Federal Tax Deduction Advice for Your Nonprofit Volunteers

True, we're probably not talking about big bucks, since there's no tax deduction for the very thing these volunteers contribute the most of -- their time. However, on the "every penny counts" theory, here's what the IRS will allow volunteers at nonprofits to add to their list of deductions:

    * Car and transportation expenses. Volunteers might need to get back and forth from home to your office, or to meetings or other sites (such as a special event or to deliver food to a homebound AIDS patient). If driving, they can choose between deducting gas and oil, or mileage at the standard rate of 14 cents per mile. As Stephen Fishman advises in Lower Taxes in 7 Easy Steps, however, "Given the cost of gasoline today, the 14 cent per mile limit is absurdly low, so you'd be better off keeping track of your actual driving expenses." Volunteers can also add in parking fees and tolls. But they can't claim general car repair and maintenance expenses, depreciation, registration fees, or the costs of tires or insurance. The public transport-minded can, of course, deduct subway, bus, or taxi fare.

    * Travel expenses. In cases where the volunteer is away from home performing services -- perhaps attending a convention or board meeting, taking underprivileged kids on a camping trip, or monitoring environmental destruction -- they can deduct their related expenses, such as airfare and other transportation, accommodations, and meals. However, there are important limitations on this one: The volunteer must gain no significant personal pleasure, recreation, or vacation in the travel. (Going on a fun trip and refusing to enjoy it probably won't make it deductible, either.) And the volunteer must really be working -- tagging along on an outing while performing nominal duties, or even no duties for significant parts of the trip, won't cut it.

    * Other out-of-pocket expenses. For example, board members might deduct unreimbursed phone, postage, and copying charges associated with preparing for meetings. I can deduct the dog treats that I'm asked to provide in order to help train dogs while walking them.

    * The aforementioned uniforms. This includes both their cost and their upkeep, so long as they're not suitable for everyday use (i.e. a T-shirt with a logo won't fly). Also, your organization must require the volunteers to wear the uniforms while performing services.

Some limitations apply to all deductions associated with volunteering. Volunteers must be itemizing their deductions to take advantage of this (so people who fill out a 1040EZ won't get any benefit). Volunteers cannot double-dip by claiming expenses for which the nonprofit already reimbursed them. The expenses must be directly related to the volunteers' work, and incurred only because of that work. They can't be personal, family, or living expenses (such as meals for children while they accompany the volunteer to a convention). And volunteers must keep reliable written records of the expenses.

Of course, in alerting volunteers to their potential tax deductions, you don't want to get into the business of giving personalized tax advice. For more information, suggest that they see IRS Publication 526, Charitable Contributions, or talk to a financial adviser. Tax-preparation software programs also provide guidance on this deduction.

Tax Deduction for Charity Donations

Contributions to churches and non-profits are tax-deductible

By William Perez, About.com

Donations to charity are tax deductible expenses. These donations can reduce your taxable income and lower your tax bill. Not everyone will be able to deduct their charitable contributions, however. You will need to itemize your tax deductions in order to claim any charity.

    "You may deduct charitable contributions of money or property made to qualified organizations if you itemize your deductions." (IRS Publication 78)

Where to Claim the Charity Deduction

You claim your tax deduction on Form 1040, Schedule A. For 2007, this is found on Lines 16 through 19 on Schedule A (PDF).

Rules for Claiming the Charitable Contribution Deduction

Your gift of cash or property must meet certain criteria in order to be tax-deductible.

    * You must actually donate cash or property. A pledge or promise to donate is not deductible until you actually pay.

    * You must contribute to a qualified tax-exempt organization. Charities will let you know if they have received their 501(c)(3) tax-exempt status. Some organizations are not required to obtain 501(c)(3) status from the IRS. These include churches and other religious organizations.

    * You must be able to itemize. Giving to charity is a great tax planning strategy, but it only works for people who are eligible to itemize their deductions.

    * You must meet record keeping requirements. This includes saving canceled checks, acknowledgment letters from the charity, and appraisals for donated property.

Keeping Records of Your Charity

Taxpayers are required to keep excellent records of their charitable contributions. Under the Pension Protection Act of 2006, you must keep written records of all cash donations. Donations of $250 or more will not be allowed as a tax deduction unless you have supporting documentation. Your records must indicate the name of the charitable organization, the date of your contribution, and the amount your contribution. This new record keeping requirement took effect beginning with the 2007 tax year.

Non-Cash Contributions of Property

Contributions of property (other than cash) are subject to strict record keeping and substantiation rules. You must be able to substantiate the fair market value of the goods or property you donated, plus keep any written acknowledgments you receive from the charity.

