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ESTATE AND GIFT TAX EXEMPTION — SUNSET IS COMING

"All good things must come to an end."
Chaucer (circa mid-1380s)

Currently, the net worth that one may
accumulate at death before the federal
government can start taking 40 percent is $12.92
million ($25.84 million for a married couple).
That's a big number, and it is bigger than most
need to be concerned about. In 2017, the estate
tax exemption was $5.49 million. The 2017 7ax
Cuts and Jobs Act however, doubled what
otherwise would have been the 2018 exemption
of $5.59 million to $11.18 million ($22.36 for a
married couple). Since then, that larger
exemption amount has been increased by
inflation. So, going on six years now, for most of
us, we have become used to the notion that the
federal transfer tax (estate and gift) is not an
immediate concern.

At the end of 2025, however, the sun sets,
and this larger exemption reverts back to half,
which might be somewhere in the neighborhood
of $7 million by then. That is still a big number,
but much smaller than what we have been
working with lately, and it will be of genuine
concern for many who have been fortunate to
achieve financial security with hopes of
maximizing what is passed to their heirs.
Accordingly, if future estate tax is a concern for
you, we believe that now is not too soon to
consider planning.

A nearer term possibility for increasing
death taxes is advanced by Senators Warren,
Sanders, Van Hollen, and Whitehouse in their
March 20™ letter to Treasury Secretary Yellen.
They ask that the proposed regulations issued by
the Obama Administration, and later withdrawn
by the Trump Administration, be reissued to
“address the abuse of the valuation discounts
through family limited partnerships...” These
regulations would eliminate discounts for lack of
control and marketability (which we believe are
economic reality) in valuing assets for transfer tax
purposes. They assert such discounts can be
eliminated by the Treasury Department by its “use
of existing authority to eliminate this tax dodging
by the ultra-wealthy.”

While there are a number of sophisticated
and currently effective estate tax planning
techniques, straightforward gifts to family
members that utilize the annual exclusion
(currently $17,000) and the temporary larger
lifetime exemption (before it shrinks in half) might
be appropriate for consideration. More often than
not, however, rather than an outright gift to a
younger family member, the donor will want to
consider a gift transfer to be in trust or an interest
in a family limited liability company (or
combination of the two) in which the donee does
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not have unrestricted control of the transferred or
underlying assets.

Estate planning is, of course, much more
than estate tax planning. Who will be the
executor? Who will be the beneficiaries? Who
will control and manage the assets, if not the

beneficiaries?  Does any beneficiary need
special consideration? Does my current plan or
Will need updating? These are a few issues to
consider in addition to any estate tax
consideration. We will be happy to discuss
these matters with you and assist with your
planning.

DIRTY DOZEN

Some of you might recall, or even have
participated in, the Employee Retention Credit (the
Credit) program of the COVID-19 years. It was an
important source of aid for many small businesses
that continued to pay employees during the
pandemic. You might also recall that the Internal
Revenue Service (IRS) annually publishes a list of
12 scams and abusive schemes. This “Dirty
Dozen” seeks to raise taxpayer awareness of and to
protect them from abusive promoters and con
artists.

In a public information release on March
20, 2023, IRS Commissioner Danny Werfel
opened the 2023 list with a warning about scams
involving fraudulent claims for the Credit. He also
reminded taxpayers that “willful filing of false
information and fraudulent tax forms can lead to
serious civil and criminal penalties.”

The Credit is available under very limited
circumstances and is discussed in our October
2022 newsletter available at www.cepcpa.com/our-
newsletters.  The maximum employer credits,
which are still available on an amended payroll tax
return, for an employee for 2020 and 2021 are
$5,000 and $21,000, respectively.

Small business taxpayers who continued to
pay employees during the COVID-19 pandemic
and who have not considered with their tax advisor
their eligibility for the Credit should probably do
so. Taxpayers who receive a cold contact from a
“service provider” or “consultant” offering to file
for the credit in exchange for a percentage of the
resulting tax refund without any preliminary
questioning or attempt to determine eligibility
should be on alert as they may be a target of this
scam.

TRUSTS V. LIMITED LIABILITY COMPANIES

The accompanying 7ax & Business Alert
cover article is styled “Bolster Wealth
Management with Trusts” and is a very short
description of trusts and some of the protections
and benefits they offer. As discussed, trusts
provide the separation of the management of
property from the beneficial ownership, as well as
significant asset protection from creditors.

