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Dear Client:
Before the truly busy season begins 

for you and your family with school 
and the upcoming holiday obliga-
tions, now is the time to give some 
thought to your year-end tax plan-
ning strategies. Are you planning on 
cleaning out your house and donat-
ing to the local Goodwill Center? Or 
is 2015 the year you decided to start a 
new business? Following are tips for 
these considerations as well as other 
tax issues you may be encountering.  

Charitable Donations:
Not all nonprofit organizations 

are qualified charitable organiza-
tions. Examples of qualified chari-
ties include churches, Boy Scouts, 
Red Cross, United Way, nonprofit 
schools and colleges, and govern-
ment agencies if funds are used solely 
for public purposes. Some nonquali-
fied organizations are country clubs, 
civic leagues, social clubs, chamber 
of commerce or homeowner’s asso-
ciations. If you are not sure the IRS 
website has a complete listing of ap-
proved charitable (501(c) (3)) orga-
nizations.

Noncash donations:
Many court cases have been won 

by the IRS regarding the recordkeep-
ing requirements for the donation of 
noncash items. No deduction is al-
lowed for a charitable contribution 
of clothing or household items unless 
the clothing or household item is in 
good used condition or better. The 
IRS is allowed by regulation to deny 
a deduction for any contribution of 
clothing or a household item that 
has minimal monetary value, such as 
used socks and underwear.

To help substantiate a deduction 
for the fair market value of used 
items donated to charity, make a list 

of the items donated, along with the 
following information:

• name and address of charity,
• date items were donated to the 

charity,
• description of each item donated,
• how the property was acquired 

(purchase, gift, inheritance),
• fair market value of each item at 

the time they were donated,
• date each donated item was origi-

nally purchased or acquired, and
• cost or other basis of each item 

donated.
If the information on when the 

items were acquired or the basis of 
the items is not available then note 
the reason on your worksheet.  

While websites such as the Salva-
tion Army or Goodwill may provide 
guidance on the fair market value of 
items donated, their worksheets will 
not suffice as substantiation in an 
audit situation. Receiving a blank re-
ceipt from a Goodwill drop-off cen-
ter is not sufficient recordkeeping.  
It is recommended that your work-
sheet be prepared before heading off 
to the drop-off center and have your 
document signed as proof of the do-
nation. It is also recommended that 
pictures of large items such as televi-
sions, computers, electronics or fur-
niture be retained as part of your tax 
records. 

If you use a drop-off box, such as 
those found in community centers, 
which has no attendant, a complete 
record of your donation is still re-
quired with the information listed 
above. 

For contributions of noncash items 
that exceed $5,000 a written appraisal 
of the item is required to accompa-
ny the tax return. This must be per-
formed by a qualified appraiser. The 
IRS has established the following re-

quirements:
• a Qualified Appraiser has earned 

a professional designation from a rec-
ognized professional  appraiser orga-
nization for demonstrated compe-
tency in valuing the type of property 
being appraised, or has met certain 
minimum education and experience 
requirements;

• the appraiser regularly prepares 
appraisals for which he or she is paid;

• the appraiser demonstrates veri-
fiable education and experience in 
valuing the type of property being 
appraised; and

• the appraiser has not been pro-
hibited from practicing before the 
IRS at any time during the 3-year 
period ending on the date of the ap-
praisal.

The appraisal should be completed 
no more than 60 days prior to the 
donation or any time after, as long 
as it is completed before the tax re-
turn is due. The cost of the appraisal 
may be deductible on Schedule A of 
the Form 1040, under Miscellaneous 
Deductions which are subject to a 2% 
threshold.  

Cash donations:
The recordkeeping requirements 

for cash donations depends on the 
amount of the donation.  The docu-
mentation for cash donations is criti-
cal as this is an area that is regularly 
audited by the IRS.  The receipt for 
any donation must be received con-
temporaneously, meaning it must be 
obtained from the charity prior to the 
filing of the income tax return.  The 
courts have consistently supported 
the IRS disallowance of any deduc-
tion for charitable donations that 
does not have the proper timely sub-
stantiation. 

For cash contributions of less than 
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$250, one of the following is needed:
1) Bank record with organiza-

tion’s name, date, and amount of con-
tribution. Bank records may include 
canceled check, bank statement, or 
credit card statement.

2) Receipt showing organiza-
tion’s name, date, and amount of con-
tribution.