Fair Market Value of Contributed Property

You must make an assessment of the fair market value of the property you contribute.

Non-Cash Contributions Totalling More Than $500

You must attach IRS Form 8283 if your total non-cash contributions exceeds $500.

Car Contributions: Must Have Written Acknowledgement

If you contribute a car, truck, boat, airplane, or other vehicle, and the vehicle is worth more than $500, you must received a written acknowledgement from the non-profit before you can claim a tax deduction.

Non-Cash Contributions over $5,000: Must Have Written Appraisal

If you contribute property worth more than $5,000, you must obtain a written appraisal of the property's fair market value.

Limits on the Charitable Contribution Deduction

Your charitable contribution tax deduction may be limited. There are limits specific to charitable contributions, and there are general limits on itemized deductions.

50%, 30%, and 20% Limits on Charitable Contributions

    * Generally, you can deduct cash contributions in full up to 50% of your adjusted gross income.

    * Generally, you can deduct property contributions in full up to 30% of your adjusted gross income.

    * Generally, you can deduct contributions of appreciated capital gains assets in full up to 20% of your adjusted gross income.

Charitable contributions in excess of these limits can be carried over to the following tax year. The excess contributions can be carried over for a maximum of five years.

Not Tax Deductible

Contributions are not tax deductible if given to any of the following:

    * Political parties, political campaigns, or political action committees.

    * Contributions given to individual people.

    * Fees or dues paid to professional associations.

    * Contributions to labor unions, chambers of commerce, or business associations.

    * Contributions to for-profit schools and hospitals.

    * Contributions to foreign governments.

    * Fines or penalties paid to local or state governments.

    * The value of your time for services rendered to a non-profit.

IRS Resources:

    * Publication 526, Charitable Contributions

    * Instructions for Form 8283, Noncash Charitable Contributions

    * Form 8283, Noncash Charitable Contributions (PDF)

    * Instructions for Schedule A

    * Schedule A (PDF)

    * Form 1040 (PDF)

What's New

Clothing and household items.   You cannot claim a deduction for clothing or household items you donate after August 17, 2006, unless the clothing or household items are in good used condition or better. See Clothing and household items on page 3 for an exception.

Taxidermy property.   Deductions for contributions of certain taxidermy property after July 25, 2006, are limited. See page 2.

Easements on buildings in historic districts.   New requirements apply to contributions of certain easements on buildings in registered historic districts. These requirements include a new $500 filing fee that must be paid for each contribution of this type after February 12, 2007, if the claimed deduction is more than $10,000. See page 3.

Appraisers.   New requirements apply to appraisals and appraisers. See Appraisal Requirements on page 5 and the Part III instructions on page 6. Also, any appraiser who prepares an incorrect appraisal may have to pay the new penalty under section 6695A. See Form 8283, Section B, Part III.

Recapture of certain deductions.   Part of the deduction for certain contributions of tangible personal property donated after September 1, 2006, will be recaptured, or the amount of the deduction limited, if the recipient organization sells the property within 3 years and does not certify its exempt use. See page 2 and the Note that begins on page 6.

Purpose of Form

Use Form 8283 to report information about noncash charitable contributions.

Do not use Form 8283 to report out-of-pocket expenses for volunteer work or amounts you gave by check or credit card. Treat these items as cash contributions. Also, do not use Form 8283 to figure your charitable contribution deduction. For details on how to figure the amount of the deduction, see your tax return instructions.

Who Must File

You must file Form 8283 if the amount of your deduction for all noncash gifts is more than $500. For this purpose, “amount of your deduction” means your deduction before applying any income limits that could result in a carryover. The carryover rules are explained in Pub. 526, Charitable Contributions. Make any required reductions to fair market value (FMV) before you determine if you must file Form 8283. See Fair Market Value (FMV) beginning on page 2.

Form 8283 is filed by individuals, partnerships, and corporations.

Note.

C corporations, other than personal service corporations and closely held corporations, must file Form 8283 only if the amount claimed as a deduction is more than $5,000.

Partnerships and S corporations.   A partnership or S corporation that claims a deduction for noncash gifts of more than $500 must file Form 8283 with Form 1065, 1065-B, or 1120S.

   If the total deduction for any item or group of similar items is more than $5,000, the partnership or S corporation must complete Section B of Form 8283 even if the amount allocated to each partner or shareholder is $5,000 or less.

The partnership or S corporation must give a completed copy of Form 8283 to each partner or shareholder receiving an allocation of the contribution deduction shown in Section B of the Form 8283 of the partnership or S corporation.

Partners and shareholders.   The partnership or S corporation will provide information about your share of the contribution on your Schedule K-1 (Form 1065 or 1120S). If you received a copy of Form 8283 from the partnership or S corporation, attach a copy to your tax return. Use the amount shown on your Schedule K-1, not the amount shown on the Form 8283, to figure your deduction.