A limited liability company (LLC) offers
significantly less creditor protections but can also
transfer the executive powers over assets to a
fiduciary (the LLC manager, who may or may not
be a member of the LLC) while leaving beneficial

ownership of the underlying assets with the LLC
members. Operating Agreements generally
control the operations of LLCs and are more easily
modified as family needs change than are Trust
Agreements, which are generally inflexible.
Trusts can also be subject to more restrictive and
even punitive income tax rates and provisions.

When  considering  the  long-term
management of family investment assets, it is
usually helpful to consider limited liability
companies along with or in place of trusts. We
would be pleased to discuss the use of trusts
and/or LLCs with you.
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Trusts can be a useful tool for affluent individuals
and families when it comes to wealth
management, protection and growth. But there

are a wide variety to choose from, so it’s important
to clearly understand the benefits and limits of a
trust before choosing any one type.

WHAT'S A TRUST?

A trust is a legal document (and the entity created

by that document) that dictates how an individual’s
assets will be managed for another person’s (or other
people’s) benefit(s). There are usually three parties to a
trust: the grantor who creates the trust, the beneficiary
(or beneficiaries) who’ll benefit from the trust, and the
trustee(s) who’ll manage the assets according to the
trust’s terms and in the beneficiary’s best interests.

All trusts fall into one of two broad categories: living
trusts and testamentary trusts. A living trust is set up
during an individual’s lifetime to transfer property to
the trust. Testamentary trusts are established as part of’
an individual’s will and take effect after he or she dies.

Living trusts can be further categorized as revocable
and irrevocable. With a revocable trust, the grantor
retains control of the trust’s assets and can revoke

or change its terms at any time. With an irrevocable
trust, the grantor no longer owns the assets and,
thus, can’t make changes to the trust without the
beneficiary’s consent.

HOW CAN ONE PROTECT YOU?

Individuals looking to manage their wealth in a patient
and prudent manner can achieve various financial and

estate planning goals from a trust, depending on

its type. For example, many afluent individuals,
professionals and business owners use a Delaware
statutory trust to protect their assets from a loss
resulting from a legal judgment, such as malpractice
or personal injury liability. A Delaware trust also can
be used instead of a prenuptial agreement by a spouse
to preserve his or her assets in case of a divorce.

When establishing a Delaware trust, you transfer the
assets you want to protect to an irrevocable trust. These
assets can include cash, business ownership interests,
real estate and securities like stocks and bonds. In gen-
eral, the assets will be protected from future creditors.
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A TRUST WITH A FUNNY NAME

If one of your professional advisors suggests creating a trust that’s “intentionally defective,” you might think

“no way.” However, despite its funny name, an intentionally defective grantor trust is a completely valid way
to minimize gift and estate taxes when transferring certain assets, such as an ownership interest in a closely

held business, to the next generation.

The key is that contributions of ownership interest to the trust must be considered gifts. This removes the
assets and their future appreciation from your taxable estate. The trust’'s income is taxable to you, not your
heirs. As a result, trust assets can grow unencumbered by income taxes, which increases the amount of

wealth your heirs may receive upon your passing.

Although you must give up some control of the assets
when you place them in the trust, you can retain

some powers, such as the right to direct the investment
of trust assets and the right to receive income and
principal distributions from the trust.

WHO CAN HELP?

There are many other trust types to consider. The
rules for establishing and maintaining a trust can be
complex, so please contact our firm for guidance. B

3 THINGS TO KNOW AFTER FILING YOUR TAX RETURN__

Most people feel a sense of relief after filing
their tax returns each year. But even if you've
successtully filed your 2022 return with the IRS,
there may still be some issues to bear in mind. Here
are three important things to know.

1.You can check on your refund. The IRS

has an online tool that can tell you the status of your
refund. Go to irs.gov and click on “Get Your Refund
Status.” You’ll need your Social Security number, filing
status and the exact refund amount.

2.You can file an amended return if you
forgot to report something. In general, you can
file an amended tax return and claim a refund within

three years after the date you filed your original

return or within two years of the date you paid

the tax, whichever is later. So, if you file your

2022 tax return on April 18,2023 (the due date for
2022 returns), you'd typically have until April 18, 2026,
to file an amended return.

However, there are a few opportunities when you
have longer to file an amended return. For example,
the statute of limitations for bad debts is longer than
the usual three-year time limit for most items on
your tax return. In general, you can amend your tax
return to claim a bad debt for seven years from the
due date of the tax return for the year that the debt
became worthless.

3.You can throw out some tax records. You
should keep tax records related to your return for

as long as the IRS can audit your return or assess
additional taxes. The statute of limitations is generally
three years after you file your return.

