TAX TIP #6
MY SERVICES

NONPROFIT TAX DEDUCTIONS FOR 501(c)(3)
ORGANIZATIONSS

Nonprofit organizations receive special incentives and benefits when it comes to filing
federal taxes. The financial and legal situation for nonprofit groups and charities is often
much different than it is for businesses that exist to make a profit.
First and foremost, be certain your organization classifies as an IRS Not-for-Profit taxexempt organization. Do you have your IRS 501(c)(3) letter confirming tax-exempt
status??
If not, you call and inquire about your tax-exempt status and tax liability, with the IRS Tax
Exempt and Government Entities Customer Account Services at (877) 829-5500.
Organizations must apply for tax-exempt status and it is only granted once an application
has been reviewed and approved by the IRS.

Once the IRS and the Secretary of State have both approved an organization’s charitable
status, the organization is officially a tax-exempt entity and subject to certain routine
reporting requirements, IRS, Secretary of State, City and State Departments of Revenue.
Please note, there are various reporting documents that must be filed on an annual basis
in order to avoid automatic revocation of the organization’s tax-exempt status, then just file
a tax return.
Filing Requirements
The Internal Revenue Service requires most nonprofit organizations to report their
financial activity using Form 990.
The IRS Form 990 is a type of tax return submitted to the IRS that provides an overview of
the organization’s financial activities, governance structure, and public benefit
accomplishments over the past year.
With few exceptions (churches), most organizations must file some type of Form 990 but
the type of form will vary based on the organization’s annual revenue and assets.
If the organization has gross revenue under $50,000 it will file the simple Form 990N, also known as the e-Postcard.
Organizations with gross receipts of $50,000 or more and less than $200,000,
and assets of less than $500,000, will file Form 990-EZ, which is a simplified version
of Form 990.
Organizations with gross receipts of $200,000 or more in revenue or $500,000of
assets will file the longer Form 990. Organizations over $10 million must
electronically transmit their return to the IRS using “e-file,” but the IRS encourages
organizations of all sizes to file electronically.
Even if an organization is tax-exempt for federal tax purposes, the organization may be
subject to federal income taxes if it has $1,000 or more of gross revenue from unrelated
business activity. These sources of revenue and their associated taxes, called unrelated
business income taxes (“UBIT”) generally require that you file an additional tax return
called a Form 990-T and make tax payments.
What are common sources of taxable income? There are some common sources of
unrelated business income, such as fees from advertisements in your newsletter or
website, rental income from debt-financed property, or fees earned for providing
administrative or clerical services to another organization. One popular nonprofit example
is Girl Scout cookie sales. If you have ever purchased a box, you have contributed to the
earned income of the Girl Scouts organization.
Deductions
Allowable deductions include compensation paid to company officials, salary and wages
paid to employees, the cost of maintenance and repairs, interest on loans, the cost of
licenses, bad debts, depreciation, charitable contributions, employee benefit plans, and
contributions to deferred compensation plans, but only if those costs directly related to the
profit-earning activities. I've included a list of tax deductions below.
One of the major questions I get asked is, “can we, as organizers of a newly formed
501(c)(3) take a tax deduction for personally paying the organization’s expenses
during its first year in operation?
Yes. A donor “you” may claim a deduction for contributions made “to or for the use of” a

charitable organization. The organization should acknowledge the payments and confirm
in writing that no goods or services were received in return (assuming that is an accurate
statement) so that the donor has the requisite substantiation letter if ever audited by the
IRS.
Be sure to provide written substantiation for cash and non-cash contributions valued at
$250 or more to any of your donors so they may receive a tax deduction, as they need a
gift acknowledgment you’re your organization.
Filing Deadlines
Federally, a charitable nonprofit’s Form 990 must be filed with the IRS on the15th day of
the 5th month after the close of the nonprofit’s fiscal year.
Each state has slightly different tax requirements for nonprofits to complete and remain
compliant. CLICK HERE to be directed to your State’s filing-specific tax form requirements
and deadlines. https://www.irs.gov/charities-non-profits/state-links
Now, What Happens if You Fail to Fil Your Nonprofit Tax Returns?
If your charitable nonprofit fails to file the 990 on time, there can be penalties for late filing
and income tax liability. If you fail to file for three years in a row, your nonprofit’s taxexempt status will be automatically revoked!
Filing nonprofit taxes may seem confusing or difficult at first, but armed with the right
information and the right tools, your nonprofit will be on the right track.