If the partnership or S corporation is not required to give you a copy of its Form 8283, combine the amount of noncash contributions shown on your Schedule K-1 with your other noncash contributions to see if you must file Form 8283. If you need to file Form 8283, you do not have to complete all the information requested in Section A for your share of the partnership's or S corporation's contributions. Complete only column (g) of line 1 with your share of the contribution and enter “From Schedule K-1 (Form 1065 or 1120S)” across columns (c)-(f).

When To File

File Form 8283 with your tax return for the year you contribute the property and first claim a deduction.

Which Sections To Complete

If you must file Form 8283, you may have to complete Section A, Section B, or both, depending on the type of property donated and the amount claimed as a deduction.

Section A.   Include in Section A only the following items.

1.  Items (or groups of similar items as defined on page 2) for which you claimed a deduction of $5,000 or less per item (or group of similar items).

2.  The following publicly traded securities even if the deduction is more than $5,000:

1.  Securities listed on an exchange in which quotations are published daily,

2.  Securities regularly traded in national or regional over-the-counter markets for which         published quotations are available, or

3.  Securities that are shares of a mutual fund for which quotations are published on a daily basis in a newspaper of general circulation throughout the United States.

Section B.   Include in Section B only items (or groups of similar items) for which you claimed a deduction of more than $5,000. Do not include publicly traded securities reportable in Section A. With certain exceptions, items reportable in Section B require a written appraisal by a qualified appraiser.

Similar Items of Property

Similar items of property are items of the same generic category or type, such as coin collections, paintings, books, clothing, jewelry, nonpublicly traded stock, land, or buildings.

Example.

You claimed a deduction of $400 for clothing, $7,000 for publicly traded securities (quotations published daily), and $6,000 for a collection of 15 books ($400 each). Report the clothing and securities in Section A and the books (a group of similar items) in Section B.

Special Rule for Certain C Corporations

A special rule applies for deductions taken by certain C corporations under section 170(e)(3) or (4) for certain contributions of inventory or scientific equipment.

To determine if you must file Form 8283 or which section to complete, use the difference between the amount you claimed as a deduction and the amount you would have claimed as cost of goods sold (COGS) had you sold the property instead. This rule is only for purposes of Form 8283. It does not change the amount or method of figuring your contribution deduction.

If you do not have to file Form 8283 because of this rule, you must attach a statement to your tax return (similar to the one in the example below). Also, attach a statement if you must complete Section A, instead of Section B, because of this rule.

Example.

You donated clothing from your inventory for the care of the needy. The clothing cost you $5,000 and your claimed charitable deduction is $8,000. Complete Section A instead of Section B because the difference between the amount you claimed as a charitable deduction and the amount that would have been your COGS deduction is $3,000 ($8,000 - $5,000). Attach a statement to Form 8283 similar to the following:

Form 8283—Inventory

Contribution deduction 
$8,000 
 

COGS (if sold, not donated) 
- 5,000 
 

For Form 8283 filing purposes 
=$3,000 
 

Fair Market Value (FMV)

Although the amount of your deduction determines if you have to file Form 8283, you also need to have information about the FMV of your contribution to complete the form.

FMV is the price a willing, knowledgeable buyer would pay a willing, knowledgeable seller when neither has to buy or sell.

You may not always be able to deduct the FMV of your contribution. Depending on the type of property donated, you may have to reduce the FMV to figure the deductible amount, as explained next.

Reductions to FMV.   The amount of the reduction (if any) depends on whether the property is ordinary income property or capital gain property. Attach a statement to your tax return showing how you figured the reduction.

Ordinary income property.   Ordinary income property is property that would result in ordinary income or short-term capital gain if it were sold at its FMV on the date it was contributed. Examples of ordinary income property are inventory, works of art created by the donor, and capital assets held for 1 year or less. The deduction for a gift of ordinary income property is limited to the FMV minus the amount that would be ordinary income or short-term capital gain if the property were sold.

Capital gain property.   Capital gain property is property that would result in long-term capital gain if it were sold at its FMV on the date it was contributed. For purposes of figuring your charitable contribution, capital gain property also includes certain real property and depreciable property used in your trade or business and, generally, held more than 1 year. However, to the extent of any gain from the property that must be recaptured as ordinary income under section 1245, section 1250, or any other Code provision, the property is treated as ordinary income property.

  You usually may deduct gifts of capital gain property at their FMV. However, you must reduce the FMV by the amount of any appreciation if any of the following apply.

· The capital gain property is contributed to certain private nonoperating foundations. This rule does not apply to qualified appreciated stock.

