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Important Changes for
1995  
Standard mileage rate.  The standard mile-
age rate for the cost of operating your car in
1995 is 30 cents per mile for all business
miles. See Standard Mileage Rate.

Limits on business cars.  The total section
179 deduction and depreciation you can take
on a car that you use in your business and first
place in service in 1995 is $3,060. Your depre-
ciation cannot exceed $4,900 for the second
year of recovery, $2,950 for the third year of
recovery, and $1,775 for each later tax year.
See Depreciation Limits.

Important Reminders  
Form 2106–EZ.  You may be able to use Form
2106–EZ to claim your employee car ex-
penses. See Form 2106–EZ under Completing
Forms 2106 and 2106–EZ in Chapter 5.



Limit on itemized deductions.  If you are an do not include commuting expenses. Com-Useful Items
muting expenses are the costs of driving youremployee, you can deduct your business car You may want to see:
car between your home and your regularexpenses as a miscellaneous itemized deduc-
workplace.tion on Schedule A (Form 1040). The deducti- Publication

There are two types of business use of able amount of your car expenses, along with
□ 225 Farmer’s Tax Guide car: expenses for travel away from home andmost of your other miscellaneous deductions,

local business transportation. This publicationis limited to the amount that exceeds 2% of □ 463 Travel, Entertainment, and Gift
discusses how to deduct your business-re-your adjusted gross income. Your total item- Expenses
lated car expenses whether you are travelingized deductions may be further limited if your

□ 535 Business Expenses away from home or using your car for localadjusted gross income is more than $114,700
business transportation. If you have other($57,350 if you are married filing separately).

Form (and Instructions) travel or transportation expenses, see Publi-For more information, see the instructions for
cation 463.□ 1040 U.S. Individual Income TaxSchedule A.

Return
Travel away from home.  You are traveling□ Schedule A (Form 1040) Itemized
away from home for business reasons if:DeductionsIntroduction
1) Your duties require you to be away from□ Schedule C (Form 1040) Profit or

This publication explains the rules for deduct- the general area of your tax home (de-Loss From Business
ing expenses for the business use of your car. fined next) substantially longer than an or-

□ Schedule C–EZ (Form 1040) NetThese rules apply to employees and self-em- dinary day’s work, and
Profit From Businessployed persons who use a car for local busi- 2) You need to get sleep or rest to meet the

ness transportation or travel away from home. □ Schedule F (Form 1040) Profit or demands of your work while you are away
To have deductible expenses, you may: Loss From Farming from home.

● Use your own car, □ 2106 Employee Business Expenses
Your tax home is the entire city or general● Use a leased car (see Chapter 3), or □ 2106–EZ Unreimbursed Employee area in which your main place of work or busi-

Business Expenses● Use an employer-provided car (see Vehicle ness is located, regardless of where you main-
Provided by Your Employer in Chapter 5). □ 4562 Depreciation and Amortization tain your family home. For more information

about your tax home, see Publication 463.
You must choose whether to deduct your Ordering publications and forms.  To order

car expenses by claiming the standard mile- free publications and forms, call 1–800–TAX–
age rate or using actual expenses. In either FORM (1–800–829–3676). If you have access Local Businesscase, it is important that you keep accurate to TDD equipment, you can call 1–800–829–
records of the business use of your car. 4059. See your tax package for the hours of Transportation  Employees use Form 2106 or 2106–EZ operation. You can also write to the IRS Forms
and Schedule A (Form 1040) to deduct these You can deduct car expenses for local busi-Distribution Center nearest you. Check your
expenses. Self-employed persons use Sched- ness transportation if they are not commutingincome tax package for the address.
ule C, Schedule C–EZ, or Schedule F (Form expenses. (Commuting is discussed later inIf you have access to a personal computer
1040) to deduct these expenses. More infor- this chapter.)and a modem, you can also get many forms
mation on how to report your business car ex- The following discussion applies to you ifand publications electronically. See How To
penses, including how to treat reimburse- you have a regular or main job away from yourGet Forms and Publications in your income tax
ments, is provided in Chapter 5. Examples and residence. If your principal place of business ispackage for details.
filled-in forms are also provided to assist you in in your home, see Office in the home, later.
deducting your own car expenses. Local business transportation is travelingAsking tax questions.  You can call the IRS

between two or more workplaces in the samewith your tax question Monday through Friday
day or between your home and a temporaryVehicle provided by employer.  If your em- during regular business hours. Check your
work location. See Temporary work locationployer provided you with the use or availability telephone book or your tax package for the lo-
and Two places of work, later. Other examplesof a vehicle, you received a fringe benefit. cal number or you can call 1–800–829–1040
of deductible local business transportation in-Generally, your employer must include the (1–800–829–4059 for TDD users).
clude the costs of visiting clients or customersvalue of such use or availability in your income
or going to a business meeting away from youras compensation. However, there are excep-
regular workplace.tions if the use of the vehicle qualifies as a

working condition fringe benefit or the vehicle
is a qualified nonpersonal use vehicle. Em- Illustration of local transportation. Figure A1.ployers should see Chapter 4 of Publication illustrates the rules for when you can deduct
535, Business Expenses, for information on car expenses when you have a regular or main
fringe benefits. job away from your residence. You may wantWhen Car

A working condition fringe is any prop- to refer to it when deciding whether you can
erty or service provided to you by your em- deduct your local business transportationExpenses Are
ployer that you could deduct as an employee expenses.
business expense if you had paid for the prop- Deductible
erty or service. A qualified nonpersonal use Temporary work location.  If you have one
vehicle is any vehicle that is not likely to be or more regular places of business and com-
used more than minimally for personal pur- mute to a temporary work location, you can
poses because of the way it is designed. deduct the expenses of the daily round-tripThis chapter provides general guidelines

For information on how to report your car transportation between your residence andon when you may be able to deduct business-
expenses that your employer did not provide the temporary location. The temporary workrelated car expenses on your income tax
or reimburse you for (such as when you pay for must be irregular or short term (generally areturn.
gas and maintenance for a car your employer matter of days or weeks).Deductible car expenses include those
provides), see Vehicle Provided by Your Em- necessary to drive and maintain a car that you If the temporary work location is beyond
ployer in Chapter 5. use to go from one workplace to another. They the general area of your regular place of work,
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and you stay overnight, you are traveling away
from home and may have deductible travel ex-
penses. See Chapter 1 of Publication 463 for
more information.

If you do not have a regular place of work,
but you ordinarily work at different locations in
the metropolitan area where you live, you can
deduct daily transportation expenses between
your home and a temporary work site outside
your metropolitan area. Generally, a metropol-
itan area includes the area within the city limits
and the suburbs that are considered part of
that metropolitan area. You cannot deduct
daily transportation costs between your home
and temporary work sites within your metro-
politan area. These are nondeductible com-
muting costs.

Two places of work.  If you work at two
places in a day, whether or not for the same
employer, you can deduct the expense of get-
ting from one workplace to the other. How-
ever, if for some personal reason you do not
go directly from one location to the other, you
can deduct only the amount it would have cost
you to go directly from the first location to the
second. Transportation expenses you have in
going between home and a part-time job on a
day off from your main job are commuting ex-
penses. You cannot deduct them.

Armed Forces reservists.  A meeting of an
Armed Forces reserve unit is considered a
second place of business if the meeting is held
on the same day as your regular job. You can
deduct the expense of getting to or from one
workplace to the other as just discussed under
Two places of work. You usually cannot de-
duct the expense if the meeting is held on a
nonworkday for your regular job. In this case,
your transportation is generally considered a
nondeductible commuting cost.

For  reserve  meet ings  he ld  on
nonworkdays, you can deduct your daily
round-trip transportation expenses only if the
location of the meeting is temporary and you
have one or more regular places of work.

If you ordinarily work in a particular metro-
politan area but not at any specific location
and the reserve meeting is held at a temporary

Example.  You had a telephone installed in Hauling tools or instruments.  If you haullocation outside that metropolitan area, you
tools or instruments in your vehicle while com-your car. You sometimes use that telephone tocan deduct  your  da i ly  t ranspor ta t ion
muting to and from work, this does not makemake business calls while commuting to andexpenses.
your commuting costs deductible. However,from work. Sometimes business associatesIf you travel away from home overnight to
you can deduct additional costs, such as rent-ride with you to and from work and you have aattend a guard or reserve meeting, you can de-
ing a trailer that you tow with your vehicle, forbusiness discussion in the car. These activi-duct your travel expenses. These include the
carrying equipment to and from your job.ties do not change the trip from commuting tocosts of your meals, lodging, and your round-

business. You cannot deduct your commutingtrip transportation between your home and the
Advertising display on car.  The use of yourexpenses.meeting site. For more information, see Chap-
car to display material that advertises yourter 1 of Publication 463.
business does not change the use of your car

Car pools.  You cannot deduct the cost of us- from personal use to business use. If you use
Commuting Expenses  ing your car in a nonprofit car pool. Do not in- this car for commuting or other personal uses,

clude payments you receive from the passen-You cannot deduct the costs of driving a car you cannot deduct your expenses for such
gers in your income. These payments arebetween your home and your main or regular uses. Commuting or personal expenses are
considered reimbursements of your expenses.place of work. These costs are personal com- not deductible.
However, if you operate a car pool for a profit,muting expenses. You cannot deduct com-

muting expenses no matter how far your home you must include these payments from pas- Union members’ trips from a union hall.  If
is from your regular place of work. You cannot sengers in your income, and you can deduct you get your work assignments at a union hall
deduct commuting expenses even if you work your car expenses (using the rules in this and then go to your place of work, these costs
during the trip. are nondeductible commuting expenses.publication).
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Example.  You are a banquet waitress who If you choose to use the standard mileage
rate, you are considered to have made anworks at several locations in your hometown 2. election not to use the depreciation methodsarea. You must appear at the union hall to re-
discussed later. This is because the standardceive your work assignment for the day. Al-
mileage rate allows for depreciation. You alsothough you need the union to get the job, you What Car cannot claim the section 179 deduction (dis-are employed where you work, not where the
cussed later). If you change to the actual ex-union hall is located. You cannot deduct the Expenses Are penses method in a later year, but before yourtrips from your union hall to your place of work.
car is considered fully depreciated, you haveDeductible
to estimate the useful life of the car and useParking fees.  You cannot deduct fees you
straight line depreciation. See the exception inpay to park your car at your place of work.
Methods of depreciation under DepreciationThey are nondeductible commuting expenses.
Deduction, later.

This chapter discusses what deductions
you can claim for the business use of your car.Office in the home.  If you have an office in Standard mileage rate not allowed.  YouMost persons can choose to use the standardyour home that qualifies as a principal place cannot use the standard mileage rate if you:mileage rate or the actual expenses of operat-of business, you can deduct your daily trans-

1) Do not own the car,ing their car. Both methods are discussed inportation costs between your home and an-
this chapter.other work location in the same trade or busi- 2) Use the car for hire (such as a taxi),

Whether you use the standard mileage rateness. (See Publication 587, Business Use of 3) Operate two or more cars at the sameor actual expenses, you must maintain recordsYour Home, for information on determining if time (as in fleet operations),to show the business use and total use of youryour home office qualifies as a principal place
4) Claimed a deduction for the car in an ear-car as well as its cost. See Chapter 4 for moreof business.)

lier year using:information on recordkeeping.If your home office does not qualify as a
a) ACRS or MACRS depreciation (dis-principal place of business, follow the general

Tax incentives for clean-fuel vehicles.  You cussed later), orrules explained earlier.
may be entitled to a tax credit for an electric

b) A section 179 deduction (discussedvehicle or a deduction from gross income for a
later).Examples of Deductible Local part of the cost of a clean-fuel vehicle if you

Transportation place one of these vehicles in service after
Two or more cars.  If you own two or moreJune 30, 1993. The vehicle must meet certainThe following examples illustrate when you

cars that are used for business at the samerequirements, and you do not have to use it incan deduct local transportation expenses time, you cannot take the standard mileageyour business to qualify for the credit or the de-based on the location of your work and your rate for the business use of any car. However,duction. However, you must reduce your basishome. you may be able to deduct a part of the actualfor depreciation of the clean-fuel vehicle prop-
Example 1.  Your office is in the same city expenses for operating each of the cars. Seeerty by the amount of the credit or deduction

Actual Car Expenses for information on how toas your home. You cannot deduct the cost of you claim. See Depreciation Deduction, later.
figure your deduction.transportation between your home and your For more information on clean-fuel vehicles,

You are not using two or more cars foroffice; this is a personal commuting expense. see Chapter 15 of Publication 535, Business
business at the same time if you alternate us-You can deduct the cost of round-trip trans- Expenses.
ing (use at different times) the cars forportation between your office and a client’s or
business.customer’s place of business.

The following examples illustrate the rules
Example 2.  You regularly work in an office for when you can and cannot use the standardStandard Mileage Rate  in the city where you live. Your employer mileage rate for two or more cars.

sends you to a one-week training session at a You may be able to use the standard mileage Example 1.  Marcia, a salesperson, owns adifferent office in the same city. You travel di- rate to figure the deductible costs of operating
car and a van that she alternates using for call-rectly from your home to the training location your car, van, pickup, or panel truck for busi-
ing on her customers. She can take the stan-and return each day. You can deduct the cost ness purposes.
dard mileage rate for the business mileage ofof your daily round-trip transportation between For 1995, the standard mileage rate is 30 the car and the van.your home and the training location. cents a mile for all business miles (45 cents a

Example 2.  Tony uses his own pickupmile for U.S. Postal Service employees with ru-Example 3.  Your principal place of busi- truck in his landscaping business. Duringral routes). These rates are adjusted periodi-ness is in your home. (The rules for ‘‘principal 1995, he traded in his old truck for a newercally for inflation.place of business’’ are discussed in Publica- one. Tony can take the standard mileage rateIf you choose to take the standard mileagetion 587, Business Use of Your Home.) You for the business mileage of both the old andrate, you cannot deduct actual operating ex-can deduct the round-trip business-related lo- the new trucks.penses. These include depreciation, mainte-cal transportation expenses between your
Example 3.  Chris owns a repair shop andnance and repairs, gasoline (including gaso-qualifying home office and your client’s or cus-

an insurance business. He uses his pickupline taxes), oi l ,  insurance, and vehicletomer’s place of business. You can only de-
truck for the repair shop and his car for the in-registration fees.duct expenses for business transportation. surance business. No one else uses either theYou generally can use the standard mile-

Example 4.  You have no regular office, pickup truck or the car for business purposes.age rate whether or not you are reimbursed
and you do not have an office in your home. In Chris can take the standard mileage rate forand whether or not any reimbursement is more
this case, the location of your first business the business use of the truck and the car.or less than the amount figured using the stan-
contact is considered your office. Transporta- dard mileage rate. See Chapter 5 for more in- Example 4.  Maureen owns a car and a
tion expenses between your home and this formation on reimbursements. van that are both used in her housecleaning
first contact are nondeductible commuting ex- business. Her employees use the car and she
penses. In addition, transportation expenses Choosing the standard mileage rate.  If you uses the van to travel to the various custom-
between your last business contact and your want to use the standard mileage rate for a ers. Maureen cannot take the standard mile-
home are also nondeductible commuting ex- car, you must choose to use it in the first year age rate for the car or the van. This is because
penses. Although you cannot deduct the costs you place the car in service in business. Then both vehicles are used in Maureen’s business
of these trips, you can deduct the costs of go- in later years, you can choose to use the stan- at the same time. She must use actual ex-
ing from one client or customer to another. dard mileage rate or actual expenses. penses for both vehicles.
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Interest.  If you are an employee, you cannot cost of operating your car as a business highways. It must have an unloaded gross ve-
expense. hicle weight of 6,000 pounds or less. A truck ordeduct any interest paid on a car loan. This ap-

van is included in the definition only if it has aplies even if you use the car 100% for busi-
gross vehicle weight of 6,000 pounds or less.ness as an employee. Employer-provided vehicle.  If you use a ve-
A car includes any part, component, or otherhicle provided by your employer for businessHowever, if you are self-employed and use
item that is physically attached to it or is tradi-purposes, you can deduct your actual un-your car in your business, you can deduct that
tionally included in the purchase price.reimbursed car expenses. You cannot use thepart of the interest expense that represents

A car does not include:standard mileage rate if you do not own theyour business use of the car. For example, if
car. See Vehicle Provided by Your Employer inyou use your car 50% for business, you can 1) An ambulance, hearse, or combination
Chapter 5.deduct 50% of the interest on Schedule C ambulance-hearse used directly in a busi-

(Form 1040). You cannot deduct the rest of ness, and
Interest on car loans.  If you are an em-the interest expense.

