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The Pension Protection Act of 2006 (PPA) made
several changes to tax provisions not related to deferred
compensation, including charitable contributions. In
April, we looked at personal giving and the revised
recordkeeping requirements, the loss of deductible safari travel, and the $100,000 exclusion for charitable
contributions from IRAs by those over 70.5. This
month, we continue the discussion
of changes in the charitable contribution area.
Accuracy and Gross Valuation
Misstatement Penalties. The bad

news is that Act §1219 of PPA lowers
the thresholds for accuracy and gross
valuation misstatement penalties.
Accuracy-related penalties are now
imposed when the value claimed for
any contributed property is 150%
(formerly 200%) or more of the
value later determined to be correct.
A gross valuation misstatement is
now imposed when the claimed
value of any property is 200% (formerly 400%) or more of the amount
determined to be correct. Additionally, the reasonable cause exception
to the accuracy-related penalty
doesn’t apply to cases of gross valua-

tion misstatement, and there are new
penalties for preparers of an appraisal to be used to support a tax
position if that appraisal results in a
substantial or gross valuation
misstatement.
But there’s some good news, too.
The Secretary is now authorized to
discipline appraisers after notice and
hearing; that is, the civil penalty for
aiding and abetting the understatement of tax is no longer required to
be assessed before disciplinary action.
Property not used for an Exempt
Purpose. Act §1215 of PPA enacted a

provision for the recapture of tax
benefits received from charitable
contributions of appreciated tangible personal property if the deduction claimed for the property is
more than $5,000 and the property

isn’t used for exempt purposes. New
IRC §6720B provides that if a donee
(charity) disposes of donated property in the tax year during which it
was contributed, the donor has a deduction for his or her basis in the
property rather than for its fair market value (FMV). If the charity disposes of the property in the second
or third year after it was donated, the
donor must include, as ordinary income in the year of the disposition,
the excess (if any) of the deduction
claimed for the property over his or
her basis in the property at the time
of the contribution.
No adjustment of the tax benefit
is necessary in certain situations,
however, if the donee provides certification of those situations to both
the Secretary and the donor. A certification is a written statement signed
under penalties of perjury by an officer of the organization either attesting that the use of the property
by the donee was related to the
donee’s exempt purpose, including a
description of how the property was
used and how that furthered the
donee’s exempt purpose, or stating
the intended use of the property
when it was donated and certifying
that it became impossible or infeasiJune 2007

I

S T R AT E G I C F I N A N C E

11

ble to implement. It should be noted
that there is a $10,000 penalty for
any person who knowingly misidentifies property as being related to a
charity’s tax-exempt purpose.
Fractional Interests Property.

Both pre- and post-PPA law provide
that a charitable contribution deduction isn’t allowed for a contribution
of a future interest in tangible personal property or, in general, for a
contribution of a partial interest in

property, such as an income interest,
a remainder interest, or a right to
use property.
A future interest exists when a
donor gives property to a charity
with the understanding or agreement that the donor has the right to
use, possess, or otherwise control the
property until some future date or
event. Treas. Reg. §1.170A-5(a)(2)
states that IRC §170(a)(3), which
generally denies a deduction for the

In Demand—
Forensic Accounting

A

ccounting Today’s 2007 survey of the top 100 accounting firms—and their plans for increasing their
business this year—dramatically illustrates this niche opportunity: 77% of the 78 firms responding
cite forensic accounting growth on their radar. Yet the accounting profession has yet to embrace—
or even offer—a cogent, comprehensive forensic accounting methodology by which eagle-eyed accountants
can guide and refine their forensic accounting craft.
Until now.

The Consultants’ Training Institute and Financial Forensics have developed an intensive, five-day
workshop that is the only program of its kind in the United States. Entitled, Forensic Accounting
Academy™—What Your Clients “Think” You Know about Forensic Accounting ©, this timely
program takes participants from concept to detail and delivers specific forensic accounting tools and
techniques that are immediately applicable to virtually all aspects of the accounting profession: auditing,
tax, valuation, litigation, and fraud.