· You choose the 50% limit instead of the special 30% limit for capital gain property.

· The contributed property is intellectual property (as defined on page 3).

· The contributed property is certain taxidermy property donated after July 25, 2006.

· The contributed property is tangible personal property that is put to an unrelated use (as defined in Pub. 526) by the charity.
· The contributed property is certain tangible personal property donated after September 1, 2006, with a claimed value of more than $5,000 and is sold, exchanged, or otherwise disposed of by the charity during the year in which you made the contribution, and the charity has not made the required certification of exempt use (such as on Form 8282, Part IV).

Qualified conservation contribution.   A qualified conservation contribution is a donation of a qualified real property interest, such as an easement, exclusively for certain conservation purposes. The donee must be a qualified organization as defined in section 170(h)(3) and must have the resources to be able to monitor and enforce the conservation easement or other conservation restrictions. To enable the organization to do this, you must give it documents, such as maps and photographs, that establish the condition of the property at the time of the gift.

  If the donation has no material effect on the real property's FMV, or enhances rather than reduces its FMV, no deduction is allowable. For example, little or no deduction may be allowed if the property's use is already restricted, such as by zoning or other law or contract, and the donation does not further restrict how the property can be used.

  The FMV of a conservation easement cannot be determined by applying a standard percentage to the FMV of the underlying property. The best evidence of the FMV of an easement is the sales price of a comparable easement. If there are no comparable sales, the before and after method may be used.

 Attach a statement that:

· Identifies the conservation purposes furthered by your donation,

· Shows, if before and after valuation is used, the FMV of the underlying property before and after the gift,

· States whether you made the donation in order to get a permit or other approval from a local or other governing authority and whether the donation was required by a contract, and

· If you or a related person has any interest in other property nearby, describes that interest.

· If an appraisal is required, it must include the method of valuation (such as the income approach or the market data approach) and the specific basis for the valuation (such as specific comparable sales transactions).

Easements on buildings in historic districts.   You cannot claim a deduction for this type of contribution made after July 25, 2006, unless the contributed interest includes restrictions preserving the entire exterior of the building (including front, sides, rear, and height) and prohibiting any change to the exterior of the building inconsistent with its historical character. If you claim a deduction for this type of contribution in a tax year beginning after August 17, 2006, you must include with your return:

· A qualified appraisal,

· Photographs of the entire exterior of the building, and

· A description of all restrictions on the development of the building.

If you donate this type of property after February 12, 2007, and claim a deduction of more than $10,000, your deduction will not be allowed unless you pay a $500 filing fee. See Form 8283-V and its instructions (available by March 2007).

For more information about qualified conservation contributions, see Pub. 526 and Pub. 561, Determining the Value of Donated Property. Also see section 170(h), Regulations section 1.170A-14, and Notice 2004-41. Notice 2004-41, 2004-28 I.R.B. 31, is available at

www.irs.gov/irb/2004-28_IRB/ar09.html.

Intellectual property.   The FMV of intellectual property must be reduced to figure the amount of your deduction, as explained on page 2. Intellectual property means a patent, copyright (other than a copyright described in section 1221(a)(3) or 1231(b)(1)(C)), trademark, trade name, trade secret, know-how, software (other than software described in section 197(e)(3)(A)(i)), or similar property, or applications or registrations of such property.

  However, you may be able to claim additional charitable contribution deductions in the year of the contribution and later years based on a percentage of the donee's net income, if any, from the property. The amount of the donee's net income from the property will be reported to you on Form 8899, Notice of Income From Donated Intellectual Property. See Pub. 526 for details.

Clothing and household items.    The FMV of used household items and clothing is usually much lower than when new. A good measure of value might be the price that buyers of these used items actually pay in consignment or thrift shops. You can also review classified ads in the newspaper or on the Internet to see what similar products sell for.

You cannot claim a deduction for clothing or household items you donate after August 17, 2006, unless the clothing or household items are in good used condition or better. However, you can claim a deduction for a contribution of an item of clothing or household item that is not in good used condition or better if you deduct more than $500 for it and include a qualified appraisal of it with your return.

Qualified Vehicle Donations

A qualified vehicle is any motor vehicle manufactured primarily for use on public streets, roads, and highways; a boat; or an airplane. However, property held by the donor primarily for sale to customers, such as inventory of a car dealer, is not a qualified vehicle.