2) A vehicle used directly in the business ofployee, you cannot deduct any interest paid on
transporting persons or property for com-a car loan. This interest is treated as personalPersonal property taxes.  If you itemize your
pensation or hire.interest and is not deductible. If you are self-deductions on Schedule A (Form 1040), you

employed and use your car in that business,can deduct on line 7 state and local personal
If your vehicle does not meet this defini-see Interest, earlier, under Standard Mileageproperty taxes on motor vehicles. You can

tion, see Publication 946, How To DepreciateRate.take this deduction even if you use the stan-
Property, for information on how to depreciatedard mileage rate or if you do not use the car
your vehicle.Taxes paid on your car.  If you are an em-for business.

ployee, you can deduct personal propertyIf you are self-employed and use your car
taxes paid on your car if you itemize deduc- Section 179 Deduction  in your business, you can deduct the business
tions. Enter the amount paid on line 7 ofpart of state and local personal property taxes The section 179 deduction allows you to elect
Schedule A (Form 1040).on motor vehicles on Schedule C, Schedule to treat part or all of the business cost of a car

You cannot deduct luxury or sales taxes,C–EZ, or Schedule F (Form 1040). as an expense rather than taking depreciation
even if you use your car 100% for business. deductions over a specified recovery period.
Luxury and sales taxes are part of your car’sParking fees and tolls.  In addition to using As an expense, the section 179 amount is de-
basis and may be recovered through deprecia-the standard mileage rate, you can deduct any ductible only in the year the car is placed in
tion. See Depreciation Deduction, later.business-related parking fees and tolls. (Park- service. For this purpose, ‘‘placed in service’’

ing fees that you pay to park your car at your means the year you first use the car for any
Fines and collateral.  Fines and collateral forplace of work are nondeductible commuting purpose. A car first used for personal pur-
traffic violations are not deductible.expenses.) poses cannot qualify for the deduction in a

later year when its use changes to business.
Casualty and theft losses.  If your car is dam-Sale, trade-in, or other disposition.  If you Example.  In 1994 you bought a new caraged, destroyed, or stolen, you may be able tosell, trade in, or otherwise dispose of your car, and placed it in service for personal purposes.deduct part of the loss that is not covered byyou may have a gain or loss on the transaction In 1995 you began to use it for business. Theinsurance, whether or not you used your caror an adjustment to the basis of your new car. fact that you changed its use to business useentirely for business. See Chapter 25 in Publi-See Disposition of a Car, later. does not qualify the cost of your car for a sec-cation 334, Tax Guide for Small Business, for

tion 179 deduction in 1995. However, you canmore information on figuring the loss on a car
claim a depreciation deduction for the busi-used for business. If your car is used partly for
ness use of the car in 1995. See Depreciationpersonal purposes, see Publication 547, Non-Actual Car Expenses  Deduction, later.business Disasters, Casualties, and Thefts, for

If you do not choose to use the standard mile- information on deducting the part of the loss
Limits.  There are limits on:age rate, you may be able to deduct your ac- for that personal use.

tual car expenses. If you qualify to use both 1) The total cost of property qualifying for a
methods, figure your deduction both ways to section 179 deduction, andDepreciation.  Generally, the cost of a car,
see which gives you a larger deduction. plus sales tax, luxury tax, and improvements, 2) The total amount of the section 179 de-Actual car expenses include the costs of: is a capital expense. You can recover this cost duction plus the depreciation deduction

by claiming a section 179 deduction (the de- (discussed later).Depreciation Lease fees Rental fees
duction allowed by Section 179 of the Internal

Garage rent Licenses Repairs Revenue Code) and/or a depreciation deduc- Limit on cost of qualifying property.Gas Oil Tires tion. In other words, you recover the cost over Generally, you can elect to treat up to $17,500Insurance Parking fees Tolls more than one year by deducting part of it of the cost of qualifying property as a section
each year. The section 179 deduction and theIf you have fully depreciated a car that you 179 deduction in 1995. The yearly limit, how-
depreciation deduction are discussed later.are still using in your business, you can con- ever, depends on the percentage of business

Generally, there are limits on both of thesetinue to claim your other operating expenses use, and you must use the property more than
deductions, and special rules apply if you usefor the business use of your car. Continue to 50% for business in order to claim any section
your car 50% or less in your work or business.keep records, as explained later in Chapter 4. 179 deduction.

You can claim a section 179 deduction andHow to report your car expenses is ex- Example 1.  Peter purchased a car in 1995a depreciation method other than straight lineplained in Chapter 5. for $4,500 and he used it 60% for business.only if you do not use the standard mileage
The total cost of Peter’s car that qualifies forrate to figure your business-related car ex-

Business and personal use.  If you use your the section 179 deduction is $2,700 ($4,500penses in the year you first place a car in ser-
car for both business and personal purposes, cost ×  60% business use). But see Limit onvice. If you take either a depreciation deduc-
you must divide your expenses between busi- total section 179 and depreciation deductions,tion or a section 179 deduction in the year you
ness and personal use. discussed next.first place a car in service, you cannot take the

Example.  You are a sales representative standard mileage rate on that car in any future Example 2.  Suzan placed a car in service
for a clothing firm and drive your car 20,000 year. in 1995 and did not use the car more than 50%
miles during the year: 12,000 miles for busi- Car defined.  For depreciation purposes, a for business that year. She is not allowed a
ness and 8,000 miles for personal use. You car is any four-wheeled vehicle that is made section 179 deduction for the car. This is true
can claim only 60% (12,000 ÷  20,000) of the primarily for use on public streets, roads, and even if she uses the car more than 50% for
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business in a later year. See Car Used 50% or and file it with your original tax return. You can- For purposes of computing depreciation, if
not make the election on an amended tax re- you first start using the car entirely for per-Less for Business, later in this chapter, for
turn filed after the due date (including exten- sonal use and later convert it to business use,more information.
sions). Once made, the election can be the car is treated as placed in service on theLimit on total section 179 and deprecia-
changed only with the consent of the Internal date of conversion. Your basis is the lesser oftion deductions.  The total amount of section
Revenue Service (IRS). the fair market value or the car’s adjusted ba-179 deduction plus depreciation deduction

sis on the date of conversion.that you can claim for a car that you place in
Reduction in business use.  To be eligible to Car placed in service and disposed of inservice in 1995 cannot be more than $3,060.
claim the section 179 deduction, you must use the same year.  If you place a car in serviceThe limit is reduced if your business use of the
your car more than 50% for business or work and dispose of it in the same tax year, you can-car is less than 100%. See Depreciation Lim-
in the year you acquired it. If your business use not claim any depreciation deduction for thatits, later, for more information.
of the car is 50% or less in a later tax year dur- car.

Example 3.  Peter, in Example 1, earlier, ing the recovery period, you have to include in
had a car with a qualifying cost of $2,700 for income in that later year any excess deprecia- Methods of depreciation.  Generally, one
his section 179 deduction. However, Peter is tion. Any section 179 deduction claimed on depreciation system is available for cars
limited to a total section 179 deduction plus the car is included in calculating the excess placed in service after 1986: modified acceler-
depreciation deduction of $1,836 ($3,060 limit depreciation. For information on this calcula- ated cost recovery system (MACRS). MACRS

tion, see Excess depreciation later in this×  60% business use). rules for cars are discussed later in this
chapter under Car Used 50% or Less for chapter.Example 4.  You buy a car and place it in
Business. Exception.  If you used the standard mile-service on March 1, 1995. You use the car

age rate in the first year of business use and70% for business. Your total section 179 de-
Dispositions.  If you dispose of a car on which change to the actual expenses method in aduction and depreciation deduction cannot be
you had claimed the section 179 deduction, later year, you cannot depreciate your carmore than $2,142 (70% ×  $3,060). the amount of that deduction is treated as a under the MACRS rules. You must use straight
depreciation deduction for recapture pur- line depreciation over the estimated useful lifeCost of car.  The business cost of the car for poses. Any gain on the disposition of the prop- of the car.

purposes of the section 179 deduction does erty is treated as ordinary income up to the To figure the depreciation, you must re-not include any amount figured by reference to amount of the section 179 deduction and any duce your basis in the car (but not below zero)
any other property held by you at any time. For depreciation you claimed. For information on by a set rate per mile for all miles for which you
example, if you buy a new car to use in your the disposition of depreciable property, see used the standard mileage rate. The rate per
business, your cost for purposes of the section Chapter 4 of Publication 544, Sales and Other mile varies depending on the year(s) you used

Dispositions of Assets.179 deduction does not include the adjusted the standard mileage rate. For the rate(s) to
basis of the car you trade in for the new car. use, see Depreciation adjustment when you

Basis of car.  The amount of the section Depreciation Deduction  used the standard mileage rate under Disposi-
179 deduction reduces the basis of your car. If tion of a Car, later.If you use a car in your business, you can claim
you elect the section 179 deduction, you must This reduction to basis is in addition toa depreciation deduction: that is, you can de-
reduce the basis of your car before you figure those basis adjustments described later underduct a certain amount each year as a recovery
your depreciation deduction. Unadjusted Basis. You must use the adjustedof your cost or other basis in the car. You can-

Generally, electing a section 179 deduc- basis of your car to figure your depreciationnot use the standard mileage rate if you de-
tion gives you a larger total deduction (depre- deduction. For additional information on howcide to take a depreciation deduction in the
ciation plus section 179 deduction) in the first to figure your depreciation under this excep-year you first place the car in service.
year. Not electing it gives you a larger depreci- tion, use the information in Publication 534,You generally need to know three things
ation deduction in the subsequent years. Depreciating Property Placed in Serviceabout the car you intend to depreciate. You

Before 1987.must know:Example.  On January 3, 1995, Stella
Cars placed in service before 1987.  Ifbought a car for $12,000, including sales tax, 1) The car’s basis,

you are still depreciating a car you placed into use exclusively in her delivery business. 2) The date the car was placed in service, service before 1987, continue to follow theShe paid $9,000 cash and received $3,000 in and rules appropriate for that method. See Publi-trade for her old car (also used in her busi-
cation 534 for more information.3) The method of depreciation you will use.ness). The adjusted basis of her old car was

$3,000.
Percentage of use.  Generally, you must useBasis.  The car’s basis for figuring deprecia-Stella’s cost of the new car is $9,000 for
a car more than 50% for business or work totion is your original basis reduced by:purposes of section 179. Her basis for depre-
qualify for the section 179 deduction and1) Any section 179 deduction (discussedciation would be $12,000 if she does not elect
MACRS deduction. If your business use isearlier in this chapter),section 179. The total of her section 179 and
50% or less, you must use the straight line

depreciation deductions is limited to $3,060, 2) Any clean-fuel vehicle deduction (dis- method to depreciate your car. See Car Used
the first year maximum. If she does not elect cussed in Publication 535), and 50% or Less for Business, later, for informa-
section 179, her depreciation deduction, using tion on using your car more than 50% for3) Any qualified electric vehicle credit (dis-the MACRS method (discussed later), would business.cussed in Publication 535).
be $2,400 [$12,000 basis ×  20% (double de- Change in percentage of use.  If your
clining balance rate)] from Table 1, explained business use falls to 50% or less in a laterThe original basis of property you buy is usu-
later. year, you may have to include in your incomeally its cost. Additional rules concerning basis

any excess depreciation. See Car Used 50%are discussed later in this chapter under Unad-
When to elect.  If you want to take the section or Less for Business, later in this chapter, for ajusted Basis.
179 deduction, you must make the election in discussion of excess depreciation.
the tax year you both purchase the car and Placed in service.  A car generally is placed in
place it in service for business or work. Em- Limits.  The amount you can claim for sectionservice when it is available for use in your work
ployees use Form 2106 to make this election 179 and depreciation deductions may be lim-or business, in the production of income, or in
and report the section 179 deduction. All ited. Table 2 will help you determine the maxi-a personal activity. Depreciation begins when
others use Form 4562. Make your election by mum limits that apply depending on when youthe car is ready for use in your work or busi-

placed your car in service. You have to adjusttaking the deduction on the appropriate form ness or for the production of income.
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the amounts shown on the chart if you did not through 1994, Marcia figured her depreciation acquired the 1995 van. Mark was allowed 1/2 of
the depreciation deduction amount for his olduse the car exclusively for business. deduction using the MACRS chart for those
van for 1995, the year of disposition, as ex-years.
plained later under Disposition of a Car.On September 20, 1995, Marcia tradedUnadjusted Basis 

Mark figures the unadjusted basis for de-that car in and paid $14,200 cash for a new car
preciating his new van as shown next:Your unadjusted basis for figuring depreciation to be used 100% in her business. Marcia is al-

is your original basis increased or decreased lowed one-half of the regular depreciation
by certain amounts. amount for 1995 for her old car. (See Disposi-

Cost of old van $12,800To figure your unadjusted basis, begin with tion of a Car, later.)
the original basis of your car, generally its cost. Less: Total depreciation allowed on theMarcia figures her original basis in the new
Cost includes sales and luxury taxes, destina- business cost of old van, $9,600car, $27,617, as follows.

($12,800 ×  75%):tion charges, and dealer preparation. Increase
your basis by any substantial improvements 1995—($9,600 ×  .1152) × 1/2Cost of old car $26,000
you make to your car, and decrease it by any year $  553Less: Total depreciation allowed:
deductible casualty loss, diesel fuel tax credit, (Limit: $1,575 ×  75% =1995—Cost ×  .1152 × 1/2

gas guzzler tax, section 179 deduction, clean- $1,181)year =  $1,498
fuel vehicle deduction, and qualified electric 1994—$9,600 ×  .192  1,843Limited to $1,575 $1,498
vehicle credit. The result is your unadjusted (Limit: $2,650 ×  75% =1994—Cost ×  .1152 =
basis for figuring your depreciation using the $1,988)$2,995
depreciation chart explained later under Modi- 1993—$9,600 ×  .32  3,072Limited to $1,575 1,575
fied Accelerated Cost Recovery System (Limit: $4,400 ×  75% =1993—Cost ×  .192 =
(MACRS). $3,300)$4,992

If you acquired the car by gift or inheri- 1992—$9,600 ×  .20  1,920Limited to $2,550 2,550
tance, see Publication 551, Basis of Assets, 1992—Cost ×  .32 =  $8,320 (Limit: $2,760 ×  75% =
for information on your basis in the car. Limited to $4,300 4,300 $2,070) –  7,388

1991—Cost ×  .20 =  $5,200 Adjusted basis of old van $ 5,412
Limited to $2,660 2,660 –  12,583Improvements.  A major improvement to a Plus: Additional cost for new van +  9,800

car is treated as a new item of 5-year recovery Adjusted basis of old car $13,417 Basis of new van before trade-inproperty that is placed in service in the year Plus: Additional cost for new adjustment $15,212the improvement is made. It does not matter car +  14,200
how old the car is when the improvement is

Basis of New Car $27,617added. Follow the same steps for depreciating
Trade-in adjustment:the improvement as you would for depreciat-
Depreciation at 100% business use:ing the original cost of the car. However, you Traded car used partly in business.  If

1995—($12,800 ×  .1152) ×must treat the improvement and the car as a you trade in a car (that you acquired after June
1/2 year $  737whole when applying the limits on the depreci- 18, 1984) that you used partly in your business
(Limit: $1,575)ation deductions. Your car’s depreciation de- for a new car that you will use in your business,

1994—$12,800 ×  .192  2,458duction for the year (plus the depreciation on you must make a ‘‘trade-in’’ adjustment for the
(Limit: $2,650)any improvements) cannot be more than the personal use of the old car. This adjustment

1993—$12,800 ×  .32  4,096depreciation limit that applies for that year. has the effect of reducing the basis of your old
(Limit: $4,400)See Depreciation Limits, later. car, but not below zero, for purposes of figur-

