TO: Nora
FROM: (student’s name)
DATE:
SUBJECT: Tax Advice Regarding Charitable Contributions
Adjusted gross income is the gross income minus adjustments to income. It includes the wages, retirement distributions, business income, capital gains, and dividends; other adjustments to income have student loan interest, educator expenses, and alimony payments. Besides, the adjusted gross income will never exceed the gross income. To calculate the AGI profit of an individual proprietorship business is added to other income. Donations in charitable funds are permitted as deductions from the business income. However, such contributions are not allowed as deductions in circumstances where persons made the donations. Therefore, the sole proprietor must offer contributions in charitable funds from the business to deduct a similar amount while calculating the taxable income from the business. In this case, the $70,000 contribution you should be made from your firm to reduce the adjusted gross income and the income from the company. Such an aspect will assist you in reducing the resultant tax liability and the taxable income. Due to the contribution, the net profit from the sole proprietorship business would be reduced by $70 000. The remaining amount will be added to your other income to calculate the adjusted gross income. Your tax liability shall be determined using the remaining income.
Home Office Deduction
Such deduction is available to small firms for expenses such as loan interest, insurance, repair and maintenance, and property taxes. There are different methods to calculate allowable home office deductions.

1. Simplified Method
The simplified option is an easy and quick way to determine the home office deduction. the office's total square footage is multiplied by $5 to determine the deduction. The maximum amount that can be used in this method is $1500 (300 square feet). The simplified option reduces the taxable income. However, this method is appropriate only when the home area serves office purposes and when the home office area is less than or equals 300 square feet.
2. The Regular Method 
This option allows an individual to claim tax deductions based on the percentage of home-related expenses and home office square footage. This option allows the individual to claim home-related costs, for example, repairs, insurance, utilities, mortgage interest, and rent. The choice of the applicable method depends on the taxpayer
In this case, you are eligible for a simplified method since her home office area is 300 spare feet.
The deductions under this option would be;
300×$5=$1,500
As a result of the calculations, you should choose the regular method; all your expenses are attributed to 300 square feet., you will also be allowed to a limit of 15% (300/2000). Lastly, you should select this method since the allowable deductions under this option exceed $1,500.

I appreciate your attention; let me know if there is any concern.


