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TAXISSUES

Tax-Deductible

Internet

Marketing

Don’t miss out on some valuable ways

to reduce taxes
in today’s digital world.

BY JAMES D. KRICKETT

any self-employed
podiatrists or princi-
pals in small podiatry
practices use tax de-
ductions and write-
offs to reduce the impact of taxes on
their bottom line. Often overlooked,
however, are the deductions avail-
able for marketing expenses, espe-
cially those involving Internet mar-
keting. Few seem aware that adver-
tising, promotional, and marketing
expenses are tax deductible.
According to the IRS, advertising
and marketing expenses must only
be reasonable and directly related to
a practice or business in order to be
tax deductible. That means the cost
of advertising the podiatry practice’s
services—business cards, yellow
page ads, and so on—are deductible
as a current expense. Promotional
costs that create goodwill, such as
sponsoring a Little League baseball
team, are also deductible so long as
there is a clear connection between
the sponsorship and the practice.
While naming the team the “Cross-
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town Footsavers” or listing the prac-
tice’s name in the program is usually
evidence the expenditure is deduct-
ible, unfortunately the same is not al-
ways true when it comes to Internet
promotion.

In the eyes of the IRS, advertising
consists of paid, scripted messages
directed at potential patients. Promo-
tion is paid exposure for the practice.
Examples of advertising include mag-
azine and newspaper ads, radio and

Viva La Difference

Sole practitioners and small po-
diatry practices often lump advertis-
ing, promotions, public relations and
other expenditures under the heading
of marketing expenses. Others keep
them separate, especially those po-
diatry practices that have designated
a specific employee to handle these
functions. Separating advertising and
promotion budgets is the first step
when reducing overall costs with tax
deductions.

TV spots, billboards, website banner
ads and signage at events. Advertis-
ing that does not directly relate to the
podiatry practice’s services or prod-
ucts, such as supporting legislation or
promoting a charity, may or may not
be tax deductible.

Specifically, advertising expenses
include the cost of media buys, ex-
penses associated with creating ads,
agency fees and commissions, and the
like. Promotional expenses are expen-

Continued on page 64
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ditures made by a podiatry practice
to make its services better known to
consumers. The IRS considers promo-
tion expenses to be tax-deductible as
business expenses provided they are
ordinary and necessary. Promotion-
al expenses include the fees charged
by an event for the podiatry practice
to sponsor, signage created for an
event, staff time creating and attend-
ing events, products or services given
away, and fees paid to consultants,
event workers or endorsers.

A practice’s website as well as its
Internet marketing/advertising ex-
penses are also tax deductible. In
fact, many of the website and mar-
keting services contracted for can be
deducted in the same year they are
incurred. Unfortunately, there are
several website services where the
cost can be recovered only over a
long amortization write-off period.

Marketing and Other Expenses

Marketing via social media is be-
coming increasingly popular and has
been recognized by the lawmakers
who create our tax laws. The ex-
pense of social media creation and
ongoing account management are
considered advertising expenses and
can be claimed as a tax deduction in
the year paid or incurred. Consider, a
few examples of advertising/promo-
tional Internet-related expenditures:

® Google AdWords used to attract