1992—$12,800 ×  .20  2,560ing your depreciation deduction for the new
(Limit: $2,760)car. (This adjustment is not used, however,Effect of trade-in on basis.  When you trade

Total $9,851when you determine the gain or loss on thean old car for a new one, the transaction is
later disposition of the new car.) Less: Actual depreciationconsidered a like-kind exchange. In a trade-in

allowed 7,388To figure the unadjusted basis of your newsituation, the original basis of the new property
car for depreciation, first add to the adjustedis generally the adjusted basis of the old prop- Excess of 100% over actual
basis of the old car any additional amount youerty plus any additional payment you make. amount $2,463
pay for the new car. Then subtract from thatTraded car used entirely for business.  If
total the excess, if any, of:you trade in a car that you used entirely in your

business for another car that will be used en- Less: Lesser of Excess amount ($2,463)
1) The total of the amounts that would havetirely in your business, the original basis of the or Adjusted basis of old van ($5,412) –  2,463

been allowable as depreciation during thenew car is the adjusted basis of the old car,
Unadjusted basis of new van fortax years before the trade if 100% of theplus any additional amount you pay for the

depreciation $12,749use of the car had been business and in-new car.
vestment use, over

Example 1.  Paul trades in a car that has
2) The total of the amounts actually allowa-an adjusted basis of $3,000 for a new car. In

Example 2.  Rob paid $15,000 for a newble as depreciation during those years.addition, he pays cash of $7,000 for the new
car that he placed in service in 1993. He usedcar. His original basis of the new car is
it partly for business in 1993 (9,000 business$10,000 (the $3,000 adjusted basis of the old Example 1.  In March, Mark traded his miles of 15,000 total miles) and 1994 (12,000car plus the $7,000 cash paid). Paul’s unad-

1992 van for a new 1995 model. He used the business miles of 16,000 total miles). He usedjusted basis would be the same unless he
old van 75% for business use and he used the the standard mileage rate in both years toclaims the section 179 deduction or has other
new van 75% for business use in 1995. Mark claim the business use of his car. See Depreci-increases or decreases to his original basis.
claimed actual expenses for the business use ation adjustment when you used the standard
of the old van since 1992. He did not claim aExample 2.  In July 1991, Marcia pur- mileage rate under Disposition of a Car, later.

chased a car for $26,000 and placed it in ser- section 179 deduction for the old or the new On January 3, 1995, Rob traded in this car
vice for 100% use in her business. She did not van. and paid an additional $6,000 for his new car.
elect a section 179 deduction. Marcia’s unad- Mark paid $12,800 for the 1992 van in June Rob figures the unadjusted basis for his new
justed basis for the car was $26,000. For 1991 car as shown next:1992. He paid an additional $9,800 when he
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Cost of old car $15,000 2) The 150% declining balance method qualified electric vehicle credit. Multiply the re-
(150%DB) over a 5-year recovery period sult by the business use percentage and thenLess: Total depreciation allowed:
that switches to the straight line method subtract the section 179 deduction to arrive at1994—12,000 mi. ×  .12 $1,440
when that method provides a greater de- your unadjusted basis. If your business use1993—9,000 mi. ×  .111/2 1,035 –  2,475
duction, and falls to 50% or less, you may have to include in

Adjusted basis of old car $12,525
your income any excess depreciation. See Car3) The straight line method (SL) over a 5-Plus: Additional cost for new car +  6,000
Used 50% or Less for Business, later in thisyear recovery period.

Basis of new car before trade-in chapter, for more information.
adjustment $18,525

Note.  Your deduction cannot be moreNote:  If you use Table 1 (discussed later),Trade-in adjustment:
than the maximum depreciation limit for cars.you do not need to determine in what yearDepreciation at 100% business use:
See Depreciation Limits, later.your deduction is greater using the straight line1994—16,000 mi. ×  .12 $1,920

method. This is because the chart has the1993—15,000 mi. ×  .111/2  1,725 Example 1.  Phil bought a used truck inswitch to the straight line method built into its
Total $3,645 February 1995 to use exclusively in his land-rates.
Less: Actual depreciation scape business. He paid $6,200 for the truck

Before choosing a method, you may wishallowed 2,475 with no trade-in. Phil does not elect any sec-
to consider the following: tion 179 deduction and he chooses to use theExcess of 100% over actual

200%DB method to get the largest deprecia-1) Using the straight line method providesamount $1,170
tion deduction in 1995.equal yearly deductions throughout the

Less: Lesser of Excess amount ($1,170) Phil uses Table 1 to find his percentage.recovery period, and
or Adjusted basis of old car ($12,525) –  1,170 He reads down the first column for the date2) Using the declining balance methods pro-

placed in service and across to the 200%DBUnadjusted basis of new car for vides greater deductions during the ear-
column. He multiplies the unadjusted basis ofdepreciation $17,355 lier recovery years with the deductions
his truck, $6,200, by that percentage, 20%, togetting smaller each year.
figure his 1995 depreciation deduction of
$1,240.Modified Accelerated Cost MACRS depreciation chart.  A MACRS De-

Example 2.  In February 1991, Edna pur-preciation Chart and instructions are includedRecovery System (MACRS) 
chased a car for $12,000 to use 100% in herin this section as Table 1 to make figuring yourThe modified accelerated cost recovery sys-
plant and floral business. At night, she parked1995 depreciation deduction easy. [This charttem (MACRS) is the name given to the tax

is for 12-month calendar year filers only. If you the vehicle at her floral shop. She used an-rules for getting back (recovering) through de-
file your return on a fiscal year basis or for a other vehicle for personal purposes.preciation deductions the cost of property
short tax year (less than 12 months), use the Edna did not purchase any other assets forused in a trade or business or to produce in-
Depreciation Tables in Publication 946.] use in her business during that year. She didcome. These rules generally apply to cars

If you use the percentages from the chart, not claim the section 179 deduction and sheplaced in service after 1986. For information
you must continue to use them for the entire chose the 200%DB method of depreciation.on cars placed in service before 1987, see
recovery period of your car. However, you can- For 1991 through 1994, Edna used thePublication 534.
not continue to use the chart if the basis of MACRS chart for those years to figure her de-The maximum amount you can deduct is
your car is adjusted because of a casualty. In preciation deductions.limited, depending on the year you placed your
that case, for the year of adjustment and the For 1995, Edna uses Table 1 to find hercar in service. See Depreciation Limits, later.
remaining recovery period, figure the depreci- percentage. She reads down the first column
ation without the chart using the car’s adjusted to the date she placed her car in service. SheRecovery period.  Under MACRS, cars are
basis at the end of the year of adjustment and then reads across to the 200%DB column andclassified as 5-year property. You actually
over the remaining recovery period. finds that her percentage for 1995 is 11.52%.depreciate the cost of a business car, truck, or

If you dispose of the car before the end of Assuming that Edna continued to use her carvan over a period of 6 calendar years. This is
the recovery period, you are generally allowed 100% for business, her 1995 depreciation de-because your car is generally treated as
a half year of depreciation in the year of dispo- duction is $1,382 ($12,000 ×  11.52%).placed in service or disposed of in the middle
sition unless you purchased the car during theof the year.
last quarter of a year. See Depreciation deduc-Depreciation deduction for certain In- Depreciation Limits  tion for the year of disposition under Disposi-dian reservation property.  Shorter recovery
tion of a Car, later, for information on how to There are limits on the amount you can deductperiods are provided under MACRS for quali-
figure the depreciation allowed in the year of for depreciation of your car. The maximumfied Indian reservation property placed in ser-
disposition. amount you can deduct each year depends onvice on Indian reservations after 1993 and

How to use the chart.  To figure your de- the year you place the car in service. Thesebefore 2004. The recovery period that applies
preciation deduction, find the percentage in limits are shown in Table 2.for a business-use car is 3 years instead of the
the column of the chart based on the date that The depreciation limits are not reduced ifregular 5 years. However, the depreciation lim-
you first placed the car in service and the de- you use a car for less than a full year. Thisits, discussed later, will still apply.
preciation method that you are using. Multiply means that you do not reduce the limit whenFor more information on the qualifications
the unadjusted basis of your car (defined ear- you either place a car in service or dispose of afor this shorter recovery period and the per-
lier) by that percentage to determine the car during the year.centages to use in figuring the depreciation
amount of your depreciation deduction. If youdeduction, see Chapter 3 of Publication 946. Example.  Marie purchased a car in Juneprefer to figure your depreciation deduction

1995 for $16,000 to use exclusively in her bus-without the help of the chart, see Publication
Depreciation methods.  There are three iness. She does not claim the section 179 de-946.
methods that you can use to depreciate your duction and she chooses the 200%DBThe unadjusted basis of your car for
car: method of depreciation.MACRS depreciation purposes is generally

Marie’s depreciation from Table 1 is1) The 200% declining balance method your cost minus any section 179 deduction,
$3,200 ($16,000 ×  20%). However, the maxi-(200%DB) over a 5-year recovery period any clean-fuel vehicle deduction, and any
mum amount she can deduct for depreciationthat switches to the straight line method qualified electric vehicle credit. If the car is

when that method provides a greater (from Table 2) is $3,060. (See Deductions inused only partly for business, reduce your cost
deduction, by any clean-fuel vehicle deduction and any years after the recovery period, later.)
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Table 1. MACRS Depreciation Chart

If you claim actual expenses for your car, use the chart below to find For cars placed in service before 1995, you must use the same
the depreciation method and percentage to use for your 1995 method you used on last year’s return unless a decline in your
return. If your car was placed in service before 1987, see the business use requires you to change to the straight line method.
depreciation chart in the Form 2106 instructions. (See Car Used 50% or Less for Business.)

First, using the left column, find the date you first placed the car in Multiply the unadjusted basis of your car by your business use
service. Then select the depreciation method and percentage from percentage. Multiply the result by the percentage you found in the
column (a), (b), or (c) following the rules explained in this chapter. chart to find the amount of your depreciation deduction for 1995.

(Also see Depreciation Limits.)

Caution: If you placed your car in service after September of any year and you placed other business property in service during the same
year, you may have to use the Jan. 1—Sept. 30 percentage instead of the Oct. 1—Dec. 31 percentage for your car. To find out if this applies
to you, determine: 1) the basis of all business property you placed in service after September of that year and 2) the basis of all business
property you placed in service during that entire year. If the basis of the property placed in service after September is not more than 40% of
the basis of all property placed in service for the entire year, use the percentage for Jan. 1—Sept. 30 for figuring depreciation for your car.
See Conventions in Publication 946 for more details.

Example. You buy machinery (basis of $22,000) in May 1995 and a new van (basis of $14,000) in October 1995, both used 100% in your
business. You use the percentage for Jan. 1—Sept. 30, 1995, to figure the depreciation for your van. This is because the $14,000 basis of the
property (van) placed in service after September is not more than 40% of the basis of all property placed in service during the year
[40% ×  ($22,000 +  14,000) =  $14,400].

(a) (b) (c)

200% Declining 150% Declining Straight Line
Date Placed in Service Balance (200% DB)1 Balance (150% DB)1 (SL)

Oct. 1 — Dec. 31, 1995 200 DB 5.0% 150 DB 3.75% SL 2.5%

Jan. 1 — Sept. 30, 1995 200 DB 20.0 150 DB 15.0 SL 10.0

Oct. 1 — Dec. 31, 1994 200 DB 38.0 150 DB 28.88 SL 20.0

Jan. 1 — Sept. 30, 1994 200 DB 32.0 150 DB 25.5 SL 20.0

Oct. 1 — Dec. 31, 1993 200 DB 22.8 150 DB 20.21 SL 20.0

Jan. 1 — Sept. 30, 1993 200 DB 19.2 150 DB 17.85 SL 20.0

Oct. 1 — Dec. 31, 1992 200 DB 13.68 150 DB 16.4 SL 20.0

Jan. 1 — Sept. 30, 1992 200 DB 11.52 150 DB 16.66 SL 20.0

Oct. 1 — Dec. 31, 1991 200 DB 10.95 150 DB 16.41 SL 20.0

Jan. 1 — Sept. 30, 1991 200 DB 11.52 150 DB 16.66 SL 20.0

Oct. 1 — Dec. 31, 1990 200 DB 9.58 150 DB 14.35 SL 17.5

Jan. 1 — Sept. 30, 1990 200 DB 5.76 150 DB 8.33 SL 10.0

Prior to 19902

1 You can use this column only if the business use of your car is more than 50%.

2 If your car was subject to the maximum limits for depreciation and you have unrecovered basis in the car, you can continue to claim depreciation. See Deductions in years
after the recovery period under Depreciation Limits.

Reduction for personal use.  The deprecia- paid a total of $18,000 for the car. There was Bill then uses Table 2 to determine the limit
no trade-in and he did not elect any sectiontion limits are further reduced based on your on his depreciation deduction. The maximum
179 deduction. He chooses the 200%DBpercentage of personal use. If you use a car amount for a car placed in service in 1995 is
method to give him the largest depreciationless than 100% in your business or work, you $3,060. Since he used the car only 75% for
deduction in the early years of the recoverymust determine the depreciation deduction business, his limit is reduced to $2,295
period.limit by multiplying the limit amount by the per- ($3,060 ×  75%). Bill’s 1995 depreciation de-

Bill uses Table 1 to find the depreciationcentage of business and investment use dur- duction for his car is limited to $2,295.
percentage to use. He reads down the firsting the tax year. Example 2.  In June 1995, Karl, an outsidecolumn for the date placed in service and

Example 1.  Bill purchased a new car in dental supply salesman, purchased a car foracross to the 200%DB column. He multiplies
July 1995 to use for his consulting business. $25,400 to make sales calls in a territory thatthe unadjusted basis of his car, $13,500
He also used the car for personal and family extends 200 miles around his home base. He($18,000 cost ×  75% business use), by that
purposes. He maintained records that indicate uses his car 85% for his business. Karl doespercentage, 20%, to figure the total deprecia-
75% of the use of the car was for business. Bill tion of $2,700. not elect to use the section 179 deduction and
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How to treat unrecovered basis.  If youTable 2. Maximum Limits1—Cars Placed in Service After 1986
continue to use your car for business after the
recovery period, you can claim a depreciationPlaced in Service
deduction for each succeeding tax year untilDepreciation Depreciation

After Before First Year2 Later Years you recover your full basis in the car. The max-
imum amount you can deduct is determined by1986 1989 $2,560 $4,100 2nd yr.
the date you placed the car in service.2,450 3rd yr.

The recovery period.  For cars placed in1,4753

service after 1986, your recovery period is 61988 1991 $2,660 $4,200 2nd yr.
calendar years. For a 5-year recovery period, a2,550 3rd yr.
part year’s depreciation is allowed in the 1st1,4753

calendar year, a full year’s depreciation is al-
1990 1992 $2,660 $4,300 2nd yr. lowed in each of the next 4 calendar years,

2,550 3rd yr. and the remainder of the 1st year’s deprecia-
1,5753

tion is allowed in the 6th calendar year.
1991 1993 $2,760 $4,400 2nd yr. Your recovery period is the same whether

2,650 3rd yr. you use MACRS declining balance or straight
1,5753

line depreciation. Under MACRS, you deter-
mine your unrecovered basis in the 7th year1992 1994 $2,860 $4,600 2nd yr.

2,750 3rd yr. after the car was placed in service.
1,6753 Deduction amount after the recovery

period.  In years after the recovery period, a1993 1995 $2,960 $4,700 2nd yr.
deduction for the unrecovered basis is allowed2,850 3rd yr.
only for the business use of the car. If you use1,6753

your car less than 100% for business, the de-1994 – $3,060 $4,900 2nd yr.
preciation deduction will be less than the maxi-2,950 3rd yr.
mum amount. For example, no deduction is al-1,7753

lowed for a year you use your car 100% for1These amounts must be reduced if the car is used less than 100% for business purposes. personal purposes.2This is the maximum amount of your section 179 deduction and depreciation allowed for the tax year the car is
placed in service. Example.  In May 1989, Bob bought and

3This amount is also the limit on deductions taken in years after the recovery period. placed in service a car that he used exclu-
sively in his business. The car cost $28,600.
Bob did not claim a section 179 deduction for

he chooses the 200%DB method to figure his Example.  On September 6, 1995, Jack the car. He continued to use the car 100% in
depreciation deduction. bought a used car for $6,000 and placed it in his business throughout the recovery period.