3) Payroll deduction record.
For cash contributions of $250 or 

more, the following is needed:
1) Same as less than $250, plus:
2) Written acknowledgement 

from the charitable organization or 
payroll deduction record. The ac-
knowledgement must (a) show the 
date and amount of the contribution, 
(b) state whether any goods or ser-
vices other than intangible religious 
benefits were provided by the chari-
table organization (including a good 
faith estimate of the value), and (c) 
a statement that the only benefit the 
taxpayer received was an intangible 
religious benefit, if that was the case. 

Volunteer work:
Unfortunately, for tax purposes 

your volunteer time has no value. 
While your volunteer efforts may be 
desperately needed by the organiza-
tion it is not a tax deduction.  How-
ever, the costs you incur in your 
volunteer work may by deductible. 
Report out-of-pocket expenses as 
cash contributions. These expenses 
may include:

• Auto expenses: Deductible out-
of-pocket expenses include the cost 
of using the taxpayer’s auto in pro-
viding services for a charitable or-
ganization. Deduct the actual cost 
of gas and oil or the standard mile-
age rate. Add parking and tolls to 
amount claimed for either standard 
mileage rate or actual expenses. The 
standard mileage rate for charitable 
deductions is 14¢ per mile for 2015.

• Travel expenses: The cost of trav-
el, such as air, rail, and bus transpor-
tation, as well as meals and lodging, 
are deductible while away from home 
doing volunteer work if there is no 
significant element of personal plea-
sure, recreation, or vacation in the 
travel. The deduction will not be de-
nied simply because the taxpayer en-

joys doing the volunteer work. How-
ever, if the taxpayer has only nominal 
duties for the charity, or if for sig-
nificant parts of the trip the taxpayer 
does not have duties to perform, the 
travel expenses are not deductible.

• Conventions: Travel expenses to 
attend a convention of a qualified or-
ganization are deductible only if the 
taxpayer is a chosen representative. 
Expenses to attend a church conven-
tion, for example, are not deductible 
if the taxpayer attends as a member 
of the church rather than as a chosen 
representative.

• Uniforms: The cost and upkeep 
of uniforms not suitable for every-
day use are deductible if required to 
be worn while performing volunteer 
work.

Donating a vehicle:
The donation of a vehicle to a char-

itable organization comes with its 
own sets of rules and limitations.  The 
charitable organization must provide 
Form 1098-C, Contributions of Mo-
tor Vehicles, Boats, and Airplanes, 
which must be attached to your in-
come tax return.

• Written Acknowledgement: Ob-
tain a written acknowledgement from 
the organization, which includes de-
tails on the use or disposition of the 
vehicle by the organization. A copy of 
the written acknowledgement must 
be attached to the tax return.

• Deduction Limits: A deduction 
for used items donated to a charity 
are generally equal to the fair market 
value of the item at the time of the 
donation. In the case of vehicles, the 
deduction may be less than fair mar-
ket value under the gross proceeds 
deduction limit.

1) If the organization sells the do-
nated vehicle without a significant 
intervening use or material improve-
ment by the donee organization, then 
the deduction is limited to the gross 
proceeds received from the sale.

2) If the organization sells the do-
nated vehicle after significant inter-
vening use or material improvement 
to the vehicle, the deduction is lim-
ited to the fair market value of the 
vehicle.

3) If the organization sells the vehi-

cle at significantly below fair market 
value, the gross proceeds limitation 
will not apply if it was a gratuitous 
transfer to a needy individual in line 
with the purpose of the charity to 
provide transportation to the poor.

4) If the organization retains the 
vehicle for its own charitable purpos-
es, the deduction is limited to the fair 
market value of the vehicle. 

This is a brief overview of the rules 
involving charitable giving.  Contact 
us if you have any questions regard-
ing donations or documentation 
needed at tax preparation time.

Rollover of IRA funds:
 There has been a change in the 

rules from the IRS regarding the 
withdrawal of funds from your Tra-
ditional IRA.  The regulations state 
that any funds withdrawn from your 
IRA account is subject to income tax 
(and the 10% penalty if withdrawn 
before age 59 ½).  There are several 
exceptions to the penalty if the funds 
are withdrawn for hardship, your 
first home, etc. However, you are still 
subject to ordinary income tax.  If 
the funds are re-deposited (or rolled 
over) within 60 days then there is no 
tax consequence and it is treated as if 
nothing happened.  The regulations 
were originally interpreted to mean 
one rollover per IRA account.  So, 
if you had several IRA accounts you 
could rollover the money from each 
account effectively having tax-free 
and interest-free use of the money. 

However, all of that changed last 
year with a tax court case that now 
defines the regulations to read one 
rollover per taxpayer. If you have 
subsequent rollovers from other ac-
counts those are treated as a with-
drawal and excess contribution to 
your IRA which is not only subject to 
the 10% penalty (if under age 59 ½ ) 
but an additional 6% excise tax.