LIST OF TAX DEDUCTIONS
Advertising & Promotion
Getting your name out there can cost an arm and a leg, but thankfully the money you
spend on promotion is deductible. As long as you can prove they’re related to your
business, you can claim back any money spent on ordinary advertising and marketing
purchases. This can include marking costs (ie. Facebook Ads), promotional materials (ie.
business cards), and even website collateral (ie. domain names), as well as hiring a
freelancer to design a business logo or sending thank you cards to clients.
Auto Expenses
Even if your startup is entirely digital, you’ve likely logged a few miles in your car traveling
to investor meetings or even running items to the post office. All of this business travel is
deductible and can be done one of two ways. One option is to track your business mileage
and take the mileage deduction at tax time (the IRS sets a standard mileage rate each
year). Alternatively, you can write off a percentage of your total vehicle expenses. You can
also deduct parking and toll fees. Keep a careful eye on that meter.
Bad Debt
If you’ve ever lent money to an employee or vendor without receiving it back, you can
claim that back as ‘bad debt’. You just need to be able to prove that it was business debt,
rather than personal debt. The IRS defines bad debt as “a loss from the worthlessness of
a debt that was either created or acquired in a trade or business or closely related to your
trade or business when it became partly to totally worthless.”

The following are examples of business bad debts (if previously included in income):
Loans to clients, suppliers, distributors, and employees.
Credit sales to customers.
Business loan guarantees.
Bank Fees
Whether it’s bank fees, credit card fees, or loan fees, any of the extra charges associated
with your business bank account and business loans are deductible.
Business Entertainment
Entertaining clients with meals and events? This, too, can be deducted if necessary to
your business. Note that most meal costs are only deductible up to 50%. But certain types
of meals, such as a meal provided at an office party, are 100% deductible. Be sure to save
your receipts and note the business purpose of the meal in order to maximize this
deduction.
Cost of Goods Sold (COGS)
Cost of Goods Sold is an expense that you incur as a seller in the process of
manufacturing or selling an item. In the case of tech startups, what’s being sold is usually
virtual. In this case, COGS is directly related to the application or product you’re selling,
rather than your operational costs. For instance, COGS could include software hosting
costs.
Charitable Contributions
Any cash or in-kind donations made to charity are tax-deductible as long as the
organization is categorized as a 501(c)(3) non-profit. In most cases, charities will provide
you with a receipt so that you can write off the donation.
Commissions
If you’re paying an affiliate or partner to promote your product or service, you can write off
these commissions.
Education
Tech startups are known for their love of ongoing learning and training. Luckily, any
reference materials (ie. books) or training programs (ie. online courses), are deductible
expenses. This is true for both you and your employees, as long as the training is workrelated.
Equipment Purchases
Equipment purchases is an obvious deduction that most startup founders know about.
However, it is important to note that depending on the cost, the equipment will either be
taken as an expense and written off in one tax year, or it will be taken as an asset and
depreciated over several years. The depreciation method is used to allocate the cost of an
asset over the lifetime of that asset. For instance, if you purchase a $4,000 laptop and plan
to use it for four years, the computer would depreciate $1,000 per year. Therefore, you can
claim that $1,000 depreciation expense each year on your taxes.
If you’re in your first year of running your business, you’ll likely purchase a lot of
equipment. In this case, it’s best to speak to an accountant to know how to properly
handle these kinds of startup tax deductions.
Events
Whether you host regular public events or you’ve simply held a few internal parties, many
of the expenses related to those business events can be written off. This includes catering

