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Vehicles — Business Use

Beginning in 2018, employee business expenses are no
longer deductible. The deduction for business auto ex-
penses generally applies only to self-employed persons.
Exceptions exist for Armed Forces reservists, qualified
performing artists, and fee-basis state or local govern-
ment officials. Reimbursements under accountable plans
are still allowed.

If you use your car or truck in your business, you may be
able to deduct the costs of operating and maintaining
your vehicle.You also may be able to deduct other costs
of local transportation and traveling away from home
overnight on business. If you use your car or truck for
business purposes, you can deduct expenses using ei-
ther the standard mileage rate or actual expenses.

Note: You must claim the standard mileage rate in the
first year if you want the option of claiming the standard
mileage rate in later years.

Local Transportation

Local transportation expenses include the ordinary and

necessary costs of:

¢ Getting from one workplace to another in the course
of your business when you are traveling within the
city or general area that is your tax home.

* Visiting clients or customers.

* Going to a business meeting away from your regular
workplace.

* Business use of a vehicle includes visiting clients or
customers or traveling between a home office and an-
other work location in the same trade or business.

Local business transportation does not include expens-
es you have while traveling away from home overnight.
Those expenses are deductible as travel expenses. How-
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ever, if you use your car while traveling away from home
overnight, use these rules to compute your car expense
deduction.

Tax Home

Generally, your tax home is your regular place of busi-
ness, regardless of where you maintain your family
home. It includes the entire city or general area in which
your business is located.

Generally, you cannot deduct the costs of driving your car
or truck between your home and your main or regular
workplace.These costs are personal commuting expenses.

Office in Home

Your workplace can be your home if you have an office
in your home that qualifies as your principal place of
business. Therefore, daily transportation costs between
home and another work location in the same trade or
business are deductible.

Personal Use

Any use of vehicle not used for business purposes is con-
sidered personal use and is not deductible. If you use a
vehicle for both business and personal use, the percent-
age of use must be allocated.

Example: Billy is a contractor and drives his car 20,000 miles
during the year: 12,000 miles for business use and 8,000 miles
for personal use. Billy can claim only 60% (12,000 + 20,000)
of the cost of operating his car as a business expense.

Standard Mileage Rate

Using the standard mileage rate eliminates the need to
keep track of actual costs.



Vehicles —
Business Use

For 2020, the standard mileage rate for the cost of oper-
ating your car for business use is 57.5¢ per mile.

Costs Included in the Standard Mileage Rate

The standard mileage rate can be used to replace the actual
cost of depreciation, lease payments, maintenance and re-
pairs, gasoline, oil, insurance, and vehicle registration fees.

Cars for hire. The standard mileage rate can be used
for cars used for hire, such as a taxi, Uber, Lyft, or ride
share. Other rules that limit the use of the standard
mileage rate still apply.

Costs Not Included in the Standard Mileage Rate

In addition to deducting the standard mileage rate, the
business use percentage of the following costs are also
deductible.

* Auto loan interest.

¢ Personal property tax.

e Parking fees and tolls.

Choosing the Standard Mileage Rate

To use the standard mileage rate for a car that is owned
by the taxpayer, it must be used in the first year the car
is available for business. In later years, the taxpayer can
choose between either the standard mileage rate method
or actual expenses. If you use the standard mileage rate,
you cannot also deduct actual car expenses for that year.

Standard Mileage Rate Not Allowed

You cannot use the standard mileage rate if you:

¢ Use five or more cars at the same time (such as in fleet
operations),

* Claimed a depreciation deduction for the car using any
method other than straight line,

¢ Claimed a Section 179 deduction on the car,

¢ Claimed the special depreciation allowance on the
car, or

¢ Claimed actual car expenses for a car you leased.

Five or more cars. If you own or lease five or more cars
that are used for business at the same time, you cannot
use the standard mileage rate for the business use of
any car. However, you may be able to deduct your actual
expenses for operating each of the cars in your business.
You are not using five or more cars for business at the
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same time if you alternate using (use at different times)
the cars for business.

Example: Tony and his employees use his four pickup trucks
in his landscaping business. During the year, he traded in
two of his old trucks for two newer ones. Tony can use the
standard mileage rate for the business mileage of all six of the
trucks he owned during the year.

Example: Maureen owns a car and four vans that are used in
her housecleaning business. Her employees use the vans, and
she uses the car to travel to various customers. Maureen can-
not use the standard mileage rate for the car or the vans. This
is because all five vehicles are used in Maureen’s business at
the same time. She must use actual expenses for all vehicles.