Here Are the Skill Sets You’ll Acquire
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“process map” approach will be used to illustrate the application of forensic accounting tools and
techniques to all aspects of professional services. The workshop applies a selectively available
software-based methodology that provides specific investigative tools and techniques.
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Take Away Timely Techniques You Can Use Right Now
Enhance your core practice (audit, tax, et al.) as well as your part-time niche disciplines. Identify new
practice areas as logical extensions of your expertise and train your staff to leverage your knowledge. Leave
with actual report excerpts and trial exhibits for future applications.

Dates and Locations
September 10–14 — Phoenix, AZ
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December 10–14 — Ft. Lauderdale, FL
You’ll find descriptions of the topics covered in each day of the program online at: www.nacva.com in the
Advanced Training area, as well as in the Consultants’ Training Institute 2007 Second Quarter Catalog.
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contribution of a future interest in
tangible personal property, doesn’t
apply to a transfer of an undivided
present interest in property. For example, a contribution of an undivided 25% interest in a painting that
the donee is entitled to possess for
three months of each year is treated
as made when the donee receives a
formally executed and acknowledged
deed of gift, but the donee’s period
of initial possession must begin
within one year after the contribution date.
Act §1218 of PPA restricts the deduction for a partial interest contribution, provides rules for valuing future partial interest contributions,
and identifies circumstances under
which deductions for such contributions will be recaptured.
The new rules provide that no income or gift tax charitable deduction
is allowed for a contribution of a
fractional interest in tangible personal property unless, immediately
before the contribution, all interests
in the property are owned by the
donor or by the donor and the
donee organization. Thus, ownership by more than one person generally won’t qualify for a charitable deduction. An exception to this rule
may be made by the Secretary, but
only in the case where all who hold
an undivided interest in the property
make proportional contributions of
their interest to the donee. For example, if two individuals each held
an undivided interest in a painting,
the Secretary may provide that the
first person could take a charitable
contribution deduction for less than
his or her entire undivided interest
as long as both individuals made
proportional contributions of their
undivided interests to the same
donee. The result is that both owncontinued on next page

12

S T R AT E G I C F I N A N C E

I

June 2007

[ TA X E S ]

c o n t ’d f r o m p . 1 2

ers will qualify for the deduction
(See JXC 3 8-06, Staff of the Joint
Committee on Taxation).
There are two circumstances
where an income and gift tax charitable contribution deduction may be
recaptured. The recapture requires
all donors of the property to include
in their income the amount of all
previous charitable deductions taken
(plus interest) for contributions of
interests in the property concerned.
More specifically, the recapture rules
apply if a donor makes an initial
fractional contribution and then fails
to contribute all of his or her remaining interest to the same donee
before the earlier of 10 years from
the initial fractional contribution or
the donor’s death or if the donee
fails to take substantial physical possession of the property during the
period described above (the possession requirement) or fails to use the
property for an exempt purpose
during that period (the related-use
requirement).
This provision applies to contributions, bequests, and gifts made
after August 17, 2006 (the date of
enactment). In addition, contributions made before the date of enactment won’t be treated as an initial
fractional contribution for purposes
of the provision. Instead, the first
fractional contribution by a taxpayer
after the date of enactment will be
considered the initial fractional contribution under the provision, regardless of whether the taxpayer had
made a prior contribution of a fractional interest in the same tangible
personal property.
Contributions of Conservation
Easements. PPA revises the rules for

a qualified conservation contribution for property located within a
registered historic district. Although

a deduction for the donation of land
within a registered historic district is
no longer allowed, a deduction is
still allowed for buildings. But in
order to qualify, the entire exterior
of the building (front, sides, rear,
and space above the building) must
be preserved. In addition, no part of
the exterior of the building may be
changed in a manner inconsistent
with its historic character.
To be allowed the deduction for
any contribution (rather than just
for property worth $5,000 or more)
to a registered historic district, the
donor must include supporting documentation with his or her return
for the year of the contribution. In
addition, if the qualified conservation contribution deduction claimed
is greater than $10,000, the donor
must pay a $500 fee to the IRS for
the enforcement of qualified conservation contributions.
PPA also reduces the qualified
conservation contribution deduction
if a rehabilitation credit for a certified historic structure has been
claimed for that building during the
last five years. The amount of the reduction is the percentage determined by dividing the sum of the
credits for the last five years by the
building’s FMV at the date of the
contribution. ■
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