fees, venue rentals, and entertainment costs such as hiring a speaker.
Furniture & Decor
Even if your office is fairly bare-bones, you’ll still need a couple of key pieces of furniture
for day-to-day operations. Just like equipment, furniture pieces such as chairs, desks, and
whiteboards, can be written off as an expense or taken as a depreciating asset.
Gifts
If you sent gifts to your employees, customers, or affiliates, you can deduct up to $25 per
recipient per year. This means that if you reward your top salesperson with a $50 gift card,
you can deduct $25 of that cost.
Home Office Deductions
If you’re an early-stage start-up, you may not have a dedicated office space yet. As a
result, you probably spend a lot of time working out of your home. If this is your situation,
there are two key deductions you’ll want to pay attention to.
If you are primarily working out of your home, you can take advantage of the home office
deduction as long as you meet the criteria laid out by the IRS. First of all, you must be
using a space in your home that is exclusively reserved for business purposes—it can’t
double as your living room. The home office space must also be used regularly for
business purposes and not just an occasional conference call.
If your home office meets the above criteria, you’ll need to divide your home office square
footage by the full square footage of your home to get the deductible percentage of your
home expenses. You can then write off a percentage of your rent or mortgage, your
renters’ or homeowners’ insurance, your utilities, and any repairs to your home office.
Independent/Subcontractors
If you hire a contractor to perform a service such as programming or graphic design, you
may be eligible to claim fees of $600 or more.
Do you use independent contractors or freelancers as a part of your labor force? The cost
of hiring contracted labor is fully tax-deductible. Note that you must issue form MISC-1099
to any contract worker receiving $600 0r more from you in a given tax year. If the
employee is being paid via credit card or PayPal, the payment processor must issue the
worker form 1099-K.
Insurance
You’ve likely invested in some kind of insurance to protect your startup. You can write off
the cost if the insurance is for general liability coverage, commercial property insurance,
cyber liability insurance, or loss-of-income insurance.
Most businesses will take out some form of insurance. The cost of the business owner’s
health insurance, business continuation insurance, and the business owner’s policy is all
100% deductible. Other types of deductible insurance policies include property insurance,
liability coverage, malpractice insurance, workers’ compensation costs, auto insurance,
business-provided employee life insurance, and business interruption insurance.
Note that with health insurance, a small business may also qualify for up to a 50% tax
credit under the qualified small employer health reimbursement arrangement (QSEHRA).
Interest Expenses
If you borrowed money to get your business up and running, you can write off the finance

charges and business loan interest. If you have a small-business loan, you’ll make interest
payments on what you’re borrowing from the lender. Those interest payments are usually
fully tax-deductible as long as the loan is used to cover business expenses. To claim this
deduction, the business owner must be legally liable for the debt, and the business owner
and the lender must have a “debtor/creditor” relationship. In other words, the loan must be
through a traditional lender, and not a friend or family member.
Internet
If you spend a lot of time working online from home, you can write off a percentage of your
home internet bill. This percentage is based on how much internet is used for personal
use versus business use.
Inventory
Some inventory-based businesses will manufacture products or purchase them for resale.
If this is your business model, you can deduct the cost of your inventory or the cost of the
goods you sell. You generally must value inventory at the beginning and end of each tax
year to determine your cost of goods sold.
The following are types of expenses that go into figuring the cost of goods sold:
The cost of products or raw materials, including freight.
Storage.
Direct labor costs (including contributions to pensions or annuity plans) for workers
who produce the products.
Factory overhead.
Leasehold Improvements
If you’ve made improvements to your commercial space, you can write off the costs of
those renovations—as long as the improvement is attached to your business property. For
instance, if you install a portable bookshelf, that’s not a leasehold improvement. However,
if you install built-in cabinets, paint the walls, put carpet down, or have the plumbing fixed,
all of this is deductible. And just like equipment and furniture, leasehold improvements can
be expensed in one tax year or taken as a depreciating asset.
Licenses & Permits
One thing you’ve likely noticed as an entrepreneur is the number of licenses and permits
required to get your business up an running. Whether it’s a general business license or a
health department permit, keep track of the costs and fees associated with each so that
you can deduct them during tax time.
Marchant Processing Fees
Much like bank fees, many of the fees associated with processing credit cards are
deductible. This can include fees incurred using services such as PayPal, Stripe, Square,
and others.
Meals
While the above deductions are relatively straightforward, meals are where startup tax
deductions begin to get a little bit complicated. Since the Tax Cuts and Jobs Act (TCJA)
was signed into law on December 22nd, 2017, writing off meals has become the subject of
much debate. In most cases, it appears that meals consumed with employees, while
traveling, during work shifts, or with business clients, are 50% deductible. However, there
are some grey areas, which is why it is best to check with an accountant before claiming
any meal deductions.
It is also important to note that you can no longer write off the cost of entertaining a client.

