
From the Washington Counsel
by JOHN S. YODICE

AOPA 199738

Checklist of Tax
Savings: Part One

It's the time of year when many of
us are beginning to think about our
federal income tax returns. So, it's
a good time to review the deductions
and credits available under the tax
law relating to the ownership and
operation of a private aircraft. This
month, we'll review the business­
related tax savings. Next month, we'll
look at credits and deductions that
are available to an aircraft owner
whether or not his aircraft is used in
a business.

Travel Expenses
The usual form of deducting all or

part of the cost of operating a private
aircraft is as a business travel deduc­
tion. The general rule is that a tax­
payer is allowed to deduct all of his
ordinary and necessary trade or busi­
ness expenses, including the cost of
travel in private aircraft. In 1949, and
again in 1956, the Internal Revenue
Service assured AOPA that travel ex­
penses meeting the general rule are
deductible "irrespective of the mode of
travel." And this is still true.

The deductions are allowable
whether the taxpayer is an individual,
partnership, corporation, estate or
trust. And, important to many of our
members, these deductions may be
available to an employee. This is be­
cause the performance of services as
an employee is considered in tax law
to be a trade or business.

Business corporations, partnerships
and self-employed individuals usually
have an easier time than employees
in deducting the cost of owning and
operating a private aircraft for busi­
ness travel. Their problems usually
arise when the aircraft is used for both
business and personal use. If the busi­
ness portion meets the ordinary and
necessary test, it is deductible.

This was confirmed in a 1963 case,
which held that a partnership's ex­
penses of owning and operating air­
craft used roughly one-half for busi-
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ness and one-half for personal use are
deductible in proportion to the ex­
penses for business use,' One inter­
esting sidelight in this case is that
there was some flying time that was
neither attributable to business use nor
personal use. Presumably this unac­
counted time included proficiency
time. This time was "allocated between
the business and personal use on a
percentage basis."

This suggests that when an aircraft
is used for business flying a substan­
tial part of the time, proficiency flying
is deductible in the same proportion
as the business flying. If the aircraft
is used exclusively for business, and
the pilot flies only on business, the
proficiency time should be fully de­
ductible.

The typical problem of the employee
is that the cost to him of operating his
aircraft on business trips exceeds the
reimbursement made to him by his
employer. He would like to deduct the
excess. Three unsuccessful Tax Court
cases give us clues as to how to better
prepare our own cases.

The first ~ involved a sales represen­
tative whose responsibilities occasion­
ally required him to travel to different
parts of this country. In 1964, he flew
his Apache approximately 100 hours,
of which 75 hours were attributable to
business trips for his employer, and
20 hours were attributable to trips to
look after his investment properties.
His reimbursement from his employer
was limited to standard commercial
airline rates. He claimed a deduction
of 95% of his aircraft operating ex­
penses less reimbursements. This de­
duction was disallowed by IRS. On
appeal, the Tax Court agreed with IRS,
relying heavily on the employer's re­
fusal to reimburse beyond the commer­
cial airline rates. The Court disallowed
the portion of the deduction relating to
the investment properties because it
was not "ordinary and necessary" to
the management, conservation or
maintenance of the properties.

The second case 3 involved an em­
ployee who at first was a consultant
and later chief executive officer and
chairman of the board of a company
in the molded paper pulp products
business. He flew his own airplane on
company business but did not seek
reimbursement from his company. IRS
disallowed the deduction of the air­
craft operating costs attributable to
business use, and the Tax Court
agreed. The Tax Court held that if a
corporation that reimburses its officers
and employees for expenses does not
reimburse for a particular expense
(cost of business travel in personally
owned plane), "that expense prima
facie is personal either because it was
voluntarily assumed or because it did

not arise directly out of the exigencies
of the business of the corporation."

The Tax Court in each of these cases,
emphasized that the taxpayer's trade
or business was earning his salary,
and it was neither necessary that he
fly to retain his employment nor was
there any advantage gained by flying
his own plane.