If you donate a qualified vehicle with a claimed value of more than $500, you cannot claim a deduction unless you attach to your return a copy of the contemporaneous written acknowledgment you received from the donee organization. The donee organization may use Copy B of Form 1098-C as the acknowledgment. An acknowledgment is considered contemporaneous if the donee organization furnishes it to you no later than 30 days after the:

· Date of the sale, if the vehicle was sold in an arm's length transaction to an unrelated party, or

· Date of the contribution, if the vehicle will not be sold by the donee organization before completion of a material improvement or significant intervening use, or the vehicle will be given or sold to a needy individual for a price significantly below FMV in direct furtherance of the organization's charitable purpose of relieving the poor and distressed or underprivileged who are in need of a means of transportation.

For a donated vehicle with a claimed value of more than $500, you can deduct the smaller of the vehicle's FMV on the date of the contribution or the gross proceeds received from the sale of the vehicle, unless an exception applies as explained below. Form 1098-C (or other acknowledgment) will show the gross proceeds from the sale if no exception applies. If the FMV of the vehicle was more than your cost or other basis, you may have to reduce the FMV to figure the deductible amount, as described under Reductions to FMV on page 2.

If any of the following exceptions apply, your deduction is not limited to the gross proceeds received from the sale. Instead, you generally can deduct the vehicle's FMV on the date of the contribution if the donee organization:

· Makes a significant intervening use of the vehicle before transferring it,

· Makes a material improvement to the vehicle before transferring it, or
Gives or sells the vehicle to a needy individual for a price significantly below FMV in direct furtherance of the organization's charitable purpose of relieving the poor and distressed or underprivileged who are in need of a means of transportation.

Form 1098-C (or other acknowledgment) will show if any of these exceptions apply. If the FMV of the vehicle was more than your cost or other basis, you may have to reduce the FMV to figure the deductible amount, as described under Reductions to FMV on page 2.

Determining FMV.   A used car guide may be a good starting point for finding the FMV of your vehicle. These guides, published by commercial firms and trade organizations, contain vehicle sale prices for recent model years. The guides are sometimes available from public libraries or from a loan officer at a bank, credit union, or finance company. You can also find used car pricing information on the Internet.

  An acceptable measure of the FMV of a donated vehicle is an amount not in excess of the price listed in a used vehicle pricing guide for a private party sale of a similar vehicle. However, the FMV may be less than that amount if the vehicle has engine trouble, body damage, high mileage, or any type of excessive wear. The FMV of a donated vehicle is the same as the price listed in a used vehicle pricing guide for a private party sale only if the guide lists a sales price for a vehicle that is the same make, model, and year, sold in the same area, in the same condition, with the same or similar options or accessories, and with the same or similar warranties as the donated vehicle.

Example.

Neal donates his 1982 DeLorean DMC-12, which he bought new for $25,000. A used vehicle pricing guide shows the FMV for his car is $9,950. Neal receives a Form 1098-C showing the car was sold for $7,000. Neal can deduct $7,000 and must attach Form 1098-C to his return.

More information.   For details, see Pub. 526 or Notice 2005-44. Notice 2005-44, 2005-25 I.R.B. 1287, is available at www.irs.gov/irb/2005-25_IRB/ar09.html.

ACTORS, DIRECTORS, & PERFORMERS

By Peter Jason Riley, CPA

Actors, performing artists and taxes don’t seem to mix very well. Taxes and administrating their business are often last on the list of concerns for the actors and performers. The artistic temperament simply does not interface well with the exacting rule-filled world of federal and state taxation. Many performers tend to avoid the whole matter and consequently leave themselves vulnerable to bad advice. The secret to overcoming this phobia is to develop an understanding of the mechanisms of the tax code and some simple, effective ways of complying with this onerous task. I often use the analogy that you may not need to know how to fix your car but it is helpful to know how it basically works. In so doing you will pay less in taxes and you will be less likely to fall prey to erroneous tax information and disreputable advisors.

Many working performers are considered "self-employed" in regard to filing their taxes. In a legal and taxpaying sense this means that your "business" as a performer and you as an individual taxpayer are one and the same. There is no legal separation such as one would have in a corporation or other legal entity. In this case the performer will file a "Schedule C" as part of their regular 1040 income tax form (this is where you report all the 1099’s you received last year). The performer may also file form 8829 for the home office deduction and will be required to pay self-employment tax (Schedule SE) on their net income (profit) as well as federal income tax. All these forms are part of the year-end 1040 income tax filing. The self-employed performer will also usually be required to pay estimated quarterly taxes on Form 1040-ES (if the tax liability is to exceed $1,000). The performer may also have extensive W-2 income (this is the case with Equity actors) that will often have extensive expenses that will be deducted on Federal Form 2106. This means that a performer with BOTH W-2 and self-employment income will have to separate or allocate expenses between the 2 types of income:

Employment 
Self-employment

Income from W-2 Form 
Income from Form 1099-MISC

Expenses found on Form 2106,

Employee Business Expenses 
Expenses found on Schedule C

Because the tax deductions are reported on 2 different tax forms the performer with both professional income reported on form W-2 and the 1099 would HAVE to allocate the expenses between the 2 types of income.