In 1995, Karl computes his MACRS deduc- service. He used it 80% for his business and For those years, Bob used the MACRS Depre-
tion to be $4,318 [($25,400 ×  85%) ×  20%]. he elects to take a section 179 deduction for ciation Chart and Maximum Limits Table (as
However, Karl’s deduction is limited to $2,601. the car. explained earlier) to compute his depreciation
This is the depreciation limit ($3,060) multi- Before applying the depreciation limit, Jack deductions as shown in the following table.
plied by the business use percentage (85%). figures his maximum section 179 deduction to

Karl continues to use his car 85% for busi- MACRS MACRS Maximum Deprec.be $4,800. This is the amount of his qualifying
ness. Depreciation in the next four years con- Yr. % Amount Limit Allowed  property (up to the maximum $17,500 amount)
tinues to be subject to deduction limits. Karl multiplied by his business use ($6,000 × ’89 20.0 $5,720 $2,660 $ 2,660
computes his depreciation limits for those 80%). His unadjusted basis for any deprecia- ’90 32.0  9,152  4,200   4,200
years as follows: tion deduction is zero. ’91 19.2  5,491  2,550   2,550

$4,165 ($4,900 ×  85%) in 1996, Applying the depreciation limit, Jack ’92 11.52  3,295  1,475   1,475
figures that his section 179 deduction for 1995 ’93 11.52  3,295  1,475   1,475$2,508 ($2,950 ×  85%) in 1997, and
is limited to $2,448 (80% of $3,060). He then ’94  5.76  1,647  1,475   1,475

$1,509 ($1,775 ×  85%) in 1998 and 1999. has an unadjusted basis of $2,352 [($6,000 ×
Total $13,835

80%) –  $2,448] for determining his deprecia-
In 2000, Karl’s MACRS deduction is $1,244 tion deduction. Since he has already reached

 At the end of 1994, Bob has an unrecovered[($25,400 ×  85%) ×  5.76%]. Since that the maximum limit for 1995, Jack will use the
basis in the car of $14,765. This is the $28,600amount is less than the depreciation limit of unadjusted basis to figure his depreciation de-
original basis of his car less the $13,835$1,509 ($1,775 ×  85%), Karl’s depreciation duction for 1996.
depreciation deductions allowed during thededuction for 2000 is $1,244.
recovery period (1989 through 1994). If heIf Karl continues to use his car for business

Deductions in years after the recovery pe- continues to use the car 100% for business inafter 2000, he can continue to claim a depreci-
riod.  If the depreciation limits apply to your 1995 and later years, Bob can deduct $1,475ation deduction for his unrecovered basis.
car, you may have unrecovered basis in your in those years until his deductions total theHowever, he cannot deduct more than $1,775
car at the end of the recovery period. If you $14,765 unrecovered basis.multiplied by his business use percentage.
have unrecovered basis in your car only be-See Deductions in years after the recovery pe- If Bob’s business use of the car was less
cause of the depreciation limits, you can de-riod, later. than 100% during any year, his depreciation
duct that unrecovered basis after the recovery deduction would be less than the maximum
period ends. amount allowable for that year. However, inSection 179 deduction.  The section 179 de-

Unrecovered basis.  This is the unad- determining his unrecovered basis in the car,duction is treated as a depreciation deduction
justed basis (defined earlier) of the car (not re- he would still reduce his original basis by thefor the first tax year a car is placed in service. If
duced by any section 179 deduction) minus maximum amount allowable. Bob’s unrecov-you place a car in service in 1995 and elect the
the depreciation deductions (including any ered basis at the beginning of 1995 would stillsection 179 deduction, the combined section
section 179 deduction) that would have been be $14,765 in this example. This is true even if179 deduction and depreciation deduction is

his actual depreciation deduction for any yearlimited to $3,060 for the first year of the recov- allowable if you had used the car 100% for
ery period. was less than the maximum amount shown.business and investment use.
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used more than 50% in a qualified business Excess depreciation is the excess, if any,
of:use by reason of a transfer at death.Car Used 50% or Less

Allocate the use on the basis of mileage. 1) The amount of the depreciation deduc-for Business  Figure the percentage of qualified business tions allowable for the car (including any
use by dividing the number of miles you drive section 179 deduction claimed) for taxIf you use your car (or other vehicle) 50% or
your car for business purposes during the year years in which the car was used moreless in a qualified business use (defined later),
by the total number of miles you drive the car than 50% in a qualified business use,you cannot take the section 179 deduction,
during the year for any purpose. overand you must figure depreciation using the

You must meet the more-than-50%-usestraight line method over a 5-year period. (For 2) The amount of the depreciation deduc-test each year of the recovery period for yourthis purpose, ‘‘car’’ was defined earlier under tions that would have been allowable forcar. This is 6 years under MACRS.Actual Car Expenses.) You must continue to those years if the car had not been used
use the straight line method even if your per- more than 50% in a qualified businessChange from personal to business use.  Ifcentage of business use increases to more use for the year it was placed in service.you change the use of a car from 100% per-than 50% in a subsequent year.

sonal use to business use during the tax yearInstead of making the computation your-
Example.  On June 25, 1992, you bought aand you have no records for the time beforeself, you can use column (c) of Table 1 to find

car for $11,000 and placed it in service. Youthe change to business use, figure the per-the percentage to use.
did not elect the section 179 deduction. Youcentage of business use for the year asExample.  On May 12, 1995, Dan bought a used the car exclusively in a qualified businessfollows.car for $15,000. He used it 40% for his con- use for 1992, 1993, and 1994. For those years,

1) Determine the percentage of businesssulting business. Because he did not use the you used the MACRS chart to figure deprecia-
car more than 50% for business, Dan cannot use for the period following the change by tion deductions totaling $7,832 ($2,200 for
elect any section 179 deduction, and he must dividing business miles by total miles 1992, $3,520 for 1993, and $2,112 for 1994).
use the straight line method over a 5-year pe- driven during that period. During 1995, you used the car 50% for
riod to recover the cost of his car. business and 50% for personal purposes.2) Multiply the percentage in (1) by a frac-

Dan deducts $600 in 1995. This is the Since you did not meet the more-than-50%-tion, the numerator (top number) of which
lesser of: use test, you must include in gross income foris the number of months the car is used
1) $600 [($15,000 cost ×  40% business 1995 your excess depreciation determined asfor business and the denominator (bottom

use) ×  10% recovery percentage (from follows:number) of which is 12.
column (c), Table 1 )], or

Total depreciation claimed $ 7,832
Example.  You use a car only for personal2) $1,224 ($3,060 maximum limit ×  40% (MACRS 200%DB method)

purposes during the first 6 months of the year.business use). Total depreciation allowable
During the last 6 months of the year, you drive (Straight line method):
the car a total of 15,000 miles of which 12,000Business use changes.  If you used your car 1992—10% of $11,000 . . . . . $ 1,100
miles are for business. This gives you a busi-more than 50% in a qualified business use in 1993—20% of $11,000 . . . . . 2,200
ness use percentage of 80% (12,000 ÷the year you placed it in service, but 50% or 1994—20% of $11,000 . . . . . 2,200 5,50015,000) for that period. Your business use forless in a qualified business use in a later year

Excess depreciation $ 2,332the year is 40% (80% × 6/12).(including the year of disposition), you may
have to include ‘‘excess depreciation’’ in your

Business use drops to 50% or less in a later In 1995, you must include $2,332 in yourincome. See Business use drops to 50% or
gross income using Form 4797. Your adjustedyear.  If you use your car more than 50% in aless in a later year.
basis for the car is also increased by $2,332.qualified business use in the tax year it is
Your 1995 depreciation deduction is $1,100placed in service but not in a later tax year dur-Qualified business use.  A qualified business
[$11,000 (unadjusted basis) ×  50% (businessing the recovery period (6 years), you mustuse is any use in your trade or business. Quali-
use percentage) ×  20% (from column (c) ofchange to the straight line method. For thefied business use does not include use for the
Table 1 )].year your business use drops to 50% or lessproduction of income (investment use). How-

and all later years, determine your deprecia-ever, after you have satisfied the 50%-busi-
tion for that car using the straight line methodness-use requirement, you may combine your
over a 5-year recovery period. You determinebusiness and investment use to compute any Disposition of a Car  your depreciation for this tax year and anyallowable deduction for a tax year.
later tax years as if you had not met the more-Use of your car by another person.  Any If you dispose of your car, you may have a gain
than-50%-use test in the year in which it wasuse of your car by another person is not or loss on the transaction. The portion of any
placed in service.treated as use in a trade or business unless gain that is due to depreciation (including any

that use: section 179 or clean-fuel vehicle deduction)Example. In June 1992, you purchased a
that you claimed on the car will be treated ascar for exclusive use in your business. You met1) Is directly connected with your business,
ordinary income. However, you may not havethe more-than-50%-use test for the first 3

2) Is properly reported by you as income to to recognize a gain if the transaction meetsyears of the recovery period (1992 through
the other person (and, if you have to, you the nonrecognition rules, such as when you1994) but failed to meet it in the 4th year
withhold tax on the income), or trade in one business vehicle for another. For(1995). You determine your depreciation for

3) Results in a payment of fair market rent. information on how to report the disposition of1995 using 20% (from column (c) of Table 1 ).
your car, see Publication 544.You also will have to determine and include in

your gross income any excess depreciation,Any payment to you for the use of your car is
discussed next.treated as a payment of rent for purposes of Casualty or theft.  For a casualty or theft, a

(3) above. Excess depreciation.  You must include gain results when the insurance or other reim-
any excess depreciation in your gross income bursement received is more than the adjusted
and add it to your car’s adjusted basis for the basis of the lost or stolen property. For a car, ifMore-than-50%-use test.  You meet this test
1st tax year in which the car is not used more all of the proceeds are spent to acquire re-if you use your car more than 50% in a quali-
than 50% in a qualified business use. Use placement property (a new car or repairs tofied business use for any tax year. If you use
Form 4797, Sales of Business Property, to re- the old car) within a specified period of time,your car for more than one purpose during the
port the excess depreciation in your gross no gain is recognized. The basis of the re-tax year, you must allocate the use to the vari-
income. placement property is its cost minus any gainous purposes. Property does not cease to be
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that is not recognized. See Chapter 25 of Pub- To figure the reduced depreciation deduc- The effect of adding this amount to income is
lication 334 for more information. tion, first determine the depreciation deduc- to limit your deduction for lease payments so

tion for the full year using Table 1. that it equals the depreciation deduction you
If you used a Date Placed in Service line for would have on the car if you owned it.Trade-in.  When you trade in an old car for a

Jan. 1—Sept. 30, you can deduct one-half ofnew one, the transaction is considered a like-
the regular depreciation amount for the year ofkind exchange. In a trade-in situation, the ba- Cars Leased After June 18,disposition. Figure your depreciation deduc-sis of the new property is generally the ad-

1984, and Before 1987  tion for the full year using the rules explainedjusted basis of the old property plus any addi-
in this chapter and deduct 50% of that amounttional payment. (See Unadjusted Basis, If you are still leasing a car that you first leased
with your other actual car expenses.earlier.) Generally, no gain or loss is recog- after June 18, 1984, and before 1987, you may

If you used a Date Placed in Service line fornized on a like-kind exchange. For exceptions, have to include an inclusion amount in your
Oct. 1—Dec. 31, you can deduct a percentagesee Chapter 1 of Publication 544. gross income for 1995. Figure your inclusion
of the regular depreciation amount that is amount using the rules explained next.
based on the month you disposed of the car.Depreciation adjustment when you used
Figure your depreciation deduction for the fullthe standard mileage rate.  If you used the Note:  Under these rules, you do not have
year using the rules explained in this chapterstandard mileage rate for the business use of to include an inclusion amount in your gross in-
and multiply the result by the percentage fromyour car, depreciation was included in that come in the last tax year of your lease.
the following table for the month that you dis-rate. The rate of depreciation that was allowed
posed of the car.in the standard mileage rate is shown in the

Leases after June 18, 1984, and beforechart that follows. This depreciation reduces
Month Percentage April 3, 1985.  If the car’s fair market value onthe basis of your car (but not below zero) in fig-

Jan., Feb., March . . . . . . . . . . . . . . . . . . 12.5% the first day of the lease was more thanuring its adjusted basis when you dispose of it.
April, May, June . . . . . . . . . . . . . . . . . . . . 37.5% $64,500, you must determine an inclusion
July, Aug., Sept. . . . . . . . . . . . . . . . . . . . 62.5% amount for the 11th tax year of the leaseNote.  These rates do not apply for any
Oct., Nov., Dec. . . . . . . . . . . . . . . . . . . . . 87.5% ($70,500 for the 12th year of the lease). Foryear in which the actual expenses method was

these years, the inclusion amount is 6% of theused.
car’s fair market value over these amounts.

Note:  Do not use this table if you are a fis-
Depreciation cal year filer. See Dispositions in Chapter 3 of

Leases after April 2, 1985, and before 1987.Year Rate per Mile Publication 946.
If the car’s fair market value on the first day of

1994 – 1995 . . . . . . . . . . . . . . . . . . . . . . . . . 12 cents the lease was more than $46,800, you must
1992 – 1993 . . . . . . . . . . . . . . . . . . . . . . . . . 111/2 cents determine an inclusion amount for the 10th tax
1989 – 1991 . . . . . . . . . . . . . . . . . . . . . . . . . 11 cents year of the lease ($51,600 for the 11th year of
1988 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101/2 cents the lease). For these years, the inclusion
1987 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 cents amount is 6% of the car’s fair market value3.
1986 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 cents over these amounts.
1983 – 1985 . . . . . . . . . . . . . . . . . . . . . . . . .  8 cents Leasing a Car1982 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71/2 cents Cars Leased After 1986  
1980 – 1981 . . . . . . . . . . . . . . . . . . . . . . . . . 7 cents

If you lease a car after December 31, 1986, for
a lease term of 30 days or more, you may haveFor tax years before 1990, the rates ap-
to include an inclusion amount in your gross in-plied to the first 15,000 miles. For tax years af- If you lease a car that you use in your busi-
come. This applies to each tax year that youter 1989, the depreciation rate applies to all ness, you can deduct the part of each lease
lease the car if the fair market value (definedbusiness miles. payment that is for the use of the car in your
next) of the car when the lease began wasbusiness. You cannot deduct any part of aExample.  In 1991, you bought a car for ex-
more than:lease payment that is for commuting to yourclusive use in your business. The car cost

regular job or for any other personal use of the$14,000. From 1991 through 1995, you used $12,800 for leases beginning in 1987
car. You must spread any advance paymentsthe standard mileage rate to figure your car ex- through 1990,
over the entire lease period. You cannot de-pense deduction. You drove your car 18,750

$13,400 for leases beginning in 1991,duct any payments you make to buy a carmiles in 1991, 17,200 miles in 1992, 18,100
even i f  the payments are cal led leasemiles in 1993, 16,300 miles in 1994, and $13,700 for leases beginning in 1992,
payments.17,600 miles in 1995. The depreciation al-

$14,300 for leases beginning in 1993,lowed is figured as follows:
$14,600 for leases beginning in 1994, and

Year Miles ×  Rate Depreciation Inclusion Amount  $15,500 for leases beginning in 1995.1991 18,750 ×  .11 $2,063
If you lease a car that you use in your business1992 17,200 ×  .111/2 1,978

Fair market value is the price at which thefor 30 days or more, you may have to include1993 18,100 ×  .111/2 2,082
property would change hands between aan ‘‘inclusion amount’’ in your income for each1994 16,300 ×  .12 1,956
buyer and a seller, neither having to buy ortax year you lease the car. For information on1995 17,600 ×  .12 2,112
sell, and both having reasonable knowledge ofreporting inclusion amounts, see Car rentals

Total depreciation $10,191 all the necessary facts. Sales of similar prop-under Completing Forms 2106 and 2106–EZ
erty around the same date may be helpful inin Chapter 5 if you are an employee. See the