The third case 4 in this area denied
a medical doctor a business expense
deduction for unreimbursed expenses
incurred in using his plane on trips
benefiting the pharmaceutical firm that
employed him. At first, the doctor was
reimbursed by his employer based
upon first-class air fare. Thereafter,
the company discontinued any reim­
bursement for the costs associated
with the business use of privately
owned airplanes. The Tax Court said,
"Where an employee, knowing that re­
imbursement will not be forthcoming,
voluntarily undertakes a course of ac­
tion on behalf of his employer, any
expenses arising from such an under­
taking are normally viewed as being
prima facie personal."

Fortunately, a later revenue ruling
indicates some softening in the IRS
position." This ruling allowed a gov­
ernment employee to deduct his ex­
penses, including depreciation, of oper­
ating his own aircraft on government
business.

The facts are sketchy. "During
1969, the taxpayer was required to
travel extensively in connection with
his employment. Although he was not
required to use his privately owned
airplane for business travel, due to the
urgency of his trips he was permitted
to do so. He was issued overall travel
authorizations which provided author­
ity for travel by 'privately owned auto
or aircraft' among other possible
means of transportation. The taxpayer
was reimbursed for his travel at a
standard rate based on the total miles
traveled on official business. Held, the
travel expenses incurred by the tax­
payer in excess of his reimbursement
are deductible as ordinary and neces­
sary business expenses."

These cases suggest the importance
of documenting the advantages de­
rived from the use of the private air­
craft, especially the limitations of air­
line schedules and connections versus
the time-saving flexibility of the pri­
vate aircraft. They also show the
danger of failing to obtain any reim­
bursement.

One additional point. Travel and
transportation business expense deduc­
tions are not lost by taking a standard
deduction rather than itemizing deduc­
tions. On the contrary, allowable travel
and transportation expenses, as well as
various other items, are deductible
from gross income in order to yield



of the aircraft's cost. The maximum
deduction is 20 percent of $10,000
($2,000; $4,000 on a joint return).
The remaining cost, after deduction
for bonus depreciation and salvage
value, is depreciable as already ex­
plained above. The bonus depreciation
applies only to aircraft with a useful
life of at least six years.

Business Entertainment
As a result of frequent attempts at

"tax reform," the business entertain­
ment deduction rules have become
some of the most complex in the
Internal Revenue Code. Basically, the
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Bonus Depreciation
In addition to regular depreciation,

any taxpayer (except a trust) may
elect to write off "bonus" depreciation
on a new or used aircraft for the first
taxable year for which a depreciation
deduction is allowable. "Bonus" depre­
ciation is computed on the first $10,000

the first year for an asset put in serv­
ice during the year. These rules are
rather complex, and beyond the scope
of this article. You should check with
your tax advisor to determine if, and
how, your particular operation can
benefit from the new rules.

"adjusted gross income." It is from this
adjusted figure that the standard de­
duction is subtracted.

Depreciation
The depreciation prOVISIOns allow

the aircraft owner an annual deduc­
tion for the usual wear and tear on an
aircraft used in a trade or business.
The actual depreciation computations
can be fairly complex. We will only
cover the high points here.

First, the deduction is allowed only
to the extent that the aircraft is used
in a trade or business. If the aircraft is
used only for business purposes, 100%
of the allowable depreciation can be
deducted. But, where the aircraft is
used for both business and personal
purposes, depreciation is allowed only
to the extent of the business use of
the aircraft. So, if only one-third of
total hours are business-related, only
one-third of the allowable depreciation
can be deducted.

Depreciation may be computed in
several different ways-the straight
line method, the declining balance
method, the sum of the years' digits
method and other "consistent meth­
ods." Whatever method is used, you
must first determine the useful life
of the aircraft, that is, the probable
period of time it will be used in the
taxpayer's trade or business. The de­
preciation guidelines provided by IRS
(which are not mandatory) give six
years as the useful life of an aircraft.
Some aircraft owners have been per­
mitted to use five years." Then the
salvage value of the aircraft-its fair
market value at the end of its useful
life-must be estimated. In no event
may an aircraft, or any asset, be de­
preciated below its reasonable salvage
value.

The straight line method of com­
puting the depreciation deduction is
the most common in use. It assumes
that the depreciation sustained is uni­
form during the useful life of the
property. The cost or other basis of the
aircraft, less its estimated salvage
value, is deductible in equal annual
amounts over the estimated useful life
of the property.