What is a Deductible Expense? The goal is first and foremost to lower your taxes! The musician/performer has a number of tax deductions that are unique. In the balance of this article we will try to break them down to their component parts to make the issues understandable. For the IRS, all deductible business expenses are those that are:

   1. Incurred in connection with your trade, business, or profession

   2. Must be "ordinary" and "necessary"

   3. Must "NOT be lavish or extravagant under the circumstances" 

It does not take much analysis to see that these guidelines are not an exacting science. Al Pacino’s stay at the Four Season’s Hotel in Boston might for many other actors be considered "lavish and extravagant" by the IRS. Mr. Pacino can no doubt justify the expense due to his need for security and privacy that most actors would not need. As you can see, there is plenty of space for interpretation between the cracks here. These are the types of questions that can arise on audits ­ so be prepared.

The performer has a bag of basic expenses that easily fit the above criteria: travel (hotel, meals, etc.), vehicle and transportation, equipment, supplies, wardrobe, home office expenses, legal and professional fees, video costs, agent fees, promotional expenses, etc (see our list). Let’s review some of the more complex and contentious deduction areas, but first let’s discuss income.

Income for the Performer Income for the performer is: all payments for performances, guest appearances, income from teaching, voice over work, film and video work, directing, choreography, etc. regardless of whether you receive a 1099 or W-2 at year-end. It is a common misconception that if you do not get tax forms at year-end then it is not reportable income. This is untrue. If you have income in any form (including barters and free products from endorsements), it is required to be reported on your 1040. The form 1099-MISC tax form is supposed to be filed on any payments made to an individual for services amounting to more than $600 in any calendar year. When you are paid as an employee on a W-2, the employer withholds federal, state and local (if applicable) income tax as well as the FICA taxes, Social Security and Medicare.

Travel & Meals The performer is allowed to deduct all expenses associated with overnight travel. These include meals (only 50% deductible), hotel & lodging, reasonable tips, dry-cleaning, phone calls home, etc. Overnight travel is roughly defined by the IRS as travel that is far enough away from home so as to make it inconvenient to return home at night. Travel could include expenses related to performances, guest appearances, recording sessions, auditions, etc. and will include many of the expenditures made on such trips. The other question often asked is whether or not the travel deduction applies for mixed vacation/business travel. If the trip is primarily business then deductibility will be maintained. For example: a trip to NYC for acting work in an independent film that includes a two-day stopover in Philadelphia on the way home to visit a friend. In this case the entire NYC trip would be deductible but the expenses related to the Philadelphia stopover would not be. Since maintaining receipts on the road is difficult, consider using the IRS "meal allowance" for deducting meals when traveling. This "meal allowance" (adjusted annually by the IRS) ranges from $39 to $64 per day depending on the location (see www.gsa.gov for current rates). In practice this means that receipts for meals are not required as long as the travel itself can be substantiated. This "allowance" includes all three meals and incidental expenses for the day. Travel for spouses or dependents are not allowed unless they are employees or part of the performer’s business.

Meals are deductible (remember, only 50%) as part of the overnight travel. They are also allowed as a separate (non-travel) deduction when they meet the criteria of "ordinary, necessary and business related." This means that the meal must include direct business discussions. This can mean lunch or dinner meetings with agents, fellow actors or performers, directors, film & video producers, record producers, etc. If a direct business purpose were documented then the deduction would be allowed. These meals could include discussions on schedules, music arrangements, possible future acting or directing work, recording dates, meetings with lawyers or accountants and production or film companies. The best place to keep records for these expenses is in an appointment book. Log into your book who was present, and briefly the nature and substance of the discussion. I often suggest that you keep a copy of the person’s business card as further substantiation.

A question often asked is whether the artist has any tax deductions if the employer covers or reimburses the artist for all expenses. The answer to this question centers on what type of expense plan the employer operates. There are two basic plans the IRS allows:

   1. Accountable Plan - If the employer has what is called an "accountable plan" the artist will typically not have any tax-deductible costs. In this scenario the performer is typically reimbursed using the US Government per diem allowances or the performer submits all receipts and details on an expense report (or similar document) and then the employer reimburses the artist directly for all the costs. Sometimes the employer will pay things such as hotel, etc directly. In an accountable plan the performer will have not have any tax deductions if all the costs are being covered by the employer. What if your employer would have covered a particular expense, but you forgot to submit it, can you deduct the expense? Absolutely not! For example, say a performer notices when he or she is doing his tax returns that he or she had forgotten to submit a hotel bill to an employer he or she was employed with during the year. If the contract clearly states that all living expenses would be covered (the IRS will review these contracts if they audit him), he or she will not be able to deduct it even if they are past the point of getting reimbursed by the employer. This hotel bill becomes what I call a tax orphan that nobody gets to deduct!