At the end of 1995, your adjusted basis in the figuring the fair market value of the property.instructions for Schedule C (Form 1040) or
car is $3,809 ($14,000 –  $10,191). The fair market value is the value on theSchedule F (Form 1040) if you are self-

first day of the lease term. If the capitalizedemployed.
cost of a car is specified in the lease agree-Depreciation deduction for the year of dis- This inclusion amount is a percentage of
ment, that amount is treated as the fair marketposition.  If you deduct actual car expenses part of the fair market value of the leased car
value.and you dispose of your car before the end of multiplied by the percentage of business and

its recovery period, you are allowed a reduced investment use of the car for the tax year. The
depreciation deduction for the year of inclusion amount is prorated for the number of Figuring the inclusion amount.  Use the ta-
disposition. days of the lease term included in the tax year. ble in the appropriate Appendix (depending on
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the year you first placed the car in service), in- Uses which can be considered part of a
cluded at the end of this publication, to deter- single use, such as a round trip or uninter-Records for Business
mine the inclusion amount if the fair market rupted business use, can be accounted for byUse of Your Car  value of the car is $100,000 or less. For each a single record. For example, deliveries at sev-
tax year during which you lease the car, the in- eral different locations on a route that beginsTo claim a deduction for the expense of a car
clusion amount is determined as follows: and ends at your employer’s business prem-that you use in your business or work, you

ises and that may include a stop at the busi-1) Determine the dollar amount from the ta- must be able to prove (substantiate) certain el-
ness premises between two deliveries can beble as described below, ements of the expense. You must be able to
accounted for by a single record of milesprove these elements by adequate records or2) Prorate the dollar amount from the table driven. Minimal personal use, such as a stopsufficient evidence, either written or oral, thatfor the number of days of the lease term
for lunch on the way between two businesswill support your own statement. Estimates orincluded in the tax year, and
stops, is not an interruption of business use.approximations do not qualify as proof of an

3) Multiply the prorated amount by the per- Generally, an adequate record must beexpense.
centage of business and investment use written. However, a record prepared in a com-
for the tax year. puter memory device with the aid of a loggingProof of expenses.  You must be able to

program is considered an adequate record.prove:
To determine the dollar amount from the Receipts.  A receipt is ordinarily the best

1) The amount of each expense for a car, in-table in the appropriate Appendix, use the fair evidence to prove the amount of an expense.
cluding the cost of buying a car and themarket value of the car on the first day of the Canceled check.  A canceled check, to-cost of capital improvements. If you de-lease term to find the correct line of the table. gether with a bill from the payee, ordinarily es-duct actual car expenses, you must alsoUse the tax year in which the car is used under tablishes the cost. However, a canceled checkbe able to prove each separate expensethe lease to find the correct column of the ta- alone does not prove a business expensefor operating the car, such as lease pay-ble. However, for the last tax year of the lease, without other evidence to show that it was forments, the cost of maintenance and re-use the dollar amount for the preceding year. a business purpose.pairs, or other expenses.Example.  On January 17, 1995, you Business purpose.  A written statement of

2) The mileage for each business or invest-leased a car for 3 years and placed it in service the business purpose of an expense is gener-
ment use of the car, and the total miles forfor use in your business. The car had a fair ally needed. However, the degree of proof var-
the tax year.market value of $29,250 on the first day of the ies according to the circumstances in each

lease term. You use the car 75% for your busi- case. If the business purpose of an expense is3) The date of the expense or use.
ness and 25% for personal purposes during clear from the surrounding circumstances, a4) The business or investment reason foreach year of the lease. Assuming you continue written explanation is not needed.the expense or use of the car.to use the car 75% for business, you use Ap-

Example.  A sales representative whopendix E to arrive at the following amounts to
calls on customers on an established salesAdequate records.  You should keep theinclude in your gross income for each year of
route does not have to submit a written expla-proof you need for these items in an accountthe lease:

book, diary, log, statement of expense, trip nation of the business purpose for traveling
Tax Dollar Business Inclusion sheet, or similar record supported by ade- that route.
year amount Proration use amount  quate documentary evidence (such as re- Confidential information.  Any confiden-

ceipts, canceled checks, or bills). Written evi- tial information relating to an element of a de-1995 $148 349/365 75% $106
dence has considerably more value than oral ductible expense, such as the place or busi-1996  324 366/366 75%  243
evidence alone. ness purpose, need not be put in your account1997  481 365/365 75%  361

book, diary, or other record. However, the in-1998  481 16/365 75%   16
Timely recordkeeping.  You do not have to formation has to be recorded elsewhere at or
write down the elements of every expense at near the time of the expense and be available
the time of the expense. However, a record of to fully prove that element of the expense.
the elements of an expense or of a business
use made at or near the time of the expense or Incomplete records.  If you do not have ade-
use, supported by sufficient documentary evi- quate records to prove an element of an ex-4.
dence, has more value than a statement pre- pense, then you must prove the element by:
pared later when generally there is a lack of

1) Your own statement, whether written orRecordkeeping accurate recall. A log maintained on a weekly
oral, containing specific information in de-basis, which accounts for use during the week,
tail as to the element, andis considered a record made at or near the

time of the expense or use. You do not have to 2) Other supporting evidence sufficient to
This chapter discusses the rules you record information that duplicates information establish the element.should follow when keeping records of the shown on a receipt as long as your records

business use of your car or a car provided by and receipts complement each other in an or-
In some cases, circumstantial evidence mayyour employer. derly manner.
support the amount of business and invest-An adequate record contains sufficient in-
ment use. For example, the nature of yourCar expense records.  Whether you use ac- formation for each element of every business
work, such as deliveries, provides circumstan-tual expenses or the standard mileage rate, or investment use. The level of detail needed
tial evidence of the fact that you use your caryou must keep records to show when you to prove the use may vary depending on the
for business purposes. Invoices of deliveriesstarted using your car for business and the facts and circumstances. For example, if your
establish when you used the car for business.cost or other basis of the car. Your records only business use of a car is to make deliveries

Sampling.  You can maintain an adequatemust also show the business miles and the to- to customers of your employer on an estab-
record for parts of a tax year and use that re-tal miles you drove your car during the year. lished route, you can satisfy the requirements
cord to substantiate the amount of business orActual expenses.  If you deduct actual ex- by recording the length of the delivery route
investment use for the entire year. You mustpenses, you must keep records of the costs of once, the date of each trip at or near the time
demonstrate by other evidence that the peri-operating the car, such as car insurance, inter- of the trips, and the total miles you drove the
ods for which an adequate record is kept areest, taxes, licenses, maintenance, repairs, de- car during the tax year. You could also estab-
representative of the use throughout the taxpreciation, gas, and oil. If you lease a car, you lish the date of each trip with a receipt, record
year.must keep records of that cost. of delivery, or other documentary evidence.
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Example.  You use your car for local busi- For more information on how to report your
expenses on Forms 2106 and 2106–EZ, seeness transportation to visit the offices of cli-
Completing Forms 2106 and 2106–EZ, later.5.ents, meet with suppliers and other subcon-

Statutory employees.  If you received atractors, and pick up and deliver items to
Form W–2 and the ‘‘Statutory employee’’ boxclients. There is no other business use of the How To Report in box 15 was checked, report your incomecar, but you and other members of your family
and expenses related to that income onuse the car for personal purposes. You main-
Schedule C or Schedule C–EZ (Form 1040).tain adequate records during the first week of
Do not complete Form 2106 or 2106–EZ.each month that show that 75% of the use of

This chapter explains how to report on your Statutory employees include full-time lifethe car is for business. Invoices and bills show tax return the expenses that are discussed in insurance salespersons, certain agent or com-that your business use continues at the same this publication. It discusses reimbursements, mission drivers, traveling salespersons, andrate during the later weeks of each month. including treatment of accountable and certain homeworkers.
Your weekly records are representative of the nonaccountable plans, adequate accounting,
use of the car each month and are sufficient and mileage allowances. The chapter ends by Unclaimed reimbursement.  If you are enti-
evidence to support the percentage of busi- showing you how to complete Forms 2106 tled to a reimbursement from your employer
ness use for the year. and 2106–EZ. but you do not claim it, you cannot claim a de-

Destroyed records.  You can prove a de- duction for the expenses to which that reim-
duction by reconstructing your records or ex- bursement applies.
penses if you cannot produce a receipt for rea-

Where To Report  sons beyond your control, such as fire, flood, Reimbursement for personal expenses.  If
or other casualty. your employer reimburses you for nondeduct-This section provides general information on

Additional information for the IRS.  You ible personal expenses, such as for commut-where to report the expenses discussed in this
may have to provide additional information to ing to your regular job, he or she must reportpublication.
the IRS to clarify or establish the accuracy or the reimbursement as wage income (in box 1
reliability of information contained in your of your Form W–2). You cannot deduct per-Self-employed.  You must report your income
records, statements, testimony, or documen- sonal expenses.and expenses on Schedule C or Schedule C–
tary evidence before a deduction is allowed. EZ (Form 1040) if you are a sole proprietor, or

on Schedule F (Form 1040) if you are a farmer. Vehicle Provided by Your
If you claim car or truck expenses, you must Employer  
provide certain information on the use of yourHow long to keep records and receipts.

If your employer provides you with a car, youvehicle. You provide this information onYou must keep proof to support your claim to a may be able to deduct the actual expenses ofSchedule C, Schedule C–EZ, or Form 4562.deduction as long as your income tax return operating that car for business purposes. TheWhen you prepare your return, report yourcan be examined. Generally, it will be neces- amount you can deduct depends on thebusiness car expenses on one of  thesary for you to keep your records for 3 years amount that your employer included in your in-following.from the date you file the income tax return on come and the business and personal miles
which the deduction is claimed. A return filed 1) Schedule C, line 10. Complete Part IV of you drove during the year. You cannot use the
early is considered as filed on the due date. the form unless you have to file Form standard mileage rate for a car that you do not

You must keep records of the business use 4562 for depreciation or amortization. own.
of your car for each year of the recovery pe- 2) Schedule C–EZ, line 2. Complete Part III
riod. See More-than-50%-use test in Chapter Value reported on Form W–2.  Your em-of the form.
2 under Car Used 50% or Less for Business. ployer can figure and report either the actual

3) Schedule F, line 12. Attach Form 4562Reimbursed for expenses.  Employees value of your personal use of the car or the
and provide information on the use ofwho give their records and documentation to value of the car as if you used it entirely for
your car in Part V. personal purposes (100% income inclusion).their employers and are reimbursed for their

Your employer must separately state theexpenses generally do not have to keep dupli-
See the form instructions for more information amount if 100% of the annual lease value wascate copies of this information. However, you
on how to complete your form. included in your income. If you are unsuremay have to prove your expenses if:

what amount was included in your Form W–2,
Both self-employed and an employee.  If ask your employer.

1) You claim deductions for expenses that you are both self-employed and an employee,
are more than reimbursements, you must keep separate records for each busi- Full value included in your income.  You can

ness activity. Report your business car and deduct the value of the business use of an em-
truck expenses for self-employment on ployer-provided car if your employer reported

2) Your expenses are reimbursed under a Schedule C, Schedule C–EZ, or on Schedule 100% of the value of the car in your income.
nonaccountable plan, F, as discussed earlier. Report your business On your 1995 Form W–2, Wage and Tax

car and truck expenses for your work as an Statement, the amount of the value will be in-
employee on Form 2106 or 2106–EZ, as dis- cluded in box 1, Wages, tips, other compensa-

3) Your employer does not use adequate ac- tion, and box 12, Benefits included in box 1.cussed next.
counting procedures to verify expense ac- To claim your expenses, complete Part II,
counts, or Sections A and C, of Form 2106. Enter yourEmployees.  If you are an employee, you gen-

actual expenses on line 23 of Section C anderally must complete Form 2106 to deduct
include the entire value of the employer-pro-your business car expenses. However, you4) You are related to your employer as dis-
vided car on line 25. Complete the remaindercan use Form 2106–EZ instead of Form 2106cussed in Chapter 5 under Adequate
of the form.if you meet both of the following conditions.Accounting.

1) You were not reimbursed for your ex- Less than full value included in your in-
penses or, if you were reimbursed, the re- come.  If less than the full annual lease value
imbursement was included in your incomeReimbursements, adequate accounting, and of the car was included on your Form W–2, this
(box 1 of your Form W–2).nonaccountable plans are discussed in Chap- means that your Form W–2 only includes the

ter 5, next. 2) You use the standard mileage rate. value of your personal use of the car. Do not
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enter this value on your Form 2106; it is not your expenses using Form 2106 or 2106–EZ Employee does not meet accountable plan
deductible. rules.  You may be reimbursed under your em-and Schedule A (Form 1040). You do not have

If you paid any actual costs (that your em- ployer’s accountable plan but only part of yourto read this section on reimbursements. In-
ployer did not provide or reimburse you for) to expenses may meet all three rules.stead, see Completing Forms 2106 and 2106–
operate the car, you can deduct the business If your expenses are reimbursed under anEZ, later in this chapter, for information on
portion of those costs. Examples of costs that otherwise accountable plan but you do not re-completing your tax return.
you may have are gas, oil, and repairs. Com- turn, within a reasonable period of time, any
plete Part II, Sections A and C, of Form 2106. reimbursement for which you did not ade-Accountable Plans  Enter your actual costs on line 23 of Section C quately account, then only the amount for
and leave line 25 blank. Complete the remain- To be an accountable plan, your employer’s which you did adequately account is consid-
der of the form. reimbursement or allowance arrangement ered as paid under an accountable plan. The

must include all three of the following rules: remaining expenses are treated as having
been reimbursed under a nonaccountable1) Your expenses must have a business
plan (discussed later in this chapter).connection — that is, you must have paidReimbursements  

If you receive an allowance or advanceor incurred deductible expenses while
This section explains what to do when you re- that is higher than the standard mileage rate,performing services as an employee of
ceive an advance or reimbursement for the see Returning Excess Reimbursements, later.your employer,
business use of your car.