Actual Expense Method

Actual Expenses—Vehicles

* Depreciation e Insurance * 0il * Repairs
e Garagerent e Lease payments e Parking fees e Tires
* Gas e Licenses * Registration fees e Tolls

If the actual expense method is chosen in the first year,
it must be used in all subsequent years until the vehicle
is no longer used for business.

Sales tax paid on the purchase of a car is added to the
basis of the car and deducted through depreciation.

Business percentage. If the actual expense method is
used, calculate the business percentage of vehicle ex-
penses. Keep track of business miles driven for the year
and the total miles driven for the year.

Example: Emily is the sole proprietor of a flower shop. She
drove her van 20,000 miles during the year. 16,000 miles were
for delivering flowers to customers and 4,000 miles were for
personal use. Emily can claim only 80% (16,000 + 20,000) of
the cost of operating her van as a business expense.

Nondeductible expenses. Fines for traffic violations
are never deductible, even if incurred while driving for
business.

Contact Us

There are many events that occur during the year that can affect
your tax situation. Preparation of your tax return involves sum-
marizing transactions and events that occurred during the prior
year. In most situations, treatment is firmly established at the
time the transaction occurs. However, negative tax effects can
be avoided by proper planning. Please contact us in advance
if you have questions about the tax effects of a transaction or
event, including the following:

 Pension or IRA distributions. * Retirement.
e Significant change in income or ¢ Notice from IRS or other

deductions. revenue department.
* Job change. * Divorce or separation.
¢ Marriage. o Self-employment.

o Attainment of age 59% or 72. e Charitable contributions
e Sale or purchase of a business. of property in excess of
e Sale or purchase of a residence $5,000.

or other real estate.
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Deductible Expenses

In order to be a deductible, business expenses for travel,
lodging, and meals must be ordinary and necessary.

An ordinary expense is one that is common and ac-
cepted in your trade or business. A necessary expense
is one that is helpful and appropriate for your business.
An expense does not have to be required to be consid-
ered necessary.

Substantiation for
Travel, Lodging, and Meals

Special rules apply for substantiation of expenses for

travel, lodging, and meals. The taxpayer must maintain

records that include:

* The amount of the expense.

* The time and place of travel.

* The business purpose of the expense.

* The business relationship between the taxpayer and
persons entertained.

Note: For self-employed taxpayers, per diem rates for
meals (standard meal allowance) may be used as a stan-
dard deduction in place of actual receipts. Actual re-
ceipts must be used for lodging.

Traveling exceptions. Documentary evidence is not

needed if any of the following conditions apply.

¢ The expense, other than lodging, is less than $75.

* The taxpayer has a transportation expense for which a
receipt is not readily available.

Travel and Lodging
Travel expenses include the ordinary and necessary ex-
penses incurred by a taxpayer (generally for overnight
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stays) while on temporary travel away from his or her
tax home for business purposes.

Tax home. Generally, your tax home is your regular place
of business, regardless of where you maintain your family
home. It includes the entire city or general area in which
your business is located.

Deductible expenses. Deductible expenses include, but

are not limited to:

* Air, train, bus, or car travel between the taxpayer’s
home and the business destination.

e Use of a car for business use while at the business
destination.

¢ Transportation (including tips) between the airport
or train station and a hotel, between the hotel and a
business location, and between business locations or
customers.

* Meals, lodging, dry cleaning, and laundry, including
tips.

Meals

A deduction for meals is allowed (limited to 50%) if in-
curred while traveling on business or while entertain-
ing a client or customer. The deduction for local meals
is figured by using actual costs while the deduction for
meals while out of town is figured by using actual costs
or the standard meal allowance (per diem rate).

Entertainment. Entertainment expenses are not de-
ductible, even if directly related to your business. En-
tertainment includes entertaining guests at nightclubs,
at social, athletic, and sporting clubs, on yachts, or on
hunting, fishing, vacation, and similar trips.

This brochure contains general information for taxpayers and
should not be relied upon as the only source of authority.
Taxpayers should seek professional tax advice for more information.

Copyright © 2020 Tax Materials, Inc.  All Rights Reserved



Mileage and Expense Log

Make: Model : | Year: | Starting mileage on Jan. 1: | Ending mileage on Dec. 31:
Date Miles Start/End Point or Paid To Reason for Trip/Business Purpose for Expense Amount
Total Miles Total Expenses
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