Tax Tricks & Tips,

By Michele Knight, CPA

Before I move on from the topic of Schedule A, Itemized Deductions, I want to make you aware of a change in tax law that few people know about yet.  Beginning in 2005, the rules have changed for donations greater then $500.  This comes into play most importantly with vehicle donations.

If you donate a vehicle worth more then $500, you can no longer choose the value to include on your tax return.  Instead, according to new rules established in 2005, you must receive a written acknowledgement from the charity and attach it to your income tax return.

The value of your deduction can be determined in one of two ways: 
1) If the car is sold without any material improvement by the charity, your deduction is limited to the amount of gross proceeds from its sale.

2) If the charity makes significant improvements to the vehicle, your deduction is equal to its fair market value.

According to the IRS, if you do not receive written acknowledgement from the charity, including your name, SSN, VIN number and donation value, you cannot deduct your contribution.  As a result, this step is critical.  Most charities that focus on automobile donations are aware of these rules, but I have seen instances this year where they did not automatically provide the written acknowledgments.  As the taxpayer, it is your responsibility to obtain the statement, not the charities.
Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information, copies of previous articles, or to submit questions for future columns, please visit www.cpamichele.com. 

