
Tax Savings For Flyers
PART II

Portion of depreciation and operating expense of airplane
could be deductible items for owners who use planes for business

purposes. Preservation of documentary evidence supporting claims is important

by CHARLES K. KOPP and ALAN H. MOLOD

t

EDITOR'S NOTE: This is the sec­
ond of a two-part article written by
Messrs. Kopp and Molod on the Federal
income tax as it applies to general
aviation aircraft ownership and opera­
tion. The first part appeared in the
February issue of The PILOT (see
pages 74-79).

As noted at the close of last month'sarticle, a taxpayer must substan­
tiate each of the above elements of an
expenditure by adequate records or by
sufficient evidence corroborating his
ownstatement. A record of the elements
of an expenditure made at 01' near the
time of the expenditure, supported by
sufficient documentary evidence, has a
high degree of credibility not present
with respect to a statement prepared
subsequently when generally there is a
lack of accurate recall. To meet the
"adequate records" requirement, a tax­
payer should maintain an account book,
diary, statement of expenses or similar
record, and documentary evidence
which, in combination, are sufficient to
establish each element of the expendi­
ture. Documentary evidence, such as
receipts, paid bills, or similar evidence
to support an expenditure are required
for (1) any expenditure for lodging
while traveling away from home and
(2) any other expenditure of $25 or
more. In general, each separate pay­
ment by the taxpayer shall ordinarily
be considered to constitute a separate
expenditure. However, concurrent or
repetitious expenses of a similar nature
occurring during the course of a single
event shall be considered a single ex­
penditure.

As noted earlier in this article, in
order to deduct the expenses incurred
in using an aircraft for entertaining
business customers, the taxpayer must
establish that the aircraft was used
primarily for the furtherance of the
taxpayer's trade or business, and that
the expenses were directly related to
the active conduct of the taxpayer's
trade or business. In establishing that
the aircraft was used primarily for the
furtherance of the taxpayer's trade or
business, the taxpayer must maintain

records of the use of the facility, the
cost of using the facility, mileage or
its equivalent (e.g., flight hours), and
such information as shall tend to estab­
lish such primary use. For each use of
the facility claimed to be in furtherance
of the taxpayer's trade or business,
the above-mentioned elements of an
expenditure must be substantiated, and
for each use of the facility not in
furtherance of the taxpayer's trade or
business, an appropriate description of
such use, including cost, date, number
of persons entertained, nature of enter­
tainment, and such information as flight
hours must be provided.

In terms of tax return reporting,
thel'e are certain rules which an em­
ployee must follow in order to claim
deductions for business expenses. Where
the employee is required to, and does,
"account" to his employer, the Regula­
tions provide for the following treat­
ment of business expenses: (1) Where
the total amount of reimbursements,
advances, and expenses charged directly
or indirectly to the employer (through
credit cards, etc.) is equal to the total
amount of ordinary and necessary busi­
ness expenses paid or incurred by the
employee, the employee need not report
in his tax return the amount of his
business expenses or reimbursements.
The employee need only state in his
return that the total of amounts
charged directly 01' indirectly to his
employer and received from his em­
ployer as advances 01' reimbursements
did not exceed the ordinary and neces­
sary business expenses paid or incurred
by such employee. (2) Where the reim­
bursements, advances and direct and
indirect charges to the employer exceed
the employee's business expenses paid
or incurred, the excess amount must
be included in the income of the em­
ployee. The amount is shown on the
tax return (Form 1040) on line 8,
part II, page 2 as "Excess Reimburse­
ments." Again, total expenses and re­
imbursements need not be reported;
only the excess of reimbursement over
expenses. (3) Where the employee's
business expenses paid 01' incurred ex­
ceed the reimbursements, advances, and
direct and indirect charges to the

employer, the employee may secure a
deduction for the excess if he submits a
statement showing the following in­
formation as part of his tax return:

(a) The total of all amounts charged
to and received from the employer in
connection with the ordinary and neces­
sary business expenses of the employee;

(b) The total amount of ordinary
and necessary business expenses paid
or incurred by the employee (including
those charged directly or indirectly to
the employer) broken down into such
broad categories as transportation, en­
tertainment expenses, meals and lodg­
ings while away from home overnight,
and other business expenses;

(c) The nature of the employee's oc­
cupation, and the number of days away
from home.

