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The Tree of Tax




+ Deep Pockets

+ The Power of the Jail Cell

+ Lien & Levy Collection System
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2009 NOTICE OF AD VALOREM TAXES & NON-AD VALOREM ASSESSMENTS
REAL ESTATE TAX PROPERTY TAX
DUVAL COUNTY/CITY OF JACKSONVILLE
MIKE HOGAN, TAX COLLECTOR
231 E FORSYTH STREET ROOM 130 JACKSONVILLE, FL 32202-3370
e ‘TAX COLLECTOR INQUIRIES: (904) 630-1916 OPTION 4
ITE: www.cojnet/tc.

ACCOUNT NUMBER: 139944-0000
FOLIO NUMBER: 12057050000
PAYOR CODE/NAME: -
LOCATION ADDRESS: 1111 NFISH STREET
LEGALDESCRIPTION: ~ HOLIDAY HILLUNIT3.
1111 NFISH STREET rors puse
JACKSONVILLE FL 99999
AD VALOREM TAXES
ASSESSED EXEMPT TAABLE TANG MILLAGE TAX EXeMPTIONS
TAXING AUTHORITY VALUES VALUES VALUES DISTRICT RATE AMOUNTS — APPUED
CITY OF JACKSONVILLE 132331 50000 82331 G5, 92727 76343 HBHK
ST JOHNS RIVER WIR MGMT DIST L 132331 50000 82331 s 158 3123
INLAND NAVIGATION 132331 50000 31 o 0345 284
0 o o cs 000 K
scHooLs 132331 25000 107331 o 75820 81378
AD-VALOREN TOTALS 173050 161428
NON-AD VALOREM ASSESSMENTS REMARKS:
AUTHORITY. PURPOSE AMOUNT
TFPAID NOV30 2009 DEC3T 2009 TANS1 2070 FEE 282010 WARST 2070
4% DISC 3%DISC 1%DISC GROSS AMT
PLEASE PAY: 154971 156585 1558199 159814 161428
MAKE CHECKS PAYABLE TO MIKE HOGAN, TAX COLLECTOR
IF PAYING THROUGH AN ONLINE BILL PAYMENT SERVICE, USE THIS ACCOUNT NUMBER: 139944-0000
P
DUVAL COUNTY/CITY OF JACKSONVILLE 2009 REAL ESTATE TAX NOTICE
ACCOUNT NUMBER: 139944-0000 IF PAID BY: PLEASE PAY:
FOLIO NUMBER: 12057050000
Nov 302009 134971
PAYOR CODE/NAME: - bEc 317000 fysens
‘TAXING DISTRICT: o [2AN 31 2010 158199
OWNER NAME: DOEJOHN Fe8 282010 159814
LOCATION ADDRESS: 1111 NFISHSTREET w31 2010 61028
99999
USE ACCOUNTNUMBER 1399440000

MIKEHOGAN, TAX COLLECTOR
231 E FORSYTH STREET ROOM 130
JACKSONVILLE, FL 32202-3370

0000000000 0000161428 000001 2057050000 0001 7

USE ACCOUNT NUMBER:139944-0000

MIKE HOGAN, TAX COLLECTOR
231 E FORSYTH STREET ROOM 130
JACKSONVILLE, FL 32202-3370

S e Cti 0 n 7 0 8 0000000000 0000161428 0000012057050000 0001 7
artnership Termination

- closes tax year
- lost elections




GIFTS IN TRUST -
BENEFITS & CONCERNS

Reciprocal Trust Concerns

» Especially between husband wife

« Risk of estate taxation
« Avoid with dissimilar terms

~ §§2036/2038

Charitable

Remainder Trusts

debtor beneficiary (at
least once paid)

Charitable portion
should be creditor
protected




Tax exempt on
earnings, except as
paid out

Charitable
Remainder Trusts

Income tax Charitable portion
deduction on should be creditor

fundin g protected




Nondebtor
beneficiaries
protected, but not
debtor beneficiary (at

\Ieast once paid)

Marital Trusts

« Use of unified credit
vs. marital deduction

Charitable

Remainder Trusts

Charitable portion
should be creditor

Subchapter J - Income

Taxation of the Trust
» General taxation of trust or

beneficiaries - depending on
distribution of income to
beneficiary - capital gains generally

taxed to the trust
« Grantor trust rules




Qualified Personal

Residence Trust (QPRT)

May not provide
as much benefit
for Florida
homesteads,
which are already
protected

Retained interest is
self-settled, but

remainder has been
gifted away

Will creditor
want a mere
right to use

a residence?

