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Tax Breaks for Charity Volunteers

f you volunteer your time for a charity, you may qualify for some tax breaks.

Although no tax deduction is allowed for the value of services performed for a

charity, there are deductions permitted for out-of-pocket costs incurred while
performing the services. The normal deduction limits and substantiation rules
also apply. The following are some examples:

Away-from-home travel expenses while performing services for a charity,
including out-of-pocket costs for round-trip travel, taxi fares, and other costs
of transportation between the airport or station and hotel, plus lodging and
meals at 100%. These expenses are only deductible if there is no significant
element of personal pleasure associated with the travel, or if your services
for a charity do not involve lobbying activities.

The cost of entertaining others on behalf of a charity, such as wining and
dining a potential large contributor (but the cost of your own entertainment
or meal is not deductible).

If you use your car while performing services for a charitable organization,
you may deduct your actual unreimbursed expenses directly attributable to the
services, such as gas and oil costs, or you may deduct a flat 14 cents per
mile for the charitable use of your car. You may also deduct parking fees and
tolls. If you use your vehicle in providing donated services to a charity for
relief related to Hurricane Katrina during the period between August 25, 2005
to December 31, 2006, you can compute your charitable mileage deduction
using a standard mileage rate equal to 70% of the business mileage rate in
effect on the date of the contribution, rather than the charitable standard
mileage rate.

You can deduct the cost of your uniform when doing volunteer work for the
charity, as long as the uniform has no general utility. The cost of cleaning the
uniform can also be deducted.

No charitable deduction is allowed for a contribution of $250 or more unless
the contribution is substantiated with a written acknowledgment from the
charitable organization. To verify your contribution:

Get written documentation from the charity about the nature of your
volunteering activity and the need for related expenses to be paid.

For example, if you travel out of town as a volunteer, request a letter

from the charity explaining why you're needed at the out-of-town location.

You should submit a statement of expenses if you are out-of-pocket for
substantial amounts and, preferably, a copy of the receipts to the charity and
arrange for the charity to acknowledge in writing the amount of the contribution.

Maintain detailed records of your out-of-pocket expenses — receipts plus a
written record of the time, place, amount, and charitable purpose of the expense.
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Sell vs. Trade? Get the Most
Out of Your Old Vehicle

his is a question we frequently encounter when deciding what to do with
the old car when buying a new one. If your car is not used for business,
there are two basic considerations that will affect your decision:

The financial benefit of selling it as opposed to trading it in.
The time and energy it will take to sell the vehicle on your own.

If the vehicle will be used for business purposes, there is a third and very
important consideration that relates to taxes. If you trade in the vehicle for a
new one, no tax gain or loss is realized in the transaction. Instead, the tax
basis of the new vehicle is simply adjusted to account for the gain or loss from
the business vehicle.

However, if you sell the vehicle, you will have a reportable gain or loss. This is
best understood by example. Let’s say you purchased a vehicle three years
ago for $15,000. The vehicle was used 100% for business, and over those
three years, you took a depreciation tax write-off of $6,500. The vehicle is then
sold for $6,000. Your tax basis in the vehicle is $8,500 (the purchase cost less
the depreciation). The result is a $2,500 tax loss (sales price minus basis).

Had you traded the vehicle in, you would not have realized that loss, because

it would have been rolled into the tax basis of the replacement vehicle.
Therefore, for tax purposes, it is better to sell a vehicle if the sale will result in
a loss and to trade it in if a sale will result in a gain.

If the vehicle is partially used for business, you will need to prorate the potential
gain or loss based on business use. If the standard mileage rate was used for
reporting business vehicle expenses, then an allowance for depreciation is
included in the mileage rate:

17 cents for every business mile traveled during 2005 and 2006;
16 cents for every business mile traveled during 2003 and 2004;
15 cents for every business mile traveled during 2001 and 2002;
14 cents for every business mile traveled during 2000;

12 cents for every business mile traveled from 1996 to 1999.

This may be quite complicated, so please give us a call before you sell or
trade in your business car, or if you decide to lease a vehicle instead. We can
discuss all your options.




' Is it a Hobby or a Business?