   2. Non-Accountable Plan - The second type of plan is called a "non-accountable plan." In this system the employer simply gives the performer a flat amount added to wages on the W-2 to "cover" expenses. In this system the performer would be able to deduct all allowable expenses incurred. 

Automobile & Vehicle Expenses The use of your automobile is probably one of the most common and largest deductions for performers. The automobile use expense can be taken in two ways. The first method is by using the IRS "standard mileage allowance." In 2008, this annually defined allowance is 50.5 cents a mil through 6/30 and 58.5 cents thereafter (55 cents in 2009). To take this deduction you do not need receipts, only records that show the distances driven and the business purpose of the trips. These would include travel to performances, trips to the store picking up equipment and supplies, rehearsals, acting jobs, directing jobs, performances (both as player and observer), etc. The best tool for tracking and calculating this expense is your appointment book or calendar. If your calendar has a record of rehearsals and performances it can be used as a tool to estimate your mileage deduction (odometer readings are appreciated by IRS but NOT required). The second method is to write off direct expenses. In this method you actually depreciate the cost of the vehicle (over 5 years) and then tally up gas slips, repairs, insurance, etc and use that amount as a basis for your expense. This method requires more work and organization. If you were writing off a tour bus, cube van or other larger vehicle, the second method would be preferred. In my practice I often find the mileage allowance method generally yields the highest deduction for straight automobile use. In any case the IRS allows the taxpayer to calculate the best method year by year and take the one that yields the highest deduction (within limits).

Equipment Equipment purchased is generally "depreciated" and written off over 5 or 7 years on Form 4562. Depreciation is a technique for expensing or writing off purchases that have a useful life of greater than one year. In other words, a notebook computer is intrinsically different in nature than office supplies. Expenses such as dues, promotional photos, scripts, music books, CD’s & tapes, videos & DVDs, etc. will be written off (or deducted) in the year of purchase. Most equipment is written off in five to seven years. These "depreciable lives" are defined in the IRS code. The main tax strategy when it comes to depreciation is the use of what is often called "the section 179 election." The IRS allows taxpayers to "expense" up to $250K of equipment in 2008 ($133K in 2009). In this case the performer is allowed to write-off his or her $2,000 Powerbook® computer in one year rather than wait five years to do it. Remember, this "section 179 expensing election" only accelerates the deduction into one year; in either method the artist is able to write-off (depreciate) the full cost of the purchase.

The Home Office or Studio The home office has been a contentious subject in my profession for a number of years. With recent legislation the home office has finally returned to its rightful place as an allowable deduction for many performers. In fact, a recent tax court case helped seal this fact. If you use a room (or rooms) in your home exclusively for your business you will probably qualify for the home office. The use of the room can be as a rehearsal space, storage area for equipment, teaching space, rehearsal area, storage of scripts and library material, home recording and/or video studio, record keeping for the business, marketing, etc. The home office is a fairly straightforward deduction to calculate on form 8829. It simply utilizes a formula based on the square footage of the business portion (the home office) of your home vs. the total square footage of the house or apartment and applies that percentage to all associated costs. The costs could include apartment rent, mortgage interest, real estate taxes, condo fees, utilities, insurance, repairs, etc. Other rules that come into play here include the "exclusive use" requirement. This rule states that the home office must be used only for the business ­ no "mixed use" allowed. In other words the home office cannot be part of a larger room such as the living room unless the business part is partitioned off in some way. The home office can be a powerful write-off as it allows the musician to deduct a part of what were non-deductible personal expenses.

Other Unique Deductions Performers and actors have other unique deductions that are considered personal for most other taxpayers. These include concert tickets, CD’s, stage makeup and wardrobe, lessons & classes, videos & DVDs, etc. Remember not to get greedy on items like concert tickets, shows and CDs. The IRS loves to attack deductions such as these. But they are allowed since performers must keep up with trends in their profession. Most tax preparers call it "research," but be prepared to justify it. In any case do not deduct EVERY concert or show you attend in the year; they can’t all be "research," some must be for personal enjoyment. This also holds true for videos and CDs, some purchases must be for personal pleasure alone.

