and
Samantha Tran have been
promoted to
Senior Accountant.
Congratulations!

Quote of the
Month Club

“It’s not your salary that

makes you rich, it’s your
spending habits.”
Charles A. Jaffe

e FOREIGN BANK ACCOUNTS — Persons having foreign bank
accounts and security accounts over $10,000 are required to
report these accounts to the U.S. Treasury annually. The
penalty for failing to file the return is substantial. What you
might not realize is that you must also file the report if you
merely have signature power over an account, the funds of
which are not yours. This could happen, for example, where
the account belongs to your business or you are the trustee
of a trust or executor of an estate. If you have any authority
over a bank or investment account in a foreign country, you
should look into whether you need to file the report. The
IRS is laying increased emphasis on enforcement in this area.
Note that the report for 2010 was due June 30, 2011,
although the IRS has extended the deadline for some filers.

e TAX EXEMPTIONS REVOKED — The IRS has revoked the tax
exempt status for some 275,000 organizations that failed to
file required returns. Even the smallest tax exempt organi-
zations are generally required to file an information return.
The list of affected organizations can be found on the IRS
webpage (www.IRS.gov) along with instructions how the
organization can regain its exempt status.

DO YOU USE QUICKBOOKS? — Many smaller businesses use
Quickbooks as their financial accounting package. A warn-
ing — the IRS has acquired Quickbooks licenses and
is training its agents to use this software. Agents
have been instructed to request a copy of the taxpayer’s
Quickbooks file upon examination. Unfortunately, Quick-
books files can include an immense amount of information,
much more than an examining agent normally requests,
parts of which may be useful to the agent. Be very careful
how you use Quickbooks and what you enter in it. Keep a
clear delineation between taxable years.

o SUMMER CAMP — Send your kid under age |3 to summer
camp to get him or her out of the house! If both you and
your spouse work, the cost of day camp can be included in
your child and dependent care credit. Sorry, the cost of
overnight camp does not qualify, so you have to let the kid
come home at night.

Retirements

Danny Clavier, Member
Class Action Services

Jerry Friedrichs, Member
Audit & Assurance Services

Danny and Jerry each had over 35 years of service to
Bourgeois Bennett. We wish them the very best!
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If you would like to add/delete recipients
or make corrections to your address, call
us or email rebeccak@bb-cpa.com.
Remember to include your company
name and address as it currently appears
in the address section of this newsletter

in your email message.

This written advice is not

intended to be used and it
cannot be used by any taxpayer
for the purpose of avoiding
penalties. Review and Outlook is
written by our Director of Tax

Services, Ted Stacey, CPA, to
give you a brief overview of
pertinent topics. You should
obtain professional advice before
making financial or tax decisions.

www.facebook.com/
bourgeoisbennett
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Quid Pro Quo Contributions — You should also
obtain a written statement from the charity if you
make a contribution of more than $75 and you
receive something of value in return (such as a
meal at a fundraising banquet). This obligation
really falls on the charity, but you should ensure
you get the  written statement in some form (it
can be included with the original solicitation of
the donation). The charity is required to provide
a good-faith estimate of the value of the goods or
services you received in return for your gift.

Property — If you give property (other than pub-
licly-traded securities) worth more than $5,000,
you generally must have the property valued by a
qualified appraiser (the rule applies to nonpublicly
-traded securities only if the deduction is more
than $10,000).

Both the appraiser and the charitable organization
must sign Form 8283, Noncash Charitable Contri-
butions, which you must attach to your return.
Note that you must add
together all similar property
you donated during the year to
determine if you meet the
$5,000/$10,000 level. Thus, if
you donate a painting worth
$3,500 in June and another
painting worth $4,200 in
August, each to different chari-
ties, you must have both paintings appraised.

BB Recommends: Most charities know what
they must provide to their donors, but not all
do. It’s up to you to ensure you have the
proper support for your donation. Check this
issue when you gather your tax information.