Allows favorable transfer
tax benefits - only
remainder interest
is gift taxable.

Effect: 100% of transfer

treated as a gift
Settlor Retains Nonqualified Interest /

Exception: Retained interest Exception: QPRT
is a unitrust or annuity interest

General Test: Transfer to Trust
for Family Members, and

§2702

INCOMPLETE GIFTS (TO AVOID TAX)
- Completed gift if settlor retains no power to change its disposition.

« The IRS takes the position that a gift is complete if the trustee
has full discretion to distribute corpus or income of the trust. Rev.
Rul. 77-378, 1977-2 CB 347.

+ Retained powers to make incomplete:

« A limited power of appointment. Treas. Reg. § 25.2511-2(b).

- The power to name new beneficiaries, to change the
interests of the beneficiaries among themselves to the extent
that any beneficiary's interest can be more or less entirely
eliminated; provided that the power is not limited by an
ascertainable standard. Treas. Reg. 8 25.2511-2(c); Estate of
Sanford v. Comm'r, 308 US 39 (1939), reh. denied, 308 US
637 (1939) , Rasquin v. Humphreys, 308 US 54 (1939). The
power, however, must be greater than “to change the
manner or time of enjoyment.” Treas. Reg. § 25.2511-2(d).
* The power to vary the interest of the beneficiaries with the
agreement of a non-adverse party, that is, a trustee. See,
Latta v. Commissioner, 212 F2d 164 (3d Cir. 1954) (power to
revoke trust, which was exercisable with a trustee who had
no adverse interest treated as held by settlor-trustee); Camp
v. Comm'r, 195 F2d 999 (1st Cir. 1952) .

- But what effect on creditor protection

GIFTS IN TRUST -

BENEFITS & CONCERNS

B




Dynasty Trust Subject to Estate Tax
Tax Benefits - If "incidents of ownership"

Life Insurance Trust
 avoids estate tax

« limited access to policy values, if unmarried
- therefore, useful to married individuals,
through life of the marriage




Tax Benefit
» tax free growth
e tax free access to

growth via loans

ANNUITIES




Non-Individual Annuitants
- E.g., using an LLC that purchases an annuity, to
"double up" exemptions
« risk of no tax deferral
+ §72(u) Treatment of annuity contracts not held by
natural persons
(1) In general
If any annuity contract is held by a person who
is not a natural person—
(A) such contract shall not be treated as an
annuity contract for purposes of this
subtitle (other than subchapter L), and
(B) the income on the contract for any
/" bl ] | taxable year of the policyholder shall be
treated as ordinary income received or
accrued by the owner during such taxable
imEEEEEERT year.
For purposes of this paragraph, holding by a
trust or other entity as an agent for a natural
person shall not be taken into account.
+ See PLR 201124008 & similar rulings for "agent for a
natural person relief"

« lose tax deferral if secured

« converts capital gains income into ordinary income
(higher rates of tax)

« risk of increased estate taxes (and over-payment if a

. . . rivate annuity) if for life and exceeds life expectancy
» 10% early withdrawal tax if withdraw before age 59 P : P g

ANNUITIES

. . . .. .. - insurance company - risk of loss
+ immediate gain recognition rule now applies if funded

with property (i.e., a sale transaction)

- disappearing assets at death

* no basis step-up at death
+ But income tax deduction for estate taxes allowed

under § 691 IRD rules

- fees and commissions




Nontaxable portion of annuity payment:

. 4 . L investment in the contract
payment received X\'exclusion ratio

expected return

Limit: No more exclusion once received back investment in the contract
e

Criminal

Exposures

ENFORCEMENT -
FEDERAL TAX
LIABILITIES

Criminal
Exposures

Aiding and abetting -
18 USC§2.




N
Code §7201

N N

Transferring assets that would
otherwise serve as a source of
collection of a tax can be a

violation of Code §7201.

"Any person who willfully attempts in
any manner to evade or defeat any tax
imposed by this title or the payment

thereof shall,
penalties provided by law, be guilty of a

in addition to other

felony."

h
—

United States v. Trownsell, 367 F2d
815 (7th Cir. 1966) (transfers to
Swiss bank account).




Transportation of proceeds from sale of business out of
U.S. without reporting income tax liability or declaring
full amounts to customs officials was proof of intent to
evade income taxes. United States v. Voorhies, 658 F2d
710 (9th Cir. 1981).

Transfer of gold from Canada to a
Swiss bank at a time when taxpayer
had substantial tax liabilities.
United States v. Pollen, 978 F2d 78
(3d Cir. 1992), cert. denied, 114 S.
Ct. 2332.

Taxpayer undertook to conceal his
property, including issuance of false
satisfactions of debts due taxpayer
from third party lenders that IRS
sought to levy. United States v.
Snyder, 766 F2d 167 (4th Cir. 1985)




This applies only after the conditions precedent to the use

Code §7206(4 s et e
neglect, and refusal to pay.

Any person...who removes, deposits, or conceals, or is

Conspiracy to

defraud -
18 USC §371.

concerned in removing, depositing, or concealing, any

goods or commodities for or in respect whereof any tax is
or shall be imposed, or any property upon which levy is

authorized by section 6331 , with intent to evade or defeat
the assessment or collection of any tax imposed by this

title...shall be guilty of a felony. Code §7206(4).




Applied to advisors in bankruptcy
scheme to evade taxes. U.S. wv.
Huebner, 73 AFTR 2d 94-1187 (16
F3d 348) (1994).

h

IRS Transferee
Liability Law

s |
— ]
Code 86901

Aiding and abetting -

18 USC §2.

IRS can use state
fraudulent conveyance
laws and federal

debtor/creditor laws to
collect taxes from

transferees.




Federal tax law "transferee liability" law
is a set of procedures to allow the IRS to
proceed directly against a transferee.

[t does not create or define
a body of substantive
transferee liability law.

IRS can use state
fraudulent conveyance
laws and federal
debtor/creditor laws to
collect taxes from
transferees.

IRS Transferee
Liability Law

s |
e =
Code 86901

IRS can use state
fraudulent conveyance
laws and federal
debtor/creditor laws to
collect taxes from
transferees.

IRS Transferee
Liability Law

s |
e =
Code 86901

Code 86901




"assessed, paid, and collected in
the same manner and subject to

IRS must send the transferee a
notice of transferee liability (the
equivalent of a notice of deficiency)
asserting the transferee's liability at
law or in equity, and give the
transferee the option of petitioning

=" for prepayment Tax Court review of

the Service's determination or of
paying the tax after assessment and
filing a suit for refund in an
appropriate federal district court of
the Court of Federal Claims.

Section 6901 does not allow for the

creation of federal decisional law on
_fraudulent conveyance - state law or

other express federal law has to be

used. Comm'r v. Stern, 357 US 39
(1958) .

-+ However, it is a federal court that is
| i

b the determination of how to

apply state law.

The supremacy of the federal

| government prevents the application
of state law to certain transferee
liability issues.

E.g., §6901 statute of limitations will
apply, not state law if shorter.

The "liability [of the transferee] at
law or in equity.” This is a liability
arising under:

The liability of a fiduciary under 31
USC §3713 for making transfers
from an insolvent estate or debtor
before paying a tax debt.

The liability of a distributee of an
estate or donee under Code §6324.

Other non-income, estate or gift tax
| liability arising on liquidation of a

partnership or corporation, or a

reorganization. Code §6901(a)(2).

State fraudulent conveyance laws.

State bulk sales acts;
State law imposing liability on

transferees, including: State corporate law;

State rights of creditors in life insurance benefits.

Assumption of debts of transferor by transferee.
The Internal Revenue Code (but not Code §6901).
Other federal law imposing liability on transferees.

Liability "at equity” generally covers
fraudulent conveyance.

Liability "at law" generally covers other
sources of liability.

Tax Aspects
of LLC'S &
Limited
Partnerships




GAIN ON CONTRIBUTION

* investment company exception to Code §721
nonrecognition
- generally, 80% of value of assets are held for
investment and are stock and securities,
REITS or RICs
* gain recognition can occur only if "diversification"
results
« No diversification when identical property
contributed, or each partner contributes a

diversified portfolio

DISTRIBUTIONS

+ General Rule - No gain or loss on distributions
- Exception - cash, if in excess of member/partner’s

basis Code §731(a)(1).

« Marketable securities generally treated the same as

"cash." Code §731(c).
« Exception for self-contributed securities, for

investment partnerships, and other misc. limits and

exceptions.
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Disregarded Entity

( member - defaul) Corporation
Parf:nershlp Subchapter 'S’
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