That means you can probably dispose of most
tax-related records for the 2019 tax year and

earlier years. (If you filed an extension for your

2019 return, hold on to your records until at least
three years from when you filed the extended return.)
However, the statute of limitations extends to six years
for taxpayers who understate their gross income by
more than 25%.

You'll need to hang on to certain tax-related
records longer. For example, keep actual tax returns



indefinitely so you can prove to the IRS that you
filed legitimately. (There’s no statute of limitations
for an audit if you didn’t file a return or you filed a
fraudulent one.)

Keep records associated with a retirement account
until you've depleted the account and reported the
last withdrawal on your tax return, plus three (or six)
years. And retain records related to real estate or
investments for as long as you own the asset so you

BUSINESS BARTERING IS TAXABLE

can prove your tax basis, plus at least three years after
you sell it and report the sale on your tax return.
(You may want to keep these records for six years

if you want to be extra safe.)

Contact us if you have further questions about your
refund, filing an amended return or record retention.
We're here all year! ®

During these times of high inflation, many
cash-challenged businesses have bartered for
goods and services instead of paying dollars for them.
If your company gets involved in such transactions,
remember that the fair market value of goods that
you receive is taxable income. And if you exchange
services with another business, the transaction results
in taxable income for both parties.

Let’s say a computer consultant agrees to exchange
services with an advertising agency. Both parties
will be taxed on the fair market value of the services

received. This is the amount they’d normally charge for

the same services. If the parties agree to the value of

the services in advance, that will be considered the fair

market value unless contrary evidence exists.

In addition, if services are exchanged for property,
income is realized. Say a construction company does
work for a retail business in exchange for unsold
inventory. The contractor will incur income equal
to the inventory’s fair market value.

Many businesses join barter clubs that facilitate
these transactions. Generally, these clubs use

a system of “credit units” that are awarded to
members who provide goods and services. The
credits can be redeemed for goods and services
from other members.

Bartering is generally taxable in the year it occurs.
If you participate in a barter club, however, you

may be taxed on the value of credit units at the time
they’re added to your account — even if you don'’t
redeem them for actual goods and services until a
later year.

By January 31 of each year, a barter club will send
participants a Form 1099-B, “Proceeds from Broker
and Barter Exchange Transactions,” which shows the
value of cash, property, services and credits that they
received from exchanges during the previous year.
The IRS will also receive this information.

If you join a barter club, expect to provide your
Social Security number or employer identification
number.You’ll also be asked to certify that you aren’t
subject to backup withholding. Unless you make this
certification, the club will withhold tax from your
bartering income.

So long as you’re aware of the federal and state tax
consequences, business bartering transactions may be
beneficial. Contact us if you need assistance or would
like more information. M



CAN INDIVIDUAL TAXPAYERS DEDUCT VEHICLE EXPENSES?

If you're self-
employed, business

It’s not just businesses that can deduct vehicle-related
expenses on their tax returns. Individuals also may be
mileage costs can
be deducted from
self~employment
income. For all
types of eligible
! driving, you may
also be able to
deduct parking
fees and tolls.
Keep in mind
that the burden
of proving mileage
that you claim is on you.You’ll need to keep

able to deduct them in certain circumstances, if they have
a business-related purpose. However, under current law,
non-military members can no longer deduct expenses
for job-related moves and employees can no longer
deduct business driving expenses for which they’re not
reimbursed. And, due to the high price of gas, the IRS
has increased the amount per mile that is deductible for
eligible business driving.

Rather than keeping track of your actual vehicle
expenses, you can use a standard mileage rate to
compute your deductions. Here’s a list of the rates
for different types of 2023 driving:

¥ Business. 65.5 cents per mile (up from contemporaneous records of trips you want to
62.5 cents for July 1 to December 31, 2022). deduct, the number of miles driven and the business
B Medical. 22 cents (unchanged from the purpose of each trip.
second half of 2022).
B Moving for active-duty military. 22 cents
(unchanged from the second half of 2022). Do you have questions about deducting vehicle-related
B Charitable. 14 cents (unchanged from 2022) expenses? Contact us. We can help you with your

if you itemize. tax planning. ®

This publication is distributed with the understanding that the author, publisher and distributor are not rendering legal, accounting or other professional advice or opinions on specific facts
or matters, and, accordingly, assume no liability whatsoever in connection with its use. The information contained in this newsletter was not intended or written to be used and cannot be
used for the purpose of (1) avoiding tax-related penalties prescribed by the Internal Revenue Code or (2) promoting or marketing any tax-related matter addressed herein. © 2023