If you received an advance, allowance, or 2) You must adequately account to your em- Reimbursement of nondeductible ex-
reimbursement for your expenses, how you re- ployer for these expenses within a rea- penses.  You may be reimbursed under your
port this amount and your expenses depends sonable period of time, and employer’s accountable plan for expenses re-
on whether the reimbursement was paid to lated to that employer’s business, some of3) You must return any excess reimburse-you under an accountable plan or a nonac- which are deductible as employee businessment or allowance within a reasonablecountable plan. expenses and some of which are not deducti-period of time.This section explains the two types of ble. The reimbursements you receive for the
plans, how car or mileage allowances simplify nondeductible expenses are treated as paid

‘‘Adequate accounting’’ and ‘‘returning ex-proving the amount of your expenses, and the under a nonaccountable plan.
cess reimbursements’’ are discussed later intax treatment of your reimbursements and

Example.  Your employer’s plan may reim-this chapter.expenses.
burse you for the business use of your car andAn excess reimbursement or allowance
for road tolls you pay while commuting to theis any amount you are paid that is more thanReimbursement, allowance, or advance.  A
office. The part of the arrangement that reim-the business-related expenses that you ade-reimbursement or other expense allowance
burses you for the road tolls is treated as aquately accounted for to your employer. Seearrangement is a system or plan that an em-
second arrangement. The payments underReturning Excess Reimbursements later inployer uses to pay, substantiate, and recover
this second arrangement are treated as paidthe expenses, advances, reimbursements, this chapter for information on how to handle
under a nonaccountable plan.and amounts charged to the employer for em- these excess amounts.

ployee business expenses. It can also be a The definition of a reasonable period of
Car or mileage allowances.  How you reportsystem used to keep track of amounts you re- time depends on the facts of your situation.
a car or mileage allowance that you receivedceive from your employer’s agent or a third The IRS will consider it reasonable for you to:
under an accountable plan depends onparty. Arrangements include mileage al-

1) Receive an advance within 30 days of the whether the allowance was more than thelowances. If a single payment includes both
time you have an expense, standard mileage rate.wages and an expense reimbursement, the

Allowance LESS than or EQUAL to theamount of the reimbursement must be specifi- 2) Adequately account for your expenses
cally identified. standard mileage rate.  If your allowance iswithin 60 days after they were paid or in-

less than or equal to the standard mileagecurred, and
rate, the allowance will not be included in boxMethods of reimbursement.  Your employer

3) Return any excess reimbursement within 1 of your Form W–2. You do not need to reporthas different options for reimbursing you for
120 days after the expense was paid orbusiness-related car expenses. Your em- the related expenses or the car or mileage al-
incurred.ployer can reimburse you: lowance on your return if your expenses are

equal to or less than the allowance.1) For your actual expenses,
If you are given a periodic statement (at However, if your actual expenses (or the

2) At the standard mileage rate, least quarterly) that asks you to either return or standard mileage rate) are more than your car
adequately account for outstanding advances or mileage allowance, you can complete Form3) At a flat rate or stated schedule, or
and you comply within 120 days of the state- 2106 and deduct the excess amount on4) Under any other method that is accept- ment, the IRS will consider the amount ade- Schedule A (Form 1040). If you are using ac-able to the IRS. quately accounted for or returned within a rea- tual expenses, you must be able to prove to
sonable period of time. the IRS the total amount of your expenses and

A mileage allowance paid at a flat rate or
reimbursements for the entire year. If you are

stated schedule can be paid periodically at a
using the standard mileage rate, you do notEmployee meets accountable plan rules.  Iffixed rate, at a cents-per-mile rate, at a varia-
have to prove that amount.you meet the three rules for accountableble rate based on a stated schedule, or any

plans, your employer should not include any Example 1.  Jeremy drives 10,000 miles acombination of these rates.
reimbursements in your income in box 1 of year for business. Under his employer’s ac-Your employer should tel l  you what
your Form W–2. If your expenses equal your countable plan, he accounts for the timemethod of reimbursement is used and what
reimbursement, you do not complete Form (dates), place, and business purpose of eachrecords you must submit.
2106. You have no deduction since your ex- trip. His employer pays him a mileage allow-
penses and reimbursement are equal. ance of 30 cents a mile. Jeremy’s expenses ofNo reimbursement.  If you are paid a salary or

operating the car are not more than 30 cents acommission with the understanding that you
Note.  If your employer included reim- mile.will pay your own expenses, you are not reim-

bursement in box 1 of your Form W–2 and you Jeremy’s employer does not include any ofbursed or given an allowance for your ex-
meet all three rules for an accountable plan, the reimbursement on his Form W–2 becausepenses. In this situation, you have no reim-
ask your employer for a corrected Form W–2. the mileage allowance is not more than thebursement or allowance arrangement. Deduct
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standard mileage rate. Jeremy does not de- (10,000 miles ×  36 cents) that is more than However, you have additional recordkeeping
duct the expenses on his return because his $3,000 (10,000 miles ×  30 cents), the stan- requirements if you are related to your em-
expenses are not more than the allowance he dard mileage rate. The $3,000 is shown with a ployer, as discussed next.
received. code L in box 13 of Joe’s Form W–2. Related to your employer.  If you are re-

In order to claim his excess expenses, Joe lated to your employer, you must be able toExample 2.  The facts in Matt’s case are
completes Form 2106 and reports his total ex- prove your expenses to the IRS even if youthe same as those in Example 1 above. How-
penses of $4,000 and his reimbursement of have already adequately accounted to yourever, Matt’s employer pays him a mileage al-
$3,000 shown in box 13 of his Form W–2. Joe employer and returned any excess reimburse-lowance of only 20 cents a mile.
will enter $1,000 ($4,000 –  $3,000) on line 20 ment. (This does not preclude your use of theMatt is reimbursed under an accountable
of Schedule A (Form 1040). standard mileage rate, discussed in Chapter 2,plan. However, since his $3,000 expenses

or a FAVR allowance, discussed later, to ade-computed under the standard mileage rate
Employer’s plan.  The employer makes the quately account to your employer and the(10,000 miles ×  30 cents) exceed his $2,000
decision whether to reimburse employees IRS.) You are related to your employer if:reimbursement (10,000 miles × 20 cents),
under an accountable plan or a nonaccount-Matt itemizes his deductions in order to claim 1) Your employer is your brother or sister,able plan (discussed later). If you are an em-the excess expenses. Matt completes Form half-brother or half-sister, spouse, ances-ployee who receives payments under a2106 (showing all of his expenses and reim- tor, or lineal descendent,nonaccountable plan, you cannot convertbursements) and enters $1,000 ($3,000 –
these amounts to payments under an ac- 2) Your employer is a corporation in which$2,000) on line 20 of Schedule A (Form 1040).
countable plan by voluntarily accounting to you own, directly or indirectly, more thanAllowance MORE than the standard
your employer for the expenses and volunta- 10% in value of the outstanding stock, ormileage rate.  If your allowance is more than
rily returning excess reimbursements to thethe standard mileage rate, your employer must 3) Certain fiduciary relationships exist be-
employer.include the allowance amount up to the stan- tween you and your employer involving

dard mileage rate in box 13 (code L) of your grantors, trusts, beneficiaries, etc.
Adequate Accounting Form W–2. This amount is not taxable. How-
One of the three rules (listed earlier) for a reim-ever, the car or mileage allowance that is more You may be considered to indirectly own
bursement or other expense allowance ar-than the standard mileage rate will be included stock, for purposes of (2) above, if you have an
rangement to qualify as an accountable planin box 1 of your Form W–2. You must report interest in a corporation, partnership, estate,
was that you adequately account to your em-this part of your allowance as if it were wage or trust that owns the stock or if a family mem-
ployer for your expenses. You adequately ac-income. ber or partner owns the stock.
count by giving your employer documentaryIf your actual expenses are less than or
evidence of your mileage or other car ex-equal to the standard mileage rate, you do not Proving your expenses with a car or mile-
penses, along with a statement of expense, ancomplete Form 2106 or claim any of your ex- age allowance.  If your employer pays for your
account book, a diary, or a similar record inpenses on your return. expenses using a car or mileage allowance,
which you entered the mileage or each ex-However, if your actual expenses are more you can generally use the allowance as proof
pense at or near the time you had it. Documen-than the standard mileage rate, you can com- for the amount of your expenses. However,
tary evidence includes receipts, canceledplete Form 2106 and deduct those expenses the amount of expense that can be proven this
checks, and bills. See Chapter 4 for a discus-that are more than the standard mileage rate way cannot be more than the standard mile-
sion of the recordkeeping aspects or elementson Schedule A (Form 1040). You must report age rate or the amount of the FAVR allowanceof each expense that you must prove.on Form 2106 your reimbursements up to the that your employer does not include in box 1You must account for all amounts receivedstandard mileage rate (as shown in box 13 of of your Form W–2.from your employer during the year as ad-your Form W–2) and all your expenses. You Only the amount can be proven under thevances, reimbursements, or allowances forshould be able to prove these amounts to the adequate accounting requirements. You mustbusiness use of your car. This includesIRS. still prove the time (dates), place, and busi-amounts that were charged to your employer

Example 1.  Laura’s employer reimburses ness purpose for each expense. The most fre-by credit card or other method. You must give
her 32 cents a mile for the 10,000 business quently used methods of figuring a car or mile-your employer the same type of records and
miles she drove in 1995. Her employer in- age allowance are discussed here.supporting information that you would have to
cludes $200 in box 1 of Laura’s Form W–2 as if Fixed or variable mileage allowance.give to the IRS if the IRS questioned a deduc-
it were wages. The $200 is the amount of the You can prove the amount of your expenses iftion on your return. You must pay back the
total reimbursement of $3,200 (10,000 miles your employer reimburses your car expensesamount of any reimbursement or other ex-×  32 cents) that is more than $3,000 (10,000 at a fixed rate, at a cents-per-mile rate, or at apense allowance for which you do not ade-
miles ×  30 cents), the standard mileage rate. variable rate based on a stated schedule.quately account or that exceeds the amount
The $3,000 is shown with a code L in box 13 of However, the amount proven by this methodfor which you accounted.
her Form W–2. This amount is not included in cannot exceed the standard mileage rate.
Laura’s income. Fixed and variable rate (FAVR).  YourCar or mileage allowance.  You may be able

Laura does not have to complete Form employer may choose to reimburse your carto prove the amount of your expense by using
2106 if her expenses are not more than expenses by paying you an allowance that in-a car or mileage allowance amount. A car or
$3,000. cludes a combination of payments coveringmileage allowance satisfies the adequate ac-

fixed and variable costs, such as a cents-per-Example 2.  Joe’s employer advanced him counting requirements for the amount if:
mile rate to cover your variable operating36 cents a mile for the 10,000 business miles 1) Your employer reasonably limits pay-
costs (such as gas, oil, etc.) plus a flat amountJoe was expected to drive in 1995. His total ments of the car expenses to those that
to cover your fixed costs (such as deprecia-advance was $300 per month ($3,600 annu- are ordinary and necessary in the conduct
tion, insurance, etc.). This is called a FAVR al-ally for the 10,000 miles ×  36 cents). How- of the trade or business,
lowance. If your employer chooses to use thisever, Joe has records to show that his actual

2) The allowance is paid at the standard method, your employer will request the neces-car expenses for 1995 were $4,000. His em-
mileage rate, at another rate per mile, orployer’s accountable plan will not pay more sary records from you and will not include any
based on a fixed and variable rate (FAVR)than 36 cents a mile so Joe only gives his em- part considered to be paid from an accounta-
allowance (as described later), andployer enough records each month to prove ble plan in box 1 of your Form W–2. The IRS

that he spent $3,600 ($300 per month). will consider you to have proven the amount3) You prove the time (dates), place, and
reimbursed by your employer (up to theOn Joe’s Form W–2, his employer includes business purpose of using your car to

$600 in box 1 as if it were wages. The $600 is amount not included in box 1 of your Form W–your employer within a reasonable period
the amount of the total advance of $3,600 of time. 2).
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Returning Excess Nonaccountable Plans  Completing FormsReimbursements A nonaccountable plan is a reimbursement
Under an accountable plan, you must be re- or expense allowance arrangement that does 2106 and 2106–EZ  
quired to return any excess reimbursement or not meet the three rules listed earlier under

This section briefly describes how employeesother expense allowance for your business car Accountable Plans.
complete Forms 2106 and 2106–EZ. The in-expenses to the person paying the reimburse- In addition, the following payments made
structions for the forms have more informationment or allowance. Excess reimbursement under an accountable plan will be treated as on how to complete them.means any amount for which you did not ade- being paid under a nonaccountable plan: Table 3 explains what is reported on Formquately account within a reasonable period of
W–2 by the employer and on Form 2106 by the1) Excess reimbursements you fail to returntime. For example, if you received a mileage
employee.to your employer, andadvance and you did not drive as many busi-

ness miles as expected, or you do not have 2) Reimbursement of nondeductible ex- Form 2106–EZ.  You may be able to use Form
proof of all your expenses, you have excess penses related to your employer’s busi- 2106–EZ to claim your business car expenses.
reimbursement. ness. See Reimbursement of nondeduct- You qualify to use this form if you meet both of

‘‘Adequate accounting’’ and ‘‘reasonable ible expenses under Accountable Plans, the following conditions.
period of time’’ were discussed earlier. earlier.

1) You were not reimbursed for your ex-
penses or, if you were reimbursed, the re-Travel advance.  If your employer provides An arrangement that repays you for business imbursement was included in your income

you with an expense allowance before you ac- expenses by reducing the amount reported as (box 1 of your Form W–2).
tually have the expense, and the allowance is your wages, salary, or other compensation will

2) You use the standard mileage rate.reasonably calculated not to exceed your ex- be treated as a nonaccountable plan. This is
pected expenses, you have received a travel because you are entitled to receive the full

Self-employed persons.  If you are self-em-advance. Under an accountable plan, you amount of your compensation regardless of
ployed, do not file Form 2106 or 2106–EZ. Re-must be required to adequately account to whether you incurred any business expenses. port your expenses on Schedule C, Scheduleyour employer for this advance and be re- If you are not sure if the reimbursement or C–EZ, or on Schedule F (Form 1040). See thequired to return any excess within a reasona- expense allowance arrangement is an ac- instructions for the form that you must file.ble period of time. If you do not adequately ac- countable or nonaccountable plan, see your

count for or do not return any excess advance employer. Car expenses.  Figure your deductible car ex-within a reasonable period of time, the amount Your employer will combine the amount of penses on Part II of Form 2106, and then enteryou do not account for or return will be treated any reimbursement or other expense allow- them on line 1, Column A, of Part I of Formas having been paid under a nonaccountable ance paid to you under a nonaccountable plan 2106. Car expenses using the standard mile-plan (discussed later). with your wages, salary, or other compensa- age rate can also be figured on Form 2106–EZUnproven amounts.  If you do not prove tion. Your employer will report the total in box by completing Part III and line 1 of Part II.
any or all of the miles for which you received a 1 of your Form W–2. Information on use of cars.  If you claim
car or mileage allowance (proving the ele- any deduction for the business use of a car,You must complete Form 2106 or 2106–
ments described in Chapter 4), you must re- you must answer certain questions and pro-EZ and itemize your deductions on Schedule
turn this unproven amount of the travel ad- vide information about the use of the car. TheA (Form 1040) to deduct your business car ex-
vance within a reasonable period of time. If information relates to mileage (total, business,penses. Your total employee business ex-
you fail to do this, your employer will include as commuting, and other personal mileage), per-penses will be subject to the 2%-of-adjusted-
income in box 1 of your Form W–2 the un- centage of business use, date placed in ser-gross-income limit that applies to most miscel-
proven amount of the allowance as excess re- vice, use of other vehicles, after-work use,laneous itemized deductions. This 2% limit is
imbursement. This unproven amount is con- whether you have evidence to support the de-figured on line 25 of Schedule A (Form 1040).
sidered paid under a nonaccountable plan, duction, and whether or not the evidence is

Example.  Kim’s employer gives her $500discussed later. written. Employees must complete Section A,
a month ($6,000 total for the year) for her busi-Car or mileage allowance more than the Part II, Form 2106, or Part III, Form 2106–EZ,
ness expenses. Kim does not have to providestandard mileage rate.  If your employer’s to provide this information.
any proof of her car expenses to her employer,accountable plan pays you a car or mileage al- Standard mileage rate.  If you claim a de-
and she can keep any funds that she does notlowance that is higher than the standard mile- duction based on the standard mileage rate in-
spend. stead of your actual expenses, you must com-age rate, you do not have to return the differ-

Kim is being reimbursed under a nonac- plete Section B, Part II, Form 2106. Theence between the two rates (for the business
amount on line 22 (Section B) is carried to linecountable plan. Her employer will include themiles you account for) to your employer. For
1, Part I, Form 2106. In addition, on line 2, Part$6,000 on Kim’s Form W–2 as if it were wages.example, if you receive 32 cents a mile instead
I, Form 2106, you can deduct parking fees andIf Kim wants to deduct her business car ex-of 30 cents a mile, you do not have to return
tolls that apply to the business use of the car.the difference of 2 cents a mile. However, this penses, she must itemize her deductions and
If you file Form 2106–EZ, complete line 1 for2-cent difference will be reported as wages on complete Form 2106 or 2106–EZ. The 2%-of-
the standard mileage rate and line 2 for park-your Form W–2. This excess amount is consid- adjusted-gross-income limit applies to her to-
ing fees and tolls. See Standard Mileage Rateered paid under a nonaccountable plan, dis- tal employee business expenses.
in Chapter 2 for information on using this rate.cussed later.

