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Seven dteps to St

arting a Nonprofit

Suppose you are deeply committed to a charitable
cause. In fact, you want to take your generosity further
by establishing a nonprofit organization with a specific
mission. But you must observe all the legal
technicalities. There are seven basic steps to forming a

nonprofit organization.

1. Decide on the nonprofit's name. The name must
be different from any one already registered with the
state. (Hint: Try to be descriptive.) Check with the
appropriate state office to determine if the name is still
available. For a relatively small fee, you may be able to
reserve the name.

2. File articles of incorporation with the state. This
documentation-which includes basic information like
the nonprofit's name, address and telephone number-
should have specific language that will help you obtain
favorable tax status. If you are unsure of the procedures,
seek professional assistance.

3. Apply for tax exemptions. You must submit the
proper forms, along with a copy of the articles of
incorporation and the requisite fee, to the IRS in order
to secure a federal income tax exemption. In a handful
of states, you must follow similar procedures on the
state level. In other states, obtaining the federal tax
exemption will also qualify your organization for a state
tax exemption. Check on the requirements for your
state.

4. Have bylaws drafted. The bylaws cover the rules
relating to board meetings, voting on issues and
selecting a board of directors and officers. Typically, the
bylaws are adopted by the corporation's directors at the
nonprofit's first board meeting. Make sure you are well
prepared for this occurrence.

5. Appoint the board of directors. The board is
responsible for making the main operational and
financial decisions of the nonprofit. Depending on
state law, you may be required to designate a specific
number of board members (usually at least three).

6. Hold your first meeting. Besides adopting the
bylaws at the first meeting, the board of directors will
usually elect the nonprofit officers, record the federal
and state tax exemptions and handle other pressing
matters. After the meeting, ensure that the minutes are
promptly filed in a binder.

7. Obtain licenses and permits. Check with your
appropriate state office about licensing requirements
for the organization. For instance, if you are planning
to offer products for sale to donors, you will need a
sales tax permit. In addition, some activities may
require a zoning permit. Before you know it, the
nonprofit will be up and running. But you do not have
to go it alone. You can rely on your legal advisers every
step of the way.

Overview of the New Mortgage Law

In the waning days of 2007, the Mortgage
Forgiveness Debt Relief Act was signed into law. This
new legislation was hailed by debtors caught in the
subprime mortgage crisis. But the new law does more
than you might think. It also creates some other tax
breaks for homeowners. The following is a brief
summary:

Debt forgiveness: Under the new law, up to $2
million of mortgage debt forgiveness on a principal
residence is tax-free. Normally, this would represent
taxable cancellation-of-debt (COD) income. The special

tax exclusion is available for a three-year period
beginning January 1, 2007, and ending December 31,
2009. However, this new tax exclusion does not apply
to taxpayers involved in a Title 11 bankruptcy.

Mortgage insurance: Prior to 2007, Congress had
authorized a one-year deduction for mortgage insurance
premiums as qualified residence interest. A deduction
is available on your 2007 return for the full amount of
insurance paid (for contracts issued after 2006) if your
adjusted gross income (AGI) for the year does not

exceed $100,000. But the deduction is gradually phased
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out and disappears entirely if your AGI exceeds $109,000. The
new law restores the deduction and extends it for three years.

Home sale exclusion: The home sale exclusion allows you to

realize a tax-free gain of up to $250,000 when you sell a home

you have owned and used as your principal residence for at least
two out of the five years before the sale. The $250,000
exclusion is doubled to $500,000 for married couples. However,
prior to the new law, the $500,000 exclusion was available only

if a husband and wife filed a joint tax return for the year of the

sale. The new law modifies this provision for surviving spouses.

For sales after 2007, a surviving spouse may claim a $500,000

exclusion for a sale occurring within two years of death.

Co-op tax breaks: If certain requirements are met, the
tenant-stockholders of a co-op are entitled to claim allocable
deductions for mortgage interest and property taxes. The new
law liberalizes the test used to qualify as a co-op for this

purpose.

This change applies to tax years ending after

December 20, 2007. The new law also includes several revenue-
raising provisions. It increases the penalties for partnerships
that fail to file returns, institutes a similar penalty for S
corporations and, starting in 2012, adjusts estimated tax
payments for certain large corporations.

Benefits of a

‘Buy-sell”

If you are a business co-owner or a partner in a partnership,
it is vital to protect your family's interests in the event you
should become disabled or die prematurely. Fortunately, you
can resolve many issues by formulating a "buy-sell agreement."
Background: A buy-sell is a legally binding agreement that

provides for an orderly sale of a

business interest upon the

happening of a specified event. Usually, the agreement is
structured so the event is the death of a business owner, but the
obligation to "buy and sell" may also be triggered by disability,

retirement or some other significant occurrence.

There are

three basic types of "buy-sells."

1. With a cross-purchase agreement, the surviving owners or

inside-out. The key employees might be members of the family
who are already employed by the business.There are several
instant benefits resulting from a buy-sell agreement.

‘There is an obligated buyer for the business at a fixed price
or formula upon the death or disability of the owner. In the
absence of such an agreement, the estate or the disabled owner
may be forced to sell the business at a "bargain basement" price.

-It provides a smooth transfer of the business in a manner
agreed upon by the owners in advance of the triggering event.
This can help minimize disruptions to customers or clients
while the business is in the process of recovering.

‘The proceeds from the sale of a deceased owner's interest
can pay certain estate settlement expenses (e.g., estate taxes and
administration costs). In addition, part of the proceeds may be
allocated to help pay the living expenses of the deceased owner's
family members. If the owner is disabled, the proceeds may be
used to pay the family's living expenses.

The price established in the buy-sell agreement may be used
to provide a valuation for federal estate-tax purposes (with
certain limitations). With professional assistance, you can have
a buy-sell tailored to your specific needs.

Introducing the
New Immigration Form

As part of an ongoing campaign to tighten immigration
rules, the U.S. Citizenship and Immigration Services (USCIS)
recently announced revisions to Form [-9 (the "Employment
Eligibility Verification Form"). Employers are required to use
the newly revised form as of December 26, 2007. Form 19
verifies the identity and employment eligibility of all newly
hired employees. It also reverifies expiring employment
authorization documents. The new [-9 form has been designed
by the USCIS to remove documents that lack security protection
against fraud, streamline the verification process and promote
overall enforcement. If your company fails to use the new 1-9
Form, it is subject to fines and penalties. All prior versions of
Form I-9, in English or Spanish, are no longer valid.

partners essentially agree to buy each other out. Let's say that
Zachary, Zelda and Zenon are equal owners in Triple Z
Corporation. Under a cross-purchase type of agreement, if any
one of the owners dies, the two survivors purchase the interest
from the deceased owner's estate.

2. If you use a redemption agreement-also called an entity
agreement-the business itself purchases the interest of the
deceased owner. In certain circumstances, a cross-purchase
agreement may be combined with a redemption agreement.

3. Finally, a buy-sell agreement may accommodate a sale of
the business interest to key employees who know the operation
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