To "account" to one's employer, as
used in the Regulations, means to sub­
mit an expense account or other re­
quired written statement to the em­
ployer showing the business nature and
amount of all the employee's expenses.
The business expenses reported to the
employer should be broken down into
broad categories such as transportation,
meals and lodging while away from
home overnight, entertainment ex­
penses, and other business expenses.
An employee has made the equivalent
of an accounting to his employer, how­
ever, if the employee receives an al­
lowance not in excess of $25 per diem
in lieu of subsistence, or a mileage
allowance not in excess of 15 cents
per mile. If the employee had an ex­
pense allowance or charged expenses
to the employer, he should indicate
that by checking the small box in the
bottom left-hand corner of page 2 of
Form 1040.

Where the employee is not required
to "account" to his employer for his
ordinary and necessary business ex­
penses, or though required, fails to "ac­
count," he must submit a statement
showing the following information as
part of his tax return:

(1) The total of all amounts charged
to and received from his employer in
connection with the ordinary and neces­
sary business expenses of the employee.
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(2) The total amount of ordinary

and necessary business expenses paid
or incurred by the employee (including
those charged directly or indirectly to
the employer) broken down into such
broad categories as transportation,
meals and lodging while away from
home overnight, entertainment ex­
penses, and other business expenses.

(3) The nature of the employee's oc­
cupation and the number of days away
from home on business.

The employee should submit the
above information in a statement at­
tached to his return and complete his
return (Form 1040) as follows:

(a) If the employer's payments
equaled the employee's business ex­
penses, no further entry need be made
on the tax return since the amounts
cancel each other.

(b) If the employer's payments ex­
ceeded the employee's business ex­
penses, the excess amount should be
included in income on line 8, part II,
page 2, of Form 1040 and identified as
"excess reimbursements."

(c) If the employee's business ex­
penses exceeded the employer's pay­
ments, the employee may claim a
deduction for the excess. This deduc­
tion will appear on the tax return
(Form 1040) either on line 3, part III,
page 2, or, if deductions are itemized,
in part IV, page 2, under "Other De­
ductions."

An official work sheet, IRS Form
2106, is available at local tax offices to
aid the taxpayer in calculating trans­
portation expenses, travel expenses
away from home and reimbursed busi­
ness expenses. This form may be, but
is not required to be, attached to the
tax return.

Although the Commissioner may re­
quire any taxpayer to substantiate such
information concerning expense ac­
counts which may appear to be per­
tinent in determining tax liability,
taxpayers will not, ordinarily, be called
upon to substantiate expense account
information except that in the follow­
ing categories:

(1) A taxpayer who is not liable to
account to his employer or who does
not account;

(2) A taxpayer whose expenses ex­
ceed the total of amounts charged to
his employer and amounts received
through advances, reimbursements, or
otherwise and who claims a deduction
on his return for such excesses;

(3) A taxpayer whose employer is a
close family member or related cor­
poration; and

(4) Other taxpayers in cases where
it is determined that the accounting
procedures used by the employer for
the reporting and substantiation of ex­
penses by employees are not adequate.

When your plane is used solely for
business, other than for "business en­
tertainment," all of your expenses re­
lating to the aircraft are generally
deductible. If the aircraft is used both
for business and pleasure, that portion
of the expense which can be attributed
to the business use of the plane is

deductible. In a case decided Oct. 7,
1963, a Federal district court made
this allocation on the basis of flying
hours attributable to business use as
compared to flying hours attributable
to personal use. However, a taxpayer
is not pJ'ecluded from claiming a dif­
ferent basis of allocation, if reasonable.

Other than the important item of de­
preciation, there are several things you
should watch if your plane is used in
business.

1. If you hire a pilot and any other
crewman to fly your plane, their sala­
ries would be deductible.

2. Hangar rental or any other cost
connected with storing, maintaining or
parking your plane would be deductible.

3. Your total gasoline and oil cost
would be deductible. Of course, if you
deduct the total cost of oil and gaso­
line, you cannot take a separate, addi­
tional deduction for state and Federal
gasoline taxes you may pay. If you
obtain Federal or state refunds on the
gasoline taxes you pay, the refunded
amount cannot be included in your
cost.