So what does this mean?  You have 
IRA accounts in Bank of America, 
Wells Fargo and Chase which are self-
directed.  Funds are withdrawn from 
Bank of America, used for 59 days 
and redeposited.  You then withdraw 
funds from the Wells Fargo IRA ac-
count which are used for 59 day and 
redeposited.  And so it goes.  Prior to 
this court case this activity did not 
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generate any additional tax scrutiny.  
However now – any withdrawals af-
ter the first withdrawal are not eli-
gible for the rollover provisions and 
will be subject to ordinary income 
tax and any applicable penalties. 

This is not a surprise we want to 
discover at tax time.  Contact me if 
you have had multiple withdrawals 
from your IRA’s to determine the tax 
consequences

Did you start a business in 2015?
While the start of a business is an 

exciting time there are many consid-
erations to be taken into account for 
a business to succeed.  We know we 
are technically competent to provide 
the service or product we are selling 
but many new business owners fail to 
take into account the tax and regula-
tory issues required.  The many de-
tails that go into the planning process 
all start with your business plan.

The Purpose of a Business Plan:
A business plan is a written docu-

ment created to detail all aspects of 
a business on a comprehensive level. 
Many banks and investors require a 
written business plan before lending 
to, or investing in, a business. 

Executive Summary:
The executive summary is a sum-

mary of the entire plan. It should 
be written when all other sections 
of a business plan are complete and 
should be less than one page in length. 
The executive summary should in-
clude enough detail to allow a user 
to read the summary and gain a basic 
understanding of the business.

Mission, Vision, and Description:
• Mission statement. The mission 

statement should be less than 30 
words and describe why a business 
exists, as well as its fundamental pur-
pose at present.

• Vision. The vision statement de-
fines the intended future state of an 
organization. It sets a high, long-term 
goal which is used to guide decisions 
of management and ownership.

• Description. The description sec-
tion defines goals and objectives, 
business philosophy, target market, 

industry, and the legal entity under 
which the business will operate.

Products and Services:
Provide a detailed description of 

the products and services the busi-
ness will offer. Include pricing, 
unique features, and the required lev-
el of quality. Create an appendix for 
any photos, technical specifications, 
drawings, or brochures.

Marketing Plan:
The marketing plan is developed 

by conducting (or having conducted) 
market research to define the clien-
tele of a business and how to best 
market products and services. The 
sales forecast is the final element in 
a marketing plan. It forecasts over a 
12-month period the quantities of 
each product or service expected to 
be sold. It is the base from which the 
financial plan will develop.

Operational Plan:
• The operational plan details the 

day-to-day operations of a business. 
Items discussed in an operational 
plan should include issues such as 
location, licensing, personnel, inven-
tory, suppliers, credit policies, and 
managing payables.

Management and Organization:
• Key employees:  The term key 

employee refers to a person or per-
sons who will manage the business 
on a daily basis. Include in the list 
the key employees’ talent, experi-
ence, and distinctive competencies 
brought to the business. Incorporate 
job descriptions of key employees, as 
well as resumes of the owners and key 
employees if using a business plan to 
seek financing.

• Management continuation plan: 
Management continuation planning 
involves determining how a business 
will continue should one or more of 
the key employees leave the com-
pany or become unable to fulfill his 
or her duties. The plan should specify 
the exact procedures for transferring 
duties when required, including ar-
rangements with vendors, banks, 
employees, and owners. 

Personal Financial Statement:
A personal financial statement 

(PFS) is a balance sheet for each 
owner on an individual basis. It in-
cludes values and detail of all assets 
owned, as well as amounts and terms 
for all debt obligations. This is not a 
profit and loss statement.  It is an ac-
counting for all your personal assets 
including land, investment accounts, 
whole life insurance policies, collect-
ibles including antiques and jewelry, 
or other business ventures and the 
corresponding liability against those 
assets. 

Financial Plan for the Business:
• Capitalization: Capitalization is 

the source of cash used for start-up 
costs, including professional consult-
ing, asset acquisition, and buying or 
leasing business property. Informa-
tion about any debt or equity financ-
ing should be included in this sec-
tion. 

• Forecasting cash flow: For new 
businesses, cash flow, more than 
profit, is the best indicator of whether 
a business will survive. It determines 
whether a business will be able to pay 
its expenses and debts as they come 
due. A business plan should contain 
a statement of projected cash flow for 
the first 12 months of the business. 
Lenders or investors may require 
customized reports indicating cash 
flow and profit projections.