The declining balance method and
the sum of the years' digits method
provide so-called "accelerated depre­
ciation" by allowing larger deductions
during the initial years of an aircraft's
useful life. A point to note is that the
tax benefits of accelerated depreciation
are subject to "recapture" when the
aircraft is sold or disposed of. This
can result in the gain from such a sale
being classified as ordinary income,
rather than as a capital gain.

In order to stimulate the economy,
the Treasury Department announced
in 1971 new business depreciation
rules that relax the existing rules in
certain limited areas. The new rules
(1) allow greater flexibility in deter­
mining useful life, (2) terminate the
complex "reserve ratio test," and (3)
liberalize the practice of determining
how much deduction can be taken in
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taxpayer must establish (1) that the
use of the aircraft was primarily to
further the taxpayer's trade or busi­
ness and (2) that the actual expenses
were directly related to the active con­
duct of that trade or business.

More specifically, the taxpayer must
establish three criteria. First, more
than 50% of the aircraft's flight hours
were business-related. Second, at the
time the aircraft was used to entertain,
the taxpayer had more than a general
expectation of deriving a business
b8nefi t.

Third, the taxpayer held a bona fide
business discussion for the purpose of
obtaining income.

Educational Expenses
Members frequently ask whether

they can deduct the costs of instruc­
tional flying as a business deduction.

The regulations provide that educa­
tional expenses are deductible if the
education (1) maintains or improves
skills required by the individual in his
employment, trade or business, or (2)
meets the express requirements of his
employer, or the requirements of ap­
plicab]e ]aw or regulations, imposed as
a condition to the individual's reten­
tion of his salary, status or emp]oy­
ment.

Under these regulations, the costs of
maintaining proficiency (including
instruction) required in an individual's
employment, trade or business are de­
ductib]e. For example, the cost of be­
coming revalidated would be deduct­
ible to an instructor-as maintaining
and improving his profession a] skills,
and also because required by regu]a­
tion. Similarly, the cost of refresher
courses such as AOPA offers would
also be deductible for a person who
flies on business.

In a recent Tax Court case, an FAA
medical examiner (a private medica]
doctor designated to give flight medica]
exams) was allowed to deduct his fly­
ing expenses because his flying served
as training to maintain and improve
his skills as a medical examiner.7

However, educational expenses are
not deductible if incurred to meet the

mml1n1l1n educational requirements
for qualification in a taxpayer's present
employment, trade or business, or if
taken to qualify the individual for a
new trade or business. Thus, if a per­
fOn obtains a pilot's license to fly on
business, the cost of obtaining it would
probably not be deductible. A deduc­
tion of this sort is not allowed any
more than the cost of learning to
drive an automobile. By the same
to~{e!1,th~ co', ts of education leading
to an instructor's rating would not be
deductible to an instructor.

A case involving an accountant is
illustrative of the problem. The ac­
countant sought to deduct the cost of
acquiring his private pilot's license.
He occasionally traveled out of town
on business and his firm permitted
him to travel by private plane, reim­
bursing him at commercia] air travel
rates. IRS denied the deduction and
th~ Tax Court agreed. The Court said,
"on this record we cannot find a suf­
ficient connection between the ex­
p~nd itures (for learning to fly) and
the busines<; of an employee to allow
the deduction.", A corporation which
p1id for the flight training of its presi­
dent ran into the same problem-the
expen~e, of flight training were dis­
allo~ved as a business deduction." A
photographer, on the other hand, was
able to demonstrate that flying gave
him the ability to take aerial photo­
graphs. and improve the marketability
of his product. In

Investment Tax Credit
This is a credit of up to 10% of the

cost of new aircraft and aviation
equipment acquired and placed in
service in a business before January
1, 1981. For used aircraft and equip­
ment, the first $100,000 of cost is
eligib]e. For the full credit, the
property's useful life must be at least
7 years. The credit's avai]able for the
year the property's placed in service.
It can be used to offset the first $25,000
of that year's tax liability, plus 50% of
the tax liability over that amount.
Carryovers and carrybacks are nor­
mally available.

One caution. Consult your tax ad­
visor about any questions on your
particular situation. 0
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