4. The premiums for insurance that
you carryon your airplane would also
be deductible as a business expense.

5. Any judgments you were forced
to pay due to your negligence in fly­
ing would be deductible.

6. If you suffer a loss when you sell
your airplane, such loss is deductible.

7. Cost of all repairs made on your
airplane during the tax year would be
deductible; cost of additional tires, if
used for less than one year, also would
be deductible as repairs. If the tires
had a greater life you would then de­
duct depreciation over the life of the
tires rather than take the full amount
in one year.

8. When your plane is used for busi­
ness activities only a part of the time,
you should carefully compute the exact
percentage of time that it is used for
business transportation. That percent­
age would then apply to the items nor­
mally deductible as business expenses.
Further in this connection, a recent
case has held that, in computing the
gain or loss on the sale of an aircraft
used part of the time for business and
part of the time for pleasure, the ad­
justed cost basis of the aircraft and
the proceeds of the sale must be al­
located according to the percentage of
the aircraft's business and personal use.
Accordingly, the case held that a gain
was recognized on the business part
of the aircraft and a nondeductible loss
was realized on the personal part of
the aircraft. This result was reached
in spite of the fact that the taxpayer
suffered a loss on the overall transac­
tion (taxpayer sold aircraft for $35,­
380; taxpayer's cost less depreciation
was $40,495.58).

Airplane owners should particulat;ly
be aware of the extent to which cas­
ualty and theft losses, not compensated
for by insurance or otherwise, are de­
ductible. Many people are under the
impression that the actual amount of
the loss is deductible. In fact, in the
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case of any casualty or theft loss,
whether or not incurred in a trade or
business, the amount of the deduction
will be the lesser of either (1) the
amount which is equal to the fair
market value of the property immedi­
ately before the casualty reduced by
the fair market value of the property
immediately after the casualty, or (2)
the amount of the adjusted basis of
the property. There is one exception.
If property used in a trade or a busi­
ness or held for the production of in­
come is totally destroyed by casualty,
the amount of the adjusted basis of
such property shall be allowed as the
deduction even though the fair market
value of the property immediately be­
fore the casualty was less than the
adjusted basis of such property.

In the case of a loss sustained by
an individual, the deduction shall be
limited to that portion of the loss which
is in excess of $100 if the property
was not used in a trade or business
or held for income producing purposes.
The $100 limitation applies separately
in respect of each casualty and ap­
plies to the entire loss sustained from
each casualty. The $100 limitation ap­
plies separately to each individual tax­
payer who sustains a loss even though
the property damaged or destroyed is
owned by two or more individuals.
However, a husband and wife who file
a joint return are treated as one in­
dividual taxpayer. If the loss is sus­
tained in respect of property used par­
tially for business and partially for
nonbusiness purposes, the $100 limita­
tion applies only to that portion of the
loss properly attributable to the non­
business use.

It is possible that. a portion of your
airplane's cost may be credited against
your income tax liability. This credit
is popularly known as the "investment
credit" and was added to the tax laws
by the Revenue Act of 1962. You
should consult with local counsel for
further information as to its applica­
tion.

Now for the depreciation item which
is extremely important in reducing the
cost of business flying. When your air­
plane is used in a trade or business, a
depreciation deduction is allowed to the
extent of that use. This means that if
one-half of your airplane mileage is
for business purposes and the other
half is for pleasure flying, then one­
half of the regular depreciation allow­
ance may be deducted on your Federal
tax return.

Generally, the purpose of the depre­
ciation deduction is to permit the tax­
payer to write off the cost of his
property over the estimated useful life
of the property. The key question,
therefore, is: What constitutes the use­
ful life of an airplane for this tax
purpose?

Taxing authorities have always con­
sidered that a five-year life for aircraft
is reasonable. This official position was
taken in an IRS publication known as
"Bulletin F." The new Depreciation
Guidelines, issued in July 1962, how-

ever, "have extended the useful life of
aircraft to six years, both for airlines
and for individual owners. The tax­
payer may still use a shorter period
(Le., five years), however, if he can
demonstrate that his replacement prac­
tices are consistent with the proposed
shorter life. This may be shown by the
use of all facts and circumstances, in­
cluding the taxpayer's past and in­
tended replacement practices, or by
meeting certain mathematical tests set
forth in detail in the Guidelines.

After determining the aircraft's use­
ful life, you must determine its salvage
value, Le., fair market value, at the
end of its useful life. The next step is
to consider the method of depreciation
you wish to use in computing your de­
preciation deduction. If you use the
"straight line" method of depreciation,
you may write off the cost (less salvage
value) of your aircraft (used in busi­
ness) in equal amounts over five or
six years.