Business Agreements:
A business agreement is a key com-

ponent of any business arrangement 
whether it be with your spouse, fam-
ily or friends.  It lays out the rules 
and expectations while everyone is 
still friends and excited about the 
business opportunities.  Think of it 
as a pre-nuptial agreement for your 
business.  The discussions generated 
by the formation of a business agree-
ment may help you decide if this is 
the right fit for you and your business 
associates.  While the following list is 
a start to the discussion it is not com-
prehensive.  The discussion needs to 
continue with your tax professional, 
legal counsel and insurance profes-
sional.  Be sure you understand all 
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of the implications of your chosen 
profession and the contractual agree-
ments that are developed.  

Choice of business entity:
• Incorporation agreements.
• Partnership agreements.
• LLC agreements. Consult an at-

torney to ensure compliance with 
state laws when forming a business 
entity.

Business organization:
• Name and address of business.
• Names and addresses of owners.
• Description of business purpose. 

Products, services, market.
• Contributions to capital. Loans to 

the business, repayment guarantees.
• Special allocations for partner-

ships.
• Number and duties of employees.
• Responsibilities of owners. (1) 

Administrative duties; (2) Services to 
be performed as well as hours dedi-
cated to business, time off, length 
of commitment, wages/guaranteed 
payments, contributions to retire-
ment funds, other payments. More 
business arrangements fall apart due 
to the lack of understanding of the 
commitment required of each owner.

Divisions of responsibility:
• Authority to: Hire and fire em-

ployees, train employees, make loans, 
purchase inventory and supplies, 
enter into contracts, incur business 
debt.

• Books and records: Responsibil-
ity for bookkeeping, accounting, and 
tax compliance, location of books 
and records, fiscal or calendar year, 
accounting method, tax elections, re-
sponsibility for legal compliance.

• Payment of expenses not covered 
by business operations. Stop loss 
agreements, percentage contribu-
tions in case of shortfall, expenses to 
be paid personally by owners, provi-
sions for additional capital contribu-
tions

• Draws. Scheduled draws, limits 
on draws, restrictions on draws

• Amendment provisions. Circum-

stances, authority, procedures
• Rights of owner withdrawal or 

transfer of interest. Ability to with-
draw, requirements for sale of inter-
est, rights of first refusal, ability to 
sell to outside party, advance notice 
of retirement, methods of evaluating 
owner’s share.

• Death of an owner. Buy/sell 
agreements, succession plan, rights 
and authority of relatives, location of 
each owner’s will, right to divide in-
terest of owner.

• Decisions / disagreements. Situa-
tions that will require a vote, major-
ity or unanimous vote requirements, 
arbitration agreement.

• Amending the agreement. Situ-
ations where amendment is manda-
tory, situations where amendment is 
a choice, vote required for amend-
ment.

Starting a Business Checklist:
Both the Small Business Associa-

tion (sba.gov) and the Internal Reve-
nue Service (irs.gov) have substantial 
information on their websites con-
cerning business plans and consider-
ations for start-up businesses.

Contact us for help in putting to-
gether your business plan, develop-
ing your financial forecasts, setting 
up your accounting systems or any 
other concerns regarding your busi-
ness activity.  It is crucial that you 
contact us before the end of the year 
for any tax planning strategies that 
may be needed to prepare for pos-
sible tax liabilities. 

✓ Done. Skip any item which does  
not apply to the business.

1) __ Develop a business concept
2) __ Select and retain accountants  

              and attorneys
3) __ Select a business entity
4) __ Determine ownership struc-
          ture
5) __ Complete a business plan
6) __ Obtain initial start-up capital
7) __ File for organization with  

              state
8) __ Hold first board of directors  

              meeting
9) __ Apply for a federal employer  

              identification number (EIN)  
              by submitting Form SS-4

10) __ Apply for S corporation   
                status by filing Form 2553

11) __ Establish accounting pro- 
                cedures

12) __ Choose an accounting   
                software

13) __ Input all transactions from  
                the beginning of business  
                development into account- 
                ing software

14) __ Apply for business financ- 
                ing and solicit investors

15) __ Open business bank ac-  
                counts

16) __ Apply for required permits or  
                licenses

17) __ Select an insurance agent
18) __ Purchase insurance
19) __ Select a commercial real   

                estate agent
20) __ Locate and obtain office or  

                production space
21) __ Acquire furniture and   

                equipment
22) __ Complete any needed   

                build-out of space
23) __ Select a payroll processing  

                company
24) __ Select an employee benefits  

                company
25) __ Hire staff and complete   

                training
26) __ Commence marketing
27) __ Order initial inventory and  

                begin production
28) __ Conduct a grand opening


