The Charituble Confribution of Horses

by B. Poul Husband, Esq.

Contributions of horses to qualif

Gsternal Revernue Service requirements in ovder (o obtain charita

Charitable contributions of certain appreciated
horses now have an additiopal tax advantage.
Specifically, deduction of the part of the fair mar-
ket value which is the result of apprecianion is no
longer a “preference” item for alternative mini-
M tax purposes. This is very lmportant whe
it is remembered that the Alternative Minimum
Tax Rate has been increased under the Clinton
Administration to 26% on Al-
ternative Minimum Taxable In-
come (AMTD) under $175,000
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J rharities continue t0 be tax deductible. However, dorors have been saddled with new

ble comtribution deductions.

property which was created by the taxpayer, which
has increased in value, and from which the govern-
meni has not had an opportunity to extract any
taxes.

Best of all, a charitable contribution of appreciated
property not only provides tax savings, but, at the
same time, advances good works!

These porential benefits to tax-
payers {and loss of possible

and 28% for AMTL over
£175.000.

contribution of appreciated
property not only provides
tax savings, buf, ot the
same time, advances good

government revenue) have not
heen overlooked by the gov-
ernment. Thus, there are nu-
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A charitable contribution of a works!

MErous and serious restrictions

horse, provided that the horse

has been held by the donor for more than 24
months. for sporting, breeding, or draft purposes.
generates a deduction equal 1o the airmarket value
of the horse, not the cost {or basis) if all of the
government’s requirements are met.

The fair market vatue in the case ol appreciated
property includes ncreases 10 value which have
not as vel been taxed by the government. There-
fore. deductions {and (hus tax savings) can be
generated with value undiminished by the govern-
ment. This is a great deal!

This is especially so in the case of some hovses,
which might be worth substantial sums, and which
may have heen bred by the taxpayer. In such 2
case. the taxpaver could potentially obtain a very
large deduction from both regular income tax and
(under present law) the insidicus and gradu 1

rising alternative minimum ax, and do it with

placed upon the ability to take
income tax deductions on the charitable contribu-
tion of appreciated personal property, including
horses.

The restriction most apt o trip an unwary horse-
man is that no deduction for the part of the fair
market value which is due to appreciation of a
horse (or other tangible” personal property) is
available if the charity’s use of the horse {or other
tanigibie personal property) contributed is unre-
lated 1o the charity and its charitable purpose. 1f
the charity’s use is unrelated Lo 1s purpose, the
owner's deduction is limited to his basis in the
horse,

Suppose. for example, a horse is donated 1o the
American Cancer Sociery. No deduction will be
available in excess of the basis of the horse (no
deduction of appreciation) because the horse is
anrelated to the charitable purpose of the Ameri-
can Cancer Sociery.

Ini addition, the use Lo which a horse is put by the
donee (recipient) charity also must be in accor-
dance with its tax exempt purpose. For example,
when a horse is donated 1o a university which has
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a horse hreeding or related agricultural program,
and rather than placing the horse inits breeding or
agricultural program, the horse is simply sold, and
the university takes the money into its general
fund, no charitable contribution deduction wouid
be available 1o the donor for the horse’s appreci-
ated value in excess of his basis {basis usually
equals the purchase price, less depreciation and is
usually zere in a homebred).

In the case described in the previous paragraph, if
the horse was purchased for $20,000 {let’s assume
no depreciation deductions) and was worth $50,000
at the time of the gift, a deduction would be
availahle for $20.000 (the tax basis-in this case-the
costt not $50.000. 1 the horse was a homebred

worth $30,000 at time of donation, the chariable

contrihurion amount would be zero, the owner's

hasis.

By contrast, if the university uses the horse in
conjunction with its exempt charizable purpese or
the horse is donated to an organization such as
North American Riding for the Handicapped, ora
similar organization, and used in their riding
program for children, then the fair market valye
{including appreciation) can be taken as a deduc-
tton, assuming the hurdles discussed below are

clear.