Also, if you determine that your air­
craft's useful life is six years or more,
you may elect to take, under certain
circumstances, an additional 20%
"bonus" depreciation allowance for the
first taxable year in which you are al­
lowed a depreciation deduction on your
aircraft. The 20% "bonus" depreciation
is computed without reference to sal­
vage and is limited to 20% of the cost,
up to $10,000 ($20,000 on a joint re­
turn), of your aircraft. This "bonus"
depreciation is in addition to your regu­
lar depreciation allowance which is
computed (under any method) on the
balance of the unrecovered cost (minus
salvage value where appropriate under
depreciation method used) of your air­
craft.

In addition to the "straight line"
method of depreciation, the tax laws
allow even more favorable depreciation
allowances in certain special cases.
These methods apply, however, only to
new aircraft purchased on or after Jan.
1, 1954. If you have bought a new
plane since that date you can take ad­
vantage of what is commonly termed
the "double declining balance" method
of depreciation. This method allows you
in the first year to write off the cost
of your airplane at twice the "straight
line" rate. (Prior to 1954, an aircraft
owner could write off only 15% the
straight-line rate.) The "straight line"
rate, as explained above, is the normal
method used when the taxpayer writes
off the cost of his airplane by taking
equal amounts each year as a deduction
for depreciation.

Here is how the "double declining
balance" method would work on a new
$10,000 airplane with a useful life of
five years:

RemainingDecliningDepreciation
Year

BasisBalance RateAllowan~e- -----
1st $10,00040%$4,000.00

2nd
6,00040%2,400,00

3rd
3,60040%1,440,00

4th
2,16040%864.00

5th
1,29640%518.40

(Continued on page 120)
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While salvage is not taken into ac­

count in determining the annual allow­
ances under this method, in no event
can an asset be depreciated below a
reasonable salvage value.

The effect of this provision is to
permit you to write off approximately
two-thirds of the cost of new planes
and equipment over a period equal to
one-half of their useful lives. This
method permits a depreciation deduc­
tion of twice the "straight line" rate
in the first year the aircraft is pur­
chased. This offers an obvious tax ad­
vantage to many taxpayers.

The law also allows the "sum of the
year-digits method" for new airplanes
bought after Dec. 31, 1953. In many
cases, this method will be even more
advantageous to the taxpayer than the
"declining balance" method.

The "sum of the year-digits method"
of depreciation for an aircraft having
a useful life of five years and a re­
maining cost basis of $10,000 after de­
ducting a reasonable salvage value from
original cost works as follows:

Rate DfDepreciation
Year

DepreciationAIiDwance- 1st 5/15ths$3,333.34
2nd

4/15ths2,666.67
3rd

3/15ths2,000.00
4th

2/15ths1,333.33
5th

1/15th666.66

Of course, if the useful life is more
or less than five years, the "sum of the
year-digits method" would produce a
different rate of depreciation.

The Hevenue Act of 1962 contains a
provision (Section 1245) which is im­
portant to aircraft owners who have
taken, and are taking, depreciation on
their aircraft. Priol' to the enactment
of the Hevenue Act of 1962, an aircraft
owner could offset his annual deprecia­
tion deduction against ordinary income,
and, upon a subsequent sale of the air­
craft, be afforded favored capital gains
treatment on the gain, if any, realized
from the sale. The Hevenue Act of

The third International AgriculturalAviation Congress will be held at
Arnhem, Netherlands, March 14-18.

"This event is of vital importance to
world agricultural aviation," said Dr.
W. J. Maan, director general of the
International Agricultural Aviation
Center (IAAC). It will represent a
unique gathering of experts from many
countries for the discussion of new
ideas and the exchange of technical in­
formation."

The program is being organized by a
committee composed of representatives
of the Netherlands Government, and
aviation industry, as well as the In­
ternational Agricultural Aviation Cen­
ter. Included in the program will be
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1962 changes the above rules in the
following manner. If an aircraft, upon
which depreciation has been taken, is
sold afte1' Dec. 31, 1962, at a gain, the
gain will be taxable at ordinary income
rates to the extent of depreciation taken
on the aircraft after Dec, 31, 1961.
The remainder, if any, of the gain will
be taxed at capital gain rates.