Actual expenses.  If you claim a deduction
Part of reimbursement paid under account-Example.  At the beginning of January, based on actual expenses, you cannot use
able plan.  If your expenses are reimbursedyour employer advanced you $640 (2,000 × Form 2106–EZ. You must complete Section C,
under an otherwise accountable plan but you32 cents) for the 2,000 business miles you ex- Part II, Form 2106. In addition, you must com-
do not return, within a reasonable period ofpected to drive that month. Using the standard plete Section D to show your depreciation de-
time, any reimbursement for which you do notmileage rate, you would have received only duction and any section 179 deduction you
adequately account, only the amount for$600 (2,000 miles ×  30 cents). If you provide can claim.
which you do not adequately account is con-your employer with adequate proof that you If you are still using a car that is fully depre-
sidered as paid under a nonaccountable plan.drove 2,000 business miles in January, you do ciated, continue to complete Section C. Since
The remainder is treated as having been paidnot have to return the $40 difference ($640 – you have no depreciation deduction, enter
under an accountable plan (as discussed ear-$600). The $40 will, however, be included as zero on line 28. In this case, you do not com-
lier in this chapter).wages on your Form W–2. plete Section D.
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were not reimbursed, you have to file FormTable 3. Reporting Car Expenses and Reimbursements
2106. Report all your business expenses and
all your reimbursements on that form, follow-

Type of Reimbursement Employer Employee ing the form instructions.
(or Other Expense Reports on Shows on You may also have to allocate your reim-Allowance) Arrangement Form W–2 Form 21061

bursement. If your employer paid you a single
amount that covers both the use of your carAccountable
and meals or entertainment, you must allocate

Actual expense Not reported Not shown if expenses do not the reimbursement so that you know how
reimbursement exceed reimbursement much to enter in Column A and Column B of

line 7 of Form 2106. See Allocating your reim-Adequate accounting and
bursement, under Completing Forms 2106excess returned
and 2106–EZ, in Chapter 6 of Publication 463

Actual expense Excess reported as wages in All expenses (and reimburse- for a worksheet to help you make this
reimbursement box 1. Amount adequately ac- ments reported on Form W–2, allocation.

counted for is reported only in box 13) only if some or all ofAdequate accounting and
box 13—it is not reported in the excess expenses arereturn of excess required Schedule A (Form 1040).  After you have
box 1. claimed.2 Otherwise, form isbut excess not returned completed your Form 2106 or 2106–EZ, follow

not filed. the directions on that form to deduct your ex-
penses on the appropriate line of your tax re-Mileage allowance All expenses and reimburse-Not reported turn. For most taxpayers, this is on line 20 of(up to standard mileage ments only if excess expenses
Schedule A (Form 1040). However, if you are arate) are claimed.2 Otherwise, form
performing artist or a disabled employee withis not filed.
impairment-related work expenses, see Spe-Adequate accounting
cial Rules, later.and excess returned

Mileage allowance Excess reported as wages in All expenses (and reimburse- Limits on employee business expenses. 
(exceeds standard mileage box 1. Amount up to the stan- ments equal to the standard Your business car expenses may be subject to
rate) dard mileage rate is reported mileage rate) only if expenses one or both of the limits described below. They

only in box 13—it is not re- in excess of the standard mile- are figured in the following order on the speci-
Adequate accounting up to ported in box 1. age rate are claimed.2 Other- fied form.
the standard mileage rate wise, form is not filed. 1. Limit on employee car expenses.  If
only and excess not you are an employee, deduct your business
returned car expenses (as figured on Form 2106 or

2106–EZ) on line 20 of Schedule A (FormNonaccountable
1040). Most miscellaneous itemized deduc-

Either adequate accounting Entire amount is reported as All expenses2
tions, including employee business expenses,

or return of excess, or wages in box 1. are subject to a 2%-of-adjusted-gross-income
both, not required by plan limit. This limit is figured on line 25 of Schedule

A.
No reimbursement Normal reporting of wages, etc. All expenses2

2. Limit on total itemized deductions.  If
your adjusted gross income (line 32 of Form1 You may be able to use Form 2106-EZ. See Completing Forms 2106 and 2106-EZ in Chapter 5.
1040) is more than $114,700 ($57,350 if you2 Any allowable business expense is carried to line 20 of Schedule A (Form 1040) and deducted as a miscella- are married filing separately), the total of cer-neous itemized deduction.
tain itemized deductions, including employee
car expenses, may be limited. See the instruc-
tions for Schedule A (Form 1040) for more in-Car rentals.  If you claim car rental ex- Other employee business expenses.  Fol-
formation on how to determine the limit.low the Form 2106 or Form 2106–EZ instruc-penses on line 24a of Form 2106, you may

tions if you have other employee business ex-have to include an inclusion amount in your
penses. Examples include travel away fromgross income as described in Chapter 3. If so, Special Rules  
home, gifts, entertainment, or local transporta-you can show your car expenses and any in- This section discusses special rules that apply
tion (not including car expenses). These ex-clusion amount as follows: only to performing artists and to disabled em-
penses are explained in Publication 463. Of- ployees with impairment-related work
fice in the home and other miscellaneous expenses.1) Compute the inclusion amount without
employee business expenses are explained intaking into account your business use
Publication 529, Miscellaneous Deductions. Expenses of certain performing artists.  Ifpercentage for the tax year,
Educational expenses that you may be able to you are a performing artist, you may qualify to
deduct are explained in Publication 508, Edu- deduct your employee car expenses as an ad-

2) Report the inclusion amount from (1) cational Expenses. justment to gross income rather than as a mis-
above on line 24b, Part II, Form 2106, and cellaneous itemized deduction. To qualify, you

must meet all of the following requirements.Reimbursements.  Enter on line 7 of Form
3) Report on line 24c the net amount of car 2106 the amounts your employer (or third 1) During the tax year, you perform services

rental expenses (total car rental ex- party) reimbursed you for employee business in the performing arts for at least two
penses minus the inclusion amount com- expenses that were not reported to you in box employers.
puted in (1) above). 1 of your Form W–2. (You cannot use Form

2) You receive at least $200 each from any2106–EZ.) This includes any amount reported
two of these employers.under code L in box 13 of Form W–2.

The net amount of car rental expenses will be Reimbursed for other business ex- 3) Your related performing-arts business ex-
adjusted on line 27, Part II, of Form 2106, to penses.  If you were reimbursed for car ex- penses (including car expenses) are more
reflect the percentage of business use for the penses and other business expenses and you than 10% of your gross income from the

want to deduct any excess expenses thattax year. performance of such services.
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4) Your adjusted gross income is not more (subject to the 2%-of-adjusted-gross-incomeExamples  
than $16,000 before deducting these bus- limit) on line 20 of Schedule A (Form 1040) if

The following examples and forms illustrateiness expenses. he itemizes his deductions.
the reporting of car and transportation ex-
penses on Forms 2106 and 2106–EZ. OtherSpecial rules for married persons.  If you Example 2.  Virginia Rose purchased a car onemployee business expenses are not shownare married, you must file a joint return unless May 20, 1992. She chose to use the standardin these examples. Publication 463 containsyou lived apart from your spouse at all times mileage rate to claim her business car ex-examples that show how to report other em-during the tax year. penses for 1992 through 1994. She choosesployee business expenses.If you file a joint return, you must figure re- to use that method again for 1995.

quirements (1), (2), and (3) separately for both
As a salesperson, Virginia uses her car toyou and your spouse. However, requirement Example 1.  David Pine purchased a car for

call on customers and make deliveries. She(4) applies to your and your spouse’s com- $18,500 (including sales tax) on January 6,
has records to show she drove 18,000 busi-bined adjusted gross income. 1995. In 1995, he used the car 70% for busi-
ness miles in 1995. Her records also show thatWhere to report.  If you meet all of the re- ness purposes. A sample page from David’s
she paid some parking fees and tolls in con-quirements, you should first complete Form logbook is illustrated in Table 4. He records his
nection with her business transportation.2106 or 2106–EZ. Then you include your per- business mileage (but not his personal miles)

Virginia’s employer paid her a 20¢-per-mileforming-arts-related expenses from line 10 of and expenses daily.
reimbursement during 1995 for the number ofForm 2106 or line 6 of Form 2106–EZ in the to- David uses Form 2106 to claim actual car
miles she was expected to drive each month.tal on line 30 of Form 1040. Write ‘‘QPA’’ and expenses. He completes Section A, Part II, as
These payments were from a nonaccountablethe amount of your performing-arts-related ex- shown later on his illustrated form. He does
plan and were included in her income in box 1penses on the dotted line next to line 30 of not claim the section 179 deduction. He uses
of her Form W–2. Since the reimbursementForm 1040. the MACRS double declining balance method

Do not meet all requirements.  If you do she received is included in her income, Vir-(200%DB) to determine his depreciation
not meet all of the requirements, you do not ginia decides to use Form 2106–EZ to claimdeduction.
qualify to deduct your expenses as an adjust- her 1995 business car expenses.His depreciation deduction normally would
ment to gross income. Instead, you must com- Virginia completes Parts II and III of Formbe $2,590 [$18,500 (unadjusted basis) ×
plete Form 2106 or 2106–EZ and deduct your 2106–EZ, as shown on her illustrated form.70% (business use) ×  20% (from Table 1 )].
employee business expenses on line 20 of She enters her business car expenses ofHowever, it is limited in the first year to $2,142
Schedule A (Form 1040). $5,400 (figured at 30 cents per mile for her[$3,060 (from Table 2 ) ×  70%]. He enters

18,000 business miles) on line 1, Part II. Shethese amounts in Section D, Part II.
Impairment-related work expenses of dis- enters her expenses for parking and tolls,His other car expenses included $3,080 forabled employees. If you are an employee $295, on line 2, Part II.gas, oil, repairs, and insurance. He enters thiswith a physical or mental disability, your im- Virginia enters her total deductible ex-amount in Section C, Part II, and multiplies it bypairment-related work expenses are not sub- penses, $5,695, on line 6, Part II. She also en-the 70% business use. He adds this amountject to the 2%-of-adjusted-gross-income limit ters this $5,695 on line 20 of Schedule A($2,156) to the depreciation deductionthat applies to most other employee business (Form 1040). These expenses are subject to($2,142) and reports the total ($4,298) on lineexpenses. After you complete Form 2106 or

the 2%-of-adjusted-gross-income limit, fig-1, Part I.2106–EZ, enter your impairment-related work
ured on line 25 of Schedule A.His other transportation expenses for park-expenses from line 10 of Form 2106 or line 6

If she did not itemize her deductions foring fees, tolls, and taxis were $1,190. He en-of Form 2106–EZ on line 27 of Schedule A
1995, Virginia could not deduct theseters this amount on line 2, Part I.(Form 1040). Enter your employee business
expenses.David’s employer reimbursed him a total ofexpenses that are unrelated to your disability

$2,940 for his car and transportation ex-from line 10 of Form 2106 or line 6 of Form
penses. This amount was paid from an ac-2106–EZ on line 20 of Schedule A (Form
countable plan and was not shown on David’s1040). Appendices Form W–2. However, since he is claiming ex-Impairment-related work expenses are
penses that are more than his reimburse-your allowable expenses for attendant care at The appendices that follow the illustrated
ments, he must show the entire reimburse-your workplace and other expenses in con- forms are the tables that you may need if you
ment amount on line 7, Part I. Since David hadnection with your workplace that are neces- lease a car for 30 days or more. They show the
no meal or entertainment expenses, he enterssary for you to be able to work. For more infor- inclusion amounts that you may need to in-
his excess deductible expenses ($2,548) onmation, see Publication 502, Medical and clude in income. (See Chapter 3.)
line 10, Part I. He can deduct these expensesDental Expenses.
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Table 4. Daily Business Mileage and Expense Log Name: David Pine

Odometer Readings Expenses

Destination Business Miles Type
Date (City, Town, or Area) Purpose Start Stop this trip (Gas, oil, tolls, etc.) Amount

4/2/95

4/3/95 Local Sales calls 8,097 8,188 91 Gas $ 18.25
(St. Louis)

4/4/95 Indianapolis Sales calls 8,211 8,486 275 Parking 2.00

4/5/95 Louisville See Bob Smith 8,486 8,599 113 Gas/Repair 16.50
(Pot. Client) flat tire 8.00

4/6/95 Return to 8,599 8,875 276 Gas 17.25
St. Louis

4/7/95 Local Sales calls 8,914 9,005 91
(St. Louis)

4/8/95

/ / / / / / / / / / / / / / / Weekly / / / / / / / / / / / / / / / 8,097 9,005 846 / / / / / / / / / / / / / / / $62.00
/ / / / / / / / / / / / / / / Total / / / / / / / / / / / / / / / / / / / / / / / / / / / / / /

Total / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / 6,236 / / / / / / / / / / / / / / / $993.00
Year-to-Date / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / / /
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Appendix A. Inclusion Amounts for Cars First Leased in 1987 through 1991
Tax Year of Lease*

For Lease Term For Lease Term For Lease Term
Beginning in Beginning in Beginning in

Fair Market 1987 or 1988 1989 or 1990 1991

Value 5th and Later 5th and Later 4th 5th and Later

Over Not Over
$ 12,800 $ 13,100 $ 9 $ 2 $ 0 $ 0

13,100 13,400 28 9 0 0
13,400 13,700 47 26 6 6
13,700 14,000 65 45 18 18
14,000 14,300 84 64 29 32

14,300 14,600 103 83 41 45
14,600 14,900 122 101 52 58
14,900 15,200 140 120 64 71
15,200 15,500 159 139 75 85
15,500 15,800 178 158 87 98

15,800 16,100 196 176 98 112
16,100 16,400 215 195 110 124
16,400 16,700 234 213 121 138
16,700 17,000 253 232 133 151
17,000 17,500 277 258 147 169

17,500 18,000 309 289 167 191
18,000 18,500 340 319 186 213
18,500 19,000 371 351 205 235
19,000 19,500 402 382 224 257
19,500 20,000 433 413 243 279

20,000 20,500 465 445 263 301
20,500 21,000 496 476 282 323
21,000 21,500 527 507 301 345
21,500 22,000 558 538 319 368
22,000 23,000 605 585 348 401

23,000 24,000 667 647 387 445
24,000 25,000 729 709 425 489
25,000 26,000 792 772 463 534
26,000 27,000 854 834 502 578
27,000 28,000 917 897 540 622

28,000 29,000 979 959 578 666
29,000 30,000 1,041 1,021 617 710
30,000 31,000 1,104 1,084 655 755
31,000 32,000 1,166 1,146 693 799
32,000 33,000 1,228 1,209 732 843

33,000 34,000 1,291 1,270 769 888
34,000 35,000 1,353 1,333 808 931
35,000 36,000 1,415 1,396 846 976
36,000 37,000 1,478 1,458 885 1,020
37,000 38,000 1,540 1,520 923 1,064

38,000 39,000 1,602 1,583 961 1,109
39,000 40,000 1,665 1,664 1,000 1,153
40,000 41,000 1,727 1,707 1,038 1,197
41,000 42,000 1,789 1,770 1,076 1,241
42,000 43,000 1,852 1,832 1,115 1,285

43,000 44,000 1,914 1,894 1,153 1,330
44,000 45,000 1,976 1,956 1,191 1,374
45,000 46,000 2,039 2,019 1,230 1,418
46,000 47,000 2,101 2,081 1,268 1,462
47,000 48,000 2,164 2,144 1,306 1,506

48,000 49,000 2,226 2,205 1,344 1,551
49,000 50,000 2,288 2,268 1,383 1,595
50,000 51,000 2,351 2,331 1,421 1,639
51,000 52,000 2,413 2,393 1,459 1,684
52,000 53,000 2,475 2,455 1,498 1,727
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Appendix A. (Continued)
Tax Year of Lease*

For Lease Term For Lease Term For Lease Term
Beginning in Beginning in Beginning in

Fair Market 1987 or 1988 1989 or 1990 1991
Value 5th and Later 5th and Later 4th 5th and Later

Over Not Over
$ 53,000 $ 54,000 $ 2,538 $ 2,517 $1,536 $1,772

54,000 55,000 2,600 2,580 1,574 1,816
55,000 56,000 2,662 2,643 1,613 1,860
56,000 57,000 2,725 2,705 1,650 1,905
57,000 58,000 2,787 2,767 1,689 1,949

58,000 59,000 2,849 2,829 1,727 1,993
59,000 60,000 2,912 2,892 1,766 2,037
60,000 62,000 3,005 2,985 1,824 2,103
62,000 64,000 3,130 3,110 1,900 2,192
64,000 66,000 3,255 3,235 1,977 2,280

66,000 68,000 3,379 3,360 2,053 2,369
68,000 70,000 3,504 3,484 2,130 2,457
70,000 72,000 3,629 3,609 2,206 2,546
72,000 74,000 3,753 3,733 2,283 2,634
74,000 76,000 3,878 3,858 2,359 2,723

76,000 78,000 4,003 3,983 2,436 2,811
78,000 80,000 4,128 4,107 2,512 2,900
80,000 85,000 4,346 4,325 2,647 3,054
85,000 90,000 4,658 4,638 2,838 3,276
90,000 95,000 4,969 4,949 3,029 3,497