I\/l ost everyone dreams of making a living from doing things they enjoy. Many successfully

turn hobbies or vocations into a business. However, the IRS has a watchful eye out for

taxpayers who attempt to deduct hobby expenses as business expenses. If your business is
profitable, you won’t have any unusual tax consequences. Where you run afoul of the IRS is when an
enterprise consistently has a loss for the bottom line. That's when the IRS may step in and say it is a
hobby and not a for-profit business.

Under the hobby loss rules, deductions are limited to the income from the activity. In addition, those
deductions that would be allowed whether or not the activity is for-profit (such as state and local
property taxes) are deducted first. Then, if any net income remains, expenses up to the amount

of the remaining income can be deducted as a miscellaneous itemized deduction subject to a
2%-0f-AGI “floor.” By contrast, if the enterprise wasn't affected by the hobby loss rules, all
otherwise allowable expenses would be deductible on Schedule C, even if they exceed the income
from the enterprise.

There are two ways to avoid the hobby loss rules. The first way is to show a profit in at least three
out of five consecutive years (two out of seven years for breeding, training, showing, or racing
horses). The second option is to run the venture in such a way that it shows your intention of
turning it into a profit-maker rather than to operate it as a mere hobby. The IRS regulations state

clearly that the hobby loss rules don’t apply if the facts and circumstances show that you have a
profit-making objective.

Please call our office for more details on whether your venture may be affected by the hobby
loss rules.

SUVs Still Provide a Substantial
First-Year Deduction

ou may have heard that Congress tightened the loophole for writing off SUVs bought for business.
YWeII, they tightened it, but by no means closed it. Although they did limit the Section 179

expense deduction to $25,000 for heavy SUVs, taxpayers can still get a substantial first-year
write-off because the rules that limit the amount of annual depreciation that can be deducted on
passenger automobiles do not apply to heavy SUVs (those with a gross or loaded vehicle weight of
over 6,000 pounds and built on a truck chassis). Thus, heavy SUVs are eligible for regular depreciation
allowances, on top of the $25,000 that is allowed to be expensed.

Let's say that you bought a heavy SUV that costs $70,000 in June 2006 and used it 100% for business
driving. Assuming the SUV qualified, you would be allowed a $25,000 Sec. 179 election deduction. In
addition, you would be able to take normal depreciation on the balance of the purchase price, $45,000
($70,000 - $25,000) at 20%, which results in an additional $9,000. Thus, the first-year deduction for
the SUV is $34,000. If the SUV is used partially for business and partially for personal purposes, the
deduction will be prorated.

As you can see, purchasing an SUV for business purposes can still yield a substantial deduction. There
are other limitations applicable to the Sec. 179 deduction and business-use percentage of the vehicle.
Please call if you are contemplating such a purchase, so that we may determine what the tax benefit
will be for your specific circumstances.

The Cost of
Business Travel
With Your Spouse

hen it comes to deducting a spouse’s
Wtravel costs for business, the rules are

very restrictive. Generally, you cannot
deduct the spouse’s travel costs unless the spouse

is a bona fide employee of the business. This
requirement prevents deductibility in most cases.

Even if your spouse is an employee, his or her
presence must be for a bona fide business purpose.
Generally, a spouse’s presence must be “necessary”
to meet the bona fide purpose test and just being
“helpful” does not meet the requirement. Being
there for goodwill purposes, such as serving as a
hostess, is generally insufficient to satisfy a business
purpose. An exception to that rule would be if your
spouse's presence is necessary to care for a serious
medical condition that you have.

If your spouse’s presence does meet the bona fide
business purpose rule, then the normal deductions
for business travel away from home can be
claimed. These include the costs of transportation,
meals and lodging, and incidental costs such as dry
cleaning, phone calls, etc.

But all is not lost if your spouse does not meet
the qualifications. You may still be able to deduct
a substantial portion of the trip's costs. This is
because the rules don't require you to allocate
50% of your travel costs to your spouse. You need
only allocate to him or her any additional costs
that are incurred. For example, the single rate

for a room is not so different from the cost for
double occupancy. If you were driving, no allocation
would be required because the cost would be

fully deductible even if your spouse did not
accompany you. If you used public transportation,
only your cost would be deductible. Any meals and
separate costs incurred by your spouse would not
be deductible.