The above explanation and treatment
of depreciation are by no means ex­
haustive. For example, there is some
question as to whether or not deprecia­
tion may be taken by the aircraft owner
in the year in which the aircraft is sold.
Information given in this article should
be used only as a general guide. Your
accountant and attorney will be helpful
allies in applying these principles to the
facts of your case, as well as suggest­
ing other avenues of tax savings.

There are certain basic deductions
which are available to all aircraft
owners (as well as other taxpayers)
whether or not their aircraft is used to
any degree for business purposes.

Nonbusiness deductions are available
only if the standard deduction is not
used. The standard deduction for mar­
ried persons whose adjusted gross in­
come is at least $5,000 is 10% of such
adjusted gross income; but the deduc­
tion cannot exceed $500 if an individual
return is used or $1,000 if a joint return
is filed. A single person whose adjusted
income is $5,000 or more is entitled to
a deduction of 10% of adjusted gross
income or $1,000, whichever is the
lesser.

If your deductions exceed the stand­
ard allowance, you should itemize them.
In the case of many aircraft owners,
it is clearly advantageous to Itemize
deductions. For example, if you bor­
rowed money to purchase your plane,
the interest you pay' on the loan is
deductible, whether 01' not the aircraft
is used for business.

Any losses or damage to aircraft, not
compensated for by insurance, due to
fire, storm, theft or casualty would
also be deductible. This includes losses
or damage to your aircraft in flight

papers on all aspects of agricultural
aviation, forestry, and aerial survey
and photography for related purposes.
Demonstrations of agricultural aircraft
and equipment also are planned.

The International Agricultural Avia­
tion Center, established in 1958, is an
independent nonprofit organization that
works to promote agricultural aviation.
Its activities include the collection and
dissemination of technical information,
the organization of international con­
gresses, and the publication of hand­
books, reports, and a quarterly journal,
"Agricultural Aviation." Staff members
of IAAC pay regular visits to member
countries to study and discuss local
conditions and to give technical aid .•

which are not due to your willful act
or negligence.

Expenses incurred by Civil Defense
volunteers in the performance of their
volunteer duties, such as the expenses
of attending state meetings or other
expenses attributable to the rendition
of such volunteer service, have been
ruled deductible contributions. This
should be of interest to most volunteer
personnel in defense activities.

Also, it has recently been held that
un reimbursed out-of-pocket expenses
incurred in the operation, maintenance
and repair of a personally owned air­
craft, automobile, communication sys­
tem, and telescope, are deductible as
contributions when such expenses are
directly attributable to the performance
of Civil Air Patrol volunteer services.
Expenses similarly incurred for the
purchase and maintenance of distinctive
uniforms required to be worn while
engaged in official Civil Air Patrol ac­
tivities are likewise deductible as con­
tributions. Only those expenditures
which are directly attributable to per­
forming gratuitous services for the
CAP are deductible, however, and no
deduction is allowed for a proportionate
share of the expenses incurred in the
general maintenance of the aircraft,
automobile, communication system, and
telescope.

Occasionally, an AOP A member
writes that he learned to fly so that he
could use his own airplane, or one
owned by his employer, in conducting
his normal business activities. "Can I
deduct the cost of this training?" he
asks. A deduction of this sort is not
allowed, however, any more than the
cost of leal'lling to drive an automo­
bile is deductible. A professional pilot,
on the other hand, who pays for addi­
tional training required by his employ­
er, can properly deduct his training
costs.

Although most of the flyer's atten­
tion will be centered on his income tax
return, he should not lose sight of
the fact that .substantial savings are
also possible if he applies for all of the
gasoline tax refunds to which he is
entitled. One cent for each gallon of
gasoline used for nonhighway purposes
on which tax was paid at the rate of
three cents a gallon, and two cents
for each gallon of gasoline so used
on which tax was paid at the rate of
four cents a gallon, is refundable to
nonhighway consumers. Many of the
states also allow refunds paid on gaso­
line used in aircraft. You should in­
vestigate the situation in the states
where you make your major purchases.
AOP A's report "State Gas Tax He­
funds" (see page 125) may be of assist­
ance to you in this matter. The report
lists the gasoline tax and the refunds
allowed in each state. It also explains
how refund applications should be filed-,

From all of the above, it is clear:
that there are legitimate ways in which
the cost of flying can be reduced by
taking advantage of proper income tax
deductions. You should consult your
attol'lley in all doubtful cases in order
to insure maximum tax savings .•