95,000 100,000 5,281 5,261 3,221 3,718

*For the last tax year of the lease, use the dollar amount for the preceding year.
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Appendix B. Inclusion Amounts for Cars First Leased in 1992

Fair Market Tax Year of Lease*
Value 1st 2nd 3rd 4th 5th and Later

Over Not Over
$ 13,700 $ 14,000 $ 0 $ 2 $ 2 $ 2 $ 4

14,000 14,300 3 7 10 13 15
14,300 14,600 5 13 18 23 26
14,600 14,900 8 18 27 32 38
14,900 15,200 11 23 35 43 49

15,200 15,500 13 29 44 52 61
15,500 15,800 16 35 51 62 72
15,800 16,100 18 40 60 72 84
16,100 16,400 21 46 68 82 95
16,400 16,700 23 52 76 92 106

16,700 17,000 26 57 84 102 118
17,000 17,500 29 65 95 115 133
17,500 18,000 33 74 109 132 152
18,000 18,500 38 83 123 148 171
18,500 19,000 42 92 137 164 190

19,000 19,500 46 102 150 181 209
19,500 20,000 50 111 164 198 228
20,000 20,500 55 120 178 214 247
20,500 21,000 59 129 192 230 267
21,000 21,500 63 139 205 247 285

21,500 22,000 67 148 219 263 305
22,000 23,000 74 162 239 288 333
23,000 24,000 82 180 268 321 371
24,000 25,000 90 199 295 354 409
25,000 26,000 99 217 323 387 447

26,000 27,000 107 236 350 420 485
27,000 28,000 116 254 378 453 523
28,000 29,000 124 273 405 486 561
29,000 30,000 133 291 433 518 600
30,000 31,000 141 310 460 552 637

31,000 32,000 150 328 488 584 676
32,000 33,000 158 347 515 618 713
33,000 34,000 167 365 543 650 752
34,000 35,000 175 384 570 684 789
35,000 36,000 184 402 598 716 828

36,000 37,000 192 421 625 750 865
37,000 38,000 200 440 652 783 904
38,000 39,000 209 458 680 816 942
39,000 40,000 217 477 707 849 980
40,000 41,000 226 495 735 882 1,018

41,000 42,000 234 514 762 915 1,056
42,000 43,000 243 532 790 948 1,094
43,000 44,000 251 551 817 981 1,132
44,000 45,000 260 569 845 1,013 1,171
45,000 46,000 268 588 872 1,047 1,208

46,000 47,000 277 606 900 1,079 1,247
47,000 48,000 285 625 927 1,113 1,284
48,000 49,000 293 644 955 1,145 1,323
49,000 50,000 302 662 982 1,179 1,360
50,000 51,000 310 681 1,010 1,211 1,399

51,000 52,000 319 699 1,037 1,245 1,436
52,000 53,000 327 718 1,065 1,277 1,475
53,000 54,000 336 736 1,092 1,311 1,513
54,000 55,000 344 755 1,120 1,343 1,551
55,000 56,000 353 773 1,147 1,377 1,589

56,000 57,000 361 792 1,175 1,409 1,627
57,000 58,000 370 810 1,202 1,442 1,666
58,000 59,000 378 829 1,230 1,475 1,703
59,000 60,000 386 848 1,257 1,508 1,741
60,000 62,000 399 875 1,299 1,557 1,799
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Appendix B. (Continued)

Fair Market Tax Year of Lease*
Value 1st 2nd 3rd 4th 5th and Later

Over Not Over
$ 62,000 $ 64,000 $ 416 $ 912 $ 1,354 $ 1,623 $ 1,875

64,000 66,000 433 949 1,409 1,689 1,951
66,000 68,000 450 987 1,463 1,755 2,027
68,000 70,000 467 1,024 1,518 1,821 2,103
70,000 72,000 484 1,061 1,573 1,887 2,179

72,000 74,000 501 1,098 1,628 1,953 2,255
74,000 76,000 518 1,135 1,683 2,019 2,331
76,000 78,000 535 1,172 1,738 2,085 2,407
78,000 80,000 551 1,209 1,794 2,150 2,484
80,000 85,000 581 1,274 1,889 2,267 2,617

85,000 90,000 623 1,367 2,027 2,431 2,807
90,000 95,000 666 1,459 2,165 2,595 2,998
95,000 100,000 708 1,552 2,302 2,761 3,188

*For the last tax year of the lease, use the dollar amount for the preceding year.
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Appendix C. Inclusion Amounts for Cars First Leased in 1993

Fair Market Tax Year of Lease*
Value 1st 2nd 3rd 4th 5th and Later

Over Not Over
$ 14,300 $ 14,600 $ 1 $ 1 $ 2 $ 2 $ 3

14,600 14,900 3 5 7 9 9
14,900 15,200 4 9 13 15 17
15,200 15,500 6 13 18 22 25
15,500 15,800 8 16 24 29 32

15,800 16,100 9 20 30 35 40
16,100 16,400 11 24 35 42 48
16,400 16,700 13 27 41 49 55
16,700 17,000 14 32 46 55 63
17,000 17,500 17 36 54 64 73

17,500 18,000 20 42 63 75 87
18,000 18,500 22 49 72 86 99
18,500 19,000 25 55 82 97 112
19,000 19,500 28 61 91 108 125
19,500 20,000 31 67 100 120 137

20,000 20,500 34 74 109 130 150
20,500 21,000 37 80 118 142 163
21,000 21,500 39 86 128 153 175
21,500 22,000 42 92 138 163 189
22,000 23,000 47 101 151 181 207

23,000 24,000 52 114 170 202 233
24,000 25,000 58 127 187 225 259
25,000 26,000 64 139 206 247 285
26,000 27,000 69 152 224 270 310
27,000 28,000 75 164 243 292 335

28,000 29,000 81 176 262 313 362
29,000 30,000 86 189 280 336 387
30,000 31,000 92 201 299 358 412
31,000 32,000 98 214 317 380 438
32,000 33,000 103 226 336 402 464

33,000 34,000 109 239 354 424 490
34,000 35,000 115 251 373 446 515
35,000 36,000 120 264 391 469 540
36,000 37,000 126 276 410 491 566
37,000 38,000 132 288 429 513 591

38,000 39,000 137 301 447 535 617
39,000 40,000 143 314 465 557 643
40,000 41,000 149 326 484 579 669
41,000 42,000 154 339 502 601 695
42,000 43,000 160 351 521 623 720

43,000 44,000 166 363 539 646 746
44,000 45,000 171 376 558 668 771
45,000 46,000 177 388 577 690 796
46,000 47,000 183 401 594 713 822
47,000 48,000 189 413 613 735 847

48,000 49,000 194 426 631 757 874
49,000 50,000 200 438 650 779 899
50,000 51,000 206 450 669 801 925
51,000 52,000 211 463 687 824 950
52,000 53,000 217 475 706 846 975

53,000 54,000 223 488 724 867 1,002
54,000 55,000 228 501 742 890 1,027
55,000 56,000 234 513 761 912 1,052
56,000 57,000 240 525 780 934 1,078
57,000 58,000 245 538 798 956 1,104

58,000 59,000 251 550 817 978 1,130
59,000 60,000 257 563 835 1,000 1,155
60,000 62,000 265 581 863 1,034 1,194
62,000 64,000 277 606 900 1,078 1,245
64,000 66,000 288 631 937 1,123 1,295
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Appendix C. (Continued)

Fair Market Tax Year of Lease*
Value 1st 2nd 3rd 4th 5th and Later

Over Not Over
$ 66,000 $ 68,000 $ 299 $ 656 $ 974 $ 1,167 $ 1,347

68,000 70,000 311 681 1,011 1,211 1,398
70,000 72,000 322 706 1,048 1,255 1,450
72,000 74,000 333 731 1,085 1,300 1,500
74,000 76,000 345 756 1,121 1,345 1,551

76,000 78,000 356 781 1,158 1,389 1,603
78,000 80,000 367 806 1,195 1,434 1,654
80,000 85,000 387 849 1,261 1,510 1,744
85,000 90,000 416 911 1,353 1,622 1,871
90,000 95,000 444 974 1,445 1,733 1,999

95,000 100,000 472 1,036 1,538 1,843 2,128

*For the last tax year of the lease, use the dollar amount for the preceding year.
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Appendix D. Inclusion Amounts for Cars First Leased in 1994

Fair Market Tax Year of Lease*
Value 1st 2nd 3rd 4th 5th and Later

Over Not Over
$ 14,600 $ 14,900 $ 0 $ 1 $ 1 $ 2 $ 2

14,900 15,200 2 5 6 9 11
15,200 15,500 4 9 14 17 20
15,500 15,800 6 14 21 25 30
15,800 16,100 8 19 27 34 39

16,100 16,400 10 24 34 42 49
16,400 16,700 12 28 41 51 58
16,700 17,000 14 33 48 59 68
17,000 17,500 17 39 57 70 81
17,500 18,000 21 47 68 84 97

18,000 18,500 24 55 80 97 113
18,500 19,000 28 62 92 111 129
19,000 19,500 31 70 104 124 145
19,500 20,000 35 78 115 138 161
20,000 20,500 39 85 127 152 176

20,500 21,000 42 93 138 166 193
21,000 21,500 46 101 149 180 208
21,500 22,000 49 109 161 193 225
22,000 23,000 54 121 178 214 248
23,000 24,000 62 136 201 242 280

24,000 25,000 69 151 224 270 312
25,000 26,000 76 167 247 297 344
26,000 27,000 83 182 270 325 376
27,000 28,000 90 198 293 352 408
28,000 29,000 97 213 317 379 440

29,000 30,000 104 229 339 408 471
30,000 31,000 111 244 363 435 503
31,000 32,000 118 260 385 463 535
32,000 33,000 125 276 408 490 567
33,000 34,000 132 291 431 518 599

34,000 35,000 139 307 454 545 631
35,000 36,000 146 322 478 573 662
36,000 37,000 153 338 500 601 694
37,000 38,000 161 353 523 628 726
38,000 39,000 168 368 547 656 757

39,000 40,000 175 384 569 684 790
40,000 41,000 182 399 593 711 822
41,000 42,000 189 415 615 739 854
42,000 43,000 196 431 638 766 886
43,000 44,000 203 446 661 794 918

44,000 45,000 210 462 684 821 950
45,000 46,000 217 477 708 849 981
46,000 47,000 224 493 730 877 1,013
47,000 48,000 231 508 754 904 1,045
48,000 49,000 238 524 776 932 1,077

49,000 50,000 245 539 800 959 1,109
50,000 51,000 252 555 822 987 1,141
51,000 52,000 260 570 845 1,015 1,172
52,000 53,000 267 585 869 1,042 1,204
53,000 54,000 274 601 892 1,069 1,236

54,000 55,000 281 617 914 1,097 1,268
55,000 56,000 288 632 938 1,125 1,299
56,000 57,000 295 648 960 1,153 1,331
57,000 58,000 302 663 984 1,180 1,363
58,000 59,000 309 679 1,006 1,208 1,395

59,000 60,000 316 694 1,030 1,235 1,427
60,000 62,000 327 717 1,065 1,276 1,475
62,000 64,000 341 748 1,111 1,332 1,538
64,000 66,000 355 780 1,156 1,387 1,602
66,000 68,000 369 811 1,202 1,442 1,666
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Appendix D. (Continued)

Fair Market Tax Year of Lease*
Value 1st 2nd 3rd 4th 5th and Later

Over Not Over
$ 68,000 $ 70,000 $ 383 $ 842 $ 1,248 $ 1,497 $ 1,730

70,000 72,000 397 873 1,294 1,553 1,793
72,000 74,000 412 903 1,341 1,608 1,857
74,000 76,000 426 935 1,386 1,663 1,921
76,000 78,000 440 966 1,432 1,718 1,985

78,000 80,000 454 997 1,478 1,774 2,048
80,000 85,000 479 1,051 1,559 1,870 2,160
85,000 90,000 514 1,129 1,674 2,008 2,319
90,000 95,000 550 1,206 1,789 2,146 2,478
95,000 100,000 585 1,284 1,904 2,284 2,637

*For the last tax year of the lease, use the dollar amount for the preceding year.
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Appendix E. Inclusion Amounts for Cars First Leased in 1995

Fair Market Tax Year of Lease*
Value 1st 2nd 3rd 4th 5th and Later

Over Not Over
$ 15,500 $ 15,800 $ 4 $ 8 $ 11 $ 13 $ 14

15,800 16,100 7 15 21 25 28
16,100 16,400 10 22 31 37 43
16,400 16,700 13 28 42 50 56
16,700 17,000 16 35 52 62 71

17,000 17,500 20 45 65 78 89
17,500 18,000 26 56 82 98 113
18,000 18,500 31 67 99 119 136
18,500 19,000 36 79 116 139 159
19,000 19,500 21 90 133 159 184

19,500 20,000 46 102 150 179 207
20,000 20,500 52 113 167 200 230
20,500 21,000 57 124 184 220 254
21,000 21,500 62 136 201 240 277
21,500 22,000 67 147 218 261 301

22,000 23,000 75 164 244 291 336
23,000 24,000 86 187 277 332 383
24,000 25,000 96 210 311 373 429
25,000 26,000 106 233 345 413 477
26,000 27,000 117 256 378 454 524

27,000 28,000 127 279 412 495 570
28,000 29,000 138 301 447 535 617
29,000 30,000 148 324 481 575 665
30,000 31,000 159 347 514 616 711
31,000 32,000 169 370 548 657 758

32,000 33,000 179 393 582 698 804
33,000 34,000 190 416 616 738 851
34,000 35,000 200 439 650 778 899
35,000 36,000 211 461 684 819 946
36,000 37,000 221 484 718 860 992

37,000 38,000 232 507 751 901 1,039
38,000 39,000 242 530 785 942 1,086
39,000 40,000 253 552 820 982 1,133
40,000 41,000 263 576 853 1,022 1,180
41,000 42,000 273 599 887 1,063 1,227

42,000 43,000 284 621 921 1,104 1,274
43,000 44,000 294 644 955 1,145 1,320
44,000 45,000 305 667 989 1,185 1,367
45,000 46,000 315 690 1,022 1,226 1,415
46,000 47,000 326 712 1,057 1,266 1,462

47,000 48,000 336 735 1,091 1,307 1,508
48,000 49,000 346 759 1,124 1,347 1,556
49,000 50,000 357 781 1,158 1,388 1,603
50,000 51,000 367 804 1,192 1,429 1,649
51,000 52,000 378 827 1,226 1,469 1,696

52,000 53,000 388 850 1,260 1,510 1,743
53,000 54,000 399 872 1,294 1,551 1,790
54,000 55,000 409 895 1,328 1,591 1,837
55,000 56,000 419 919 1,361 1,632 1,884
56,000 57,000 430 941 1,395 1,673 1,931

57,000 58,000 440 964 1,429 1,714 1,977
58,000 59,000 451 987 1,463 1,754 2,024
59,000 60,000 461 1,010 1,497 1,794 2,072
60,000 62,000 477 1,044 1,548 1,855 2,142
62,000 64,000 498 1,089 1,616 1,937 2,235

64,000 66,000 519 1,135 1,683 2,018 2,330
66,000 68,000 539 1,181 1,751 2,100 2,423
68,000 70,000 560 1,227 1,819 2,180 2,517
70,000 72,000 581 1,272 1,887 2,262 2,611
72,000 74,000 602 1,318 1,955 2,343 2,704
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Appendix E. (Continued)

Fair Market Tax Year of Lease*
Value 1st 2nd 3rd 4th 5th and Later

Over Not Over
$ 74,000 $ 76,000 $ 623 $ 1,364 $ 2,022 $ 2,424 $ 2,799

76,000 78,000 644 1,409 2,090 2,506 2,892
78,000 80,000 665 1,455 2,158 2,586 2,986
80,000 85,000 701 1,535 2,277 2,729 3,150
85,000 90,000 753 1,650 2,445 2,932 3,385

90,000 95,000 806 1,763 2,616 3,315 3,619
95,000 100,000 858 1,878 2,784 3,339 3,853

*For the last tax year of the lease, use the dollar amount for the preceding year.
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