ALERT

Katrina Emergency Tax Relief
Act of 2005 (KETRA)

As a result of this temporary provision,
individual taxpayers can almost totally
eliminate their federal taxable incomes
for 2005.

On September 23, 2005, the Katrina Emergency Tax Relief Act
of 2005 (KETRA) was signed into law by President Bush, relaxing
both individual and corporate limitations for charitable cash
contributions.

Charitable Incentives for Individuals

As a general rule, income tax deductions for charitable contri-
butions are limited to a percentage of the individual’'s contribu-
tion base, normally 50 percent for cash contributions to public
charities and 30 percent for contributions of property to public
charities. There is a five-year carryover for any amounts that
cannot be deducted in the year the contribution is made
because of these percentage limitations.

KETRA temporarily suspends the percentage of income limita-
tion on charitable cash contributions by providing that the 50
percent limitation will not apply to any “qualified contribu-
tions,” which is any cash donation to an Internal Revenue Code
$ 170(b)(1)(A) organization (other than a donor-advised fund,
supporting organization, or private nonoperating foundation)
made between August 28, 2005, and December 31, 2005. Note
that although this liberalization of the charitable deduction
rules was enacted in connection with Hurricane Katrina relief,
these contributions do not have to be made to a charity whose activities
are related to Hurricane Katrina in any way. Moreover, KETRA pro-
vides that these qualifying charitable gifts will not be phased
out under the itemized deduction rules. As a result of this tem-
porary provision, a taxpayer can almost totally eliminate his or
her federal taxable income for 2005.

Charitable Incentives for Corporations

Generally, the charitable deduction for contributions made by a
corporation is limited to 10 percent of the corporation’s taxable
income for the year in which the contribution is made.

Like individual taxpayers, a corporate taxpayer may elect to
have the percentage limitation not apply to qualified contribu-
tions (as defined above) made between August 28, 2005, and
December 31, 2005. Unlike individual taxpayers, these contributions
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must be made for relief efforts related to Hurricane Katrina. If a corpo-
ration makes this election, these contributions will be
deductible up to the amount of the corporation’s taxable
income, less all other deductible charitable contributions made
by the corporation for the year. If the qualified contributions
exceed this limitation, then the excess is added to the amounts
carried forward for the succeeding five years.

Additional Provisions

Individuals wishing to make qualified contributions using retire-
ment funds may benefit from KETRA's relaxed limitation on
charitable deductions. In addition, KETRA provides enhanced
tax benefits for certain activities in connection with Katrina
relief efforts, including additional personal exemptions for
housing displaced individuals, an increase in standard mileage
rates for charitable use of vehicles, charitable deductions for
contributions of food inventory by businesses, and charitable
deductions for contributions of book inventories to public
schools. KETRA also provides an exclusion from income for cer-
tain cancellations of non-business indebtedness by reason of
Hurricane Katrina.

The Hodgson Russ Advantage

The mission of Hodgson Russ's Tax Practice Area is to provide
creative solutions across the spectrum of business, estate plan-
ning, and personal transactions to allow our clients to achieve
their objectives in an ever-changing economic and tax environ-
ment.

With offices across New York and in Florida, and an expanding
office in Toronto, for over 50 years the attorneys of our tax
group have had a unique opportunity to apply our expertise in
innovative approaches to the practice of cross-border transac-
tions, allowing us to expand the inventory of ideas we can offer
to all our clients.

An additional advantage: With more than 220 attorneys working
in all major areas of law, Hodgson Russ provides easy access to
seamless legal representation and problem solving at all stages
of the business life cycle.

For more information about this or any of the tax services avail-
able at Hodgson Russ, please contact any of the tax area attor-
neys, listed at www.hodgsonruss.com.

Albany Boca Raton Buffalo Johnstown

New York Toronto www.hodgsonruss.com
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