Finally…

Remember that this outline is not intended to be the whole story. For more information please purchase our newly updated 2nd Edition book "The New Tax Guide for Writers, Artists, Performers, & Other Creative People"" which contains more information as well as dozens of real life tax situations for the performer. The Federal Tax Code is very complicated and your specific applications should be reviewed with a tax professional before filing your taxes. The actor and performer are unique in the world of taxes. When you are shopping for a tax preparer please make sure they have some experience in taxation for performers. Also, organize your numbers using our attached worksheets (and bring along this article), it will make the process easier and cheaper and will help you maximize your deductions. Ask your preparer about other tax saving strategies for self-employed individuals such as retirement plans, health insurance and deduction timing. For more information please purchase our book "The New Tax Guide for Artists of Every Persuasion" which contains more information as well as dozens of real life tax situations for the performer.

© Peter Jason Riley, CPA
Advertising and Promotion Expenses (Self-employed)

Books and Publications

    * Books, trade journals, newspapers and publications for your trade or profession

Dues and Fees:

    * Dues to a professional organization for people in your profession

    * Union dues, initiation fees, and assessments for benefit payments to unemployed union members.

    * Regulatory fees for your profession

    * Dues to chambers of commerce and similar organizations if the membership helps you carry out your job duties (see exceptions).

    * Licenses paid to state or local governments

Education and Research

    * Educational expenses related to your present work that maintains or improves your skills.

    * Research expenses

Equipment and Supplies

    * Business use of computer.  Employees:  Must be for the convenience of your employer and required as a condition of your employment.

    * Supplies and tools you use in your work

Home Office

    * Expenses for an office in your home IF part of the home is used regularly and exclusively for your work.  Employees:  the use of your home office must also be for the convenience of your employer. 

    * For more information, see IRS Publication 587

Internet

    * Employees:  Must be for the convenience of your employer and required as a condition of your employment.

Job hunting expenses (Employees)

To deduct job hunting expenses, you must be looking for a job in your present line of work (i.e., you’re not changing professions or looking for your first job).  Expenses include: 

    * Resume preparation (drafting, typing, printing, mailing, faxing)

    * Employment agency fees

    * Executive recruiters’ fees

    * Portfolio preparation costs

    * Career counseling to assist you in improving your position

    * Legal and accounting fees you pay in connection with employment contract negotiations and preparation

    * Advertising

    * Transportation costs to job interviews

    * Long distance calls to prospective employers

    * Newspapers you purchase to read the employment ads

    * Other business publications you purchase to read the employment ads

    * Half of your meals you pay for that are directly related to your job search

    * If you take a trip away from home to look for a new job, your expenses for traveling, lodging, meals (50% of the cost), etc. are deductible only if the primary purpose of your trip is to look for a job. To substantiate the purpose of your trip, keep a daily log of your interviews, application efforts, etc.

Meals and Entertainment

    * Meals and Entertaining costs (only 50% of the cost is deductible).  Keep a record of the date, place, amount of expenses, people present, business purpose, and business discussed.  Also keep receipts for expenses in excess of $75.

    * For more information, see IRS Publication 463

 Telephone Charges

    * Business use of cellular phone

    * Cost of long-distance business calls charged to home phone

    * Separate business telephone (home phone line is not deductible)

Travel and Transportation

    * Traveling costs incurred while away from home on business

    * Traveling costs paid in connection with a temporary work assignment

    * Transportation between your home and a temporary work location if you have no regular place of work but you ordinarily work in the metropolitan area where you live and the temporary work location is outside that area

    * Transportation between your home and a temporary work location if you have at least one regular workplace for this employment. It doesn’t matter how far away the temporary location is in this case.

    * Transportation from one job to another if you work two places in one day

    * If you are self-employed and your home is your principal place of business, all business travel is deductible.

    * For more information, see IRS Publication 463

Uniforms and Gear

    * Protective clothing and gear

    * Uniforms (except if you’re full-time active duty in the armed forces)

    * Dry cleaning costs for your uniforms or protective clothing (not for your everyday clothing, though)

    * Specialized clothing designed for your job, as long as it's not suitable for everyday wear

    * Safety equipment, such as hard hats, safety glasses, safety boots, and gloves

Miscellaneous

    * Gifts, but only up to $25 per recipient

    * Passport for business travel

    * Postage

    * Office supplies

    * Printing and copying

    * Legal and professional services (tax preparation fee)

    * Medical exams required by your employer

    * Occupational taxes if they’re charged at a flat rate by your city or other local government for the privilege of working in that area

    * Business liability insurance premiums

    * Job dismissal insurance premiums

    * Damages you pay to a former employer for a breach of employment contract

    * Employee contributions to state disability funds

Self-Employed Only

    * Interest on business loans

    * Self-Employed health insurance (partial)

    * Commissions and fees

    * Business insurance

    * Keogh or SEP contributions

    * Rental of business property

    * Office rent and utilities

    * Repairs and maintenance

    * Business taxes and licenses