This means no more meetings at concerts or sports games unless you’re willing to take on
the cost yourself.
Office Expenses
Beyond furniture and equipment, there are a number of other office expenses you can
deduct. For instance, you can deduct any ongoing software subscriptions for things like
project management or accounting. You can also deduct basic office supplies such as
pens, paper, printer ink, etc.. Paper, boxes, pens, staples… may be small, but they all cost
money (which you can deduct from your taxes). Office furniture is also considered a type
of office supplies, and can, therefore, be deducted just as you would deduct printer paper
or cleaning products.
Payroll Expenses
There are a number of expenses related to running your company payroll that you can
write off. Deductions include payroll service fees paid to the provider you use, workers’
comp insurance, and local, state, and federal payroll taxes.
Professional Fees Legal and Professional Fees
If you ever need to hire a legal or accounting professional for your business, you can
deduct 100% of their fees.
Any legal or professional consultations (ie. with an accountant) for your business are
deductible.
Research & Development (R&D)
Innovation isn’t cheap, but it’s necessary for most startups to develop their product or
technology. Fortunately, the R&D tax credit allows you to offset some of the costs
associated with your R&D process. However, it’s not as straightforward as you might think.
In some cases, you can treat R&D costs as business expenses and deduct them in one
tax year. You can also amortize your R&D costs and deduct the expenses over several
years. In order to determine how to best write off your R&D costs, it’s best to consult with
an accountant.
Rent
Whether you’re renting a dedicated office space or your company operates out of a shared
co-working space, your rent is deductible.
Rent and Depreciation on Equipment and Machinery
If you lease equipment or machinery for your business you can fully deduct these costs.
This can be anything from printers and copiers, to vans and trucks. You can also claim
depreciation on equipment and machinery. However, these costs must be deducted over
several years. In order to do this, you must claim a Section 179 deduction, which allows
business owners to deduct up to $1,020,000 from new or used property in service during
the tax year.
If you own your home, you can claim a portion of your house insurance, property taxes,
and mortgage interest, although you cannot claim the mortgage payments. If you rent your
residence, you can claim a portion of the rent you pay.
If you use a specific room for business purposes, such as a home office, you can take the
area of your workspace and divide it by the total area of your house.
For instance, suppose you have a home office that is 10 x 10 feet in a house that's 1,800
square feet. Then, the allowable portion of business-use-of-home expenses would be: 100

divided by 1,800 = 5%. The personal use portion would be = 95%.
Repairs & Maintenance
Just like rent, any ongoing maintenance for your office space (ie. janitorial services) is
deductible.
Salaries & Benefits
In general, your employee wages are fully deductible. This includes bonuses and
commissions. Employee gifts are 100% deductible up to $25 per year, per employee,
according to IRS Publication 463. However, this deduction does not apply to sole
proprietors, partners, and LLC members, because these individuals are not considered
employees.
You can also deduct certain employee benet programs, like insurance, education
assistance, dependent care assistance, life insurance adoption assistance, or qualied
retirement plan accounts. For self-employed individuals, contributions to their own
retirement plans are personal deductions claimed on Form 1040. The amounts you are
able to claim will likely be in relation to the size of your company and your total earnings.
Software Subscription
If you’ve bought or downloaded software for your business, this can be deducted. These
types of expenses can be claimed under “Other Common Business Expenses>Other
Miscellaneous Expenses” on your Schedule C tax form
Taxes
As strange as it sounds, the taxes you incur from just running your business are
deductible. These taxes might be federal, state, and local income, real estate, or sales
taxes. Your employer taxes, such as the employer share of FICA, FUTA, and state
unemployment taxes, are also fully deductible.
Telephone & Communications
The cost of a landline telephone or VoIP service for your office is deductible.
Travel
As long as your trip has a business purpose, you can write off most travel expenses. This
means you can deduct airfare, ground transportation, and lodging. If you’re frequently on
the go, you should definitely look into deducting your travel expenses. For a business
expense to qualify as travel, it must be away from the city or area in which you conduct
business. You must also be away from your tax home for longer than a full workday.
Types of deductible travel expenses include airfare, tolls, taxis, and lodging.
Utilities
Any utility bills for your office are deductible. This includes utilities such as heat, water,
garbage, security systems, internet, etc.
While the above list is not completely exhaustive, it should provide you with a much better
understanding of the tax deductions that you can take advantage of. Of course, it’s
important to keep in mind that a deductible expense is only good if you can actually prove
that you spent money on what you said you did. In other words, careful record-keeping is
paramount when it comes to backing up those claims and keeping the IRS happy.
Still have questions, don’t hesitate to call or email me.

In the meantime, have a blessed, productive and prosperous day!
Xo,

Syreeta~
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