Limitations on Coniributions

This “use in accord with charitable purpese” limi-
tation can be tricky, although, with caretal plan-
ning, it can be surmounted in some unusual sit-
ations. For example, an appreciated homebdred
horse, held for more than 24 months lor show
purposes, might be donated to a church and still he
deductible as far as this limitation is concerned i
that horse was donated ¢ a missionary effort
where the missionary etfort involved remote sites
where horses were used for transportation, or as
pack animals, or some other mission-related work
purpose. The missionary effort is a part of the
chureh's tax exempt purpose, and the horse was
used in it

Two lessons need to be drawn from this limitation
on the deductibility of an appreciated horse. First,
donors of appreciated horses should seek to find

an apprepriate charitable donee.  Secondly, the
charitable donee should beasked to specify the use
to which the horse will be put, or at least that the
horse will be put to a use which is related to their
exempt function. {What if the representative of
the charity lies? Answer - taxpayer would still win,
provided that the raxpayer had a reasonable ex-
sectation that the use of the horse following the
gift would be related to the charity’s exempt func-
tion.)

The prudent course is to require that the charity
declare its inten! {n writing, prior to making the
giftz (1) to use the horse in conjunction with its

charitzble purpose: and (2 that they will hold the

horse ar ieast 24 months,

Filing Requirements

The next set of fences which need to he jumped for
ataxpayer to successiully claim a charitable contri-
bution deduction relate 10 verification and valu-
ation. =

In these areas, initally. it is essenual that tne
taxpaver have proof that the contribution was
made, that is, some kind of receipt. Plus, the
taxpaver’s records must include the following in-
formation: (1) the name of the receiving charity,
(2) the address of the receiving charity; (3} the
date of the contribution; (4) the location of the
contribution; {3} a descripdon of the horse in
“detail reasonably sufficient under the circum-
stances’— this means the greater the value claimed,
the more detail will be required; (6) the horse’s [air
market value at the tme of the contribution, and
the method used in determining the fair market
value, including, if an appraisal was used, a copy
of the signed appraisal; (7) the terms of any agree-
ment or understanding relating to the use or
disposition of the horse.

Next, if the value of the horse was more than 5250,
but less than $3,000, the law requires that the giver
have a written acknowledgment from the receiv-
ing charity. This written acknowledgment must
inciude: (1) a description of the property received:
(2} a statement concerning whether any goods or
services were provided by the charitable donee 1o
the donor in exchange, in whole or in part, for the




horse; and (3) a description and good faith estimate
of the value of any goods and/or services which were
received {if any) by the donor in exchange lor the
horse.

In other words, if you receive ten tons of 4 new
type of pellet horse feed worth $1,000 from a
university in exchange for donation of a horse
worth $2,000, the government wanis 1o know, and
is fairly entitled to know, of this transaction.

If the horse is worth more than
$5.000, Internal. Revenue. Ser- -
vice Form 8283 must be pre-
pared and filed. . In addition 1o
the informationdescribed above,

_Official IRS policy is: “No
Form 8283~no nhunl‘ubie
coniri!whon deduciion”.
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horse is worth more than $5,08¢; a written ap-
praisal will be required. The written appraisal
must be performed by a “qualified appraiser.”

A separate “gqualified appraisal” is required for
each horse donated for which a chavitable contri-
bution deduction is claimed in excess of 55,000,
uni ess a group of similar items, eigya herd, o 2-
3 horses at one time fo I charitable donee} is
dmai&d In the case ola groupof similar items,
e.g. hmses only oneappraisalis needed; but the
S i grOup-appraisal must specifie

: -caéiy. deseribe each horse and
:specifically value each horse!

The gualitied appraisal must

information required to be -

shown on Form 8283 includes: (1) how ihe {an
payer acquired the horse, whether by p;};g,ba&_,'

it breeding or whatever; .(2) the appreximate
date of acquisition; (3) the cost of other basis of the
horse,- including. any basis adjustment for ex-
ample, fvouspent $300 onair travel to inspect the
horse personally prior to purchase, the $500 air
iravel should have been added to the purchase
price of the horse which would increase the horse’s
tax -hasis-by $500; or, if vou teok depreciation
deducrions for the horse, the amount of the horse’s
tax basis is decreased by the total of the deprecia-
rign deductions taken). -

The completed Form 8283 must be attached to the
tax return upen which the charitable contribudon
deduction is taken. If the taxpayer is unable, for a
“reasonable cause” (o provide the acquisition date
or cost basis, the taxpaver is required to attach a
statement of explanation 1o his or her return.

The Form 8283 filing requirement is imporiant.
The IRS savs it will disallow the deduction i Form
8283 isnotfiled. Thus lar, in practice, the IRS has
heen kind enough in many cases to simply request
that a Form 8283 be liled. However, this kindness
cannot be relied upon. Olficia
Form 8283—no charitable contribution deduc-
tion”.

i policy 182 "No

Sualified Appraisal Necessary

Finally in the valuation and verification area, if the

B be made not earlier than 60
da}spmar o me dateo contribution, and notlater

thani the due: date (including exténsions) ol .the

return qon which a charitable deduction-is first
claimed. . i the deduction is first claimedion an
amended return, the appraisal must be made bv
the date the aménded returnsds-filed.

The qualified appraisal must be prepared, signed
and dated by a qualified appraiser, and contain the
foliowing informadoen: (1} a description of the
horsels); (2) the physical condition of the horse:
(3} the date, or e;xpu,md date of the contriburion;
{4) the rerms of any agreement relating to the use,
sale, or-other disposition of the horse(s); (5} the
identity .and gqualifications (background experi-
erice, education, and professional association mem-
bership} of the appraiser; (6) a statement that the
appraisal was prepared for income tax purposes;
(7) the date the horse(s) was (were) appratsed; (8)
he appraised value of the horse(s) on the contri-
bution date; (9) the method of eveluation used
dor example, market data approach or income
approach); and (10} the specific basis for valus-
tion, such as specific comparable sales transac-
tions.

The IRS defines the term “gualified appraiser” as
an individual whe includes on the appraisal sum-
mary a declaration that: (1) the individual holds
himself or herself out to the public as an appraiser
or performs appraisals on a regular bhasis; (2)
because of the appraiser's qualifications as de-
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n the appraisal, the appraiser is qualified
ppmhmﬁ 5 e?»‘ th’ e of property being

people, which includes: the donor,
the person who sold, exchanged, or gave the horse
te the donor, or acted. as an agent in the sale,
exchange or gift (unless the property is donated
within two monm% of the date of acquisition and
s apprased value does not exceed the acquisition
nrice) the donee, and/or any employee, refative or
spouse of any of the people described above}; and
{4) the appraiser understands that an intention-
ally false or fraudulent overstatement of the value
of the property appraised may subject the ap-
praiser to penalties. '

Addirionally, the appraisal may not involve an
appraisal_fee based on a percentage of the ap-
praised value of the property, with a small excep-
tion {or appraisals by non-profit appraisal assccia-
iser is no compensated.

i

!

fions where the appr

Appraisal Summary Defined

The xpayer must also attach an “appraisal sum-
to histax return. Note, however, despite the
name “appraisal summary”, the appraisal sum-
mary is not simply a summary of what is i the

appraisal.

The contents of this qualified appraisal, described
above, vary from the “appraisal sammary” re-
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quired by Treasury Regulation Section 1.170A-
13(e)(43({). The appraisal summary must: (1) be
made on Schedule B of I1RS Form 8283; (2) be
signed and dated by the doneelthe charity) or
nresented to the donee for signature; (3) be signed
and dated by the qualified appraiser who prepared
the qualified appraisal; and (4) contain informa-
rion as to the donor, the property donated, the
donee, and the appraiser, and any other informa-
tion which may be specified in IRS Form 8283,

The fees for the appraiser and the tax advisor are
not considered part of the charitable contribution.
However, these expenses can be deducted on
Schedule A as expenses ol preparation of tax
return, although these expenses are subject to the

floor limitation on miscellaneous itemized
deductions.

Although the process by which charitable contri-
bution deductions for appreciated horses are ob-
tained may seem like the cross country course
a three day event, in view of the tremendous
benefits available from donation of appreciated
horse to appropriate charities, such gifts are still a
good idea provided thar the taxpayer has four
ssential elements. Those elements are: (1) a
horse with appreciated value; (2) an appropriate
charity 1o accept the donation and use the horse in
zccordance with charitable purpose; (3} a quali-
fied appraiser; and (4) a well informed 1ax advisor.
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