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1)
To: Arnie

From: Associate

Re: Tax Advice relating to benefits from the Firm, country club expenses. rental house,

and son Ryan's skateboarding expenses

Tax Implications for benefits from Law Firm

Section 132 of the Internal Revenue Code allows for deductions from income for
certain qualified benefits received from an employer. These are known as fringe
benefits. The code specifically enumerates which benefits qualify as fringe benefits,
including in subsection (d), working condition fringe. This is the largest category of
benefits because it includes those benefits, including property or services, that would
have been deductible by the employee as a business expense or by way of
depreciation. It is not a non-discrimination benefit meaning that it can be provided to
only some employees and not to others. Membership fees to local organizations are

typical working condition fringe benefits since they would be deductible by an employee
e

if the employee paid the fees him or herself.

In your case, your firm paid for membership fees to various local clubs and
organizations. If you received membership fees to a group such as the Chamber of
Commerce or the Rotary Club, those fees would be excluded as income under Section

132. From what you have stated, the local club that you did have the firm pay for was
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the country club. Unfortunately the membership fees for the club are not included
because this wou@ét,@mss deduction under Section 162 if you
yourself had paid for the membership (section 274(a)(3). Because of this, the benefit
you received from the firm taking care of the membership fee and monthly dues is
actually seen as compensation and you will be taxed on the $35,000 as ordinary
income. The amount also does not qualify as a gift from your firm. Section 102 states
that gross income does not include the value of property acquired by gift, bequest,
devise or inheritance. However, gifts from employers are excluded from section 102.
This is because gifts from employers are seen as an exchange for services and in order
to qualify as a gift, it must be given with a "detached and disinterested generosity"
(Duberstein). While it was incredibly generous of your firm to pay the $35,000 country

club fees and dues, it will not qualify as a gift and you will be required to include the full

$35,000 as gross income. ﬁe,o CP

Expenses incurred while entertaining clients at the country club

Entertainment expenses are allowed as a deduction under section 274 in certain
situations. In order to be deducted, the entertainment activity must be directly related to
or directly preceding or following a substantial and bona fide business discussion (274
(a)(1)(A). Touching base with a client over a round of golf is not a bona fide business
discussion. The facts indicate that you have entertained several clients on the golf
course and in the dining room of the country club. Unless you discussed business with

these clients during, before or after the golf game or dinner, then the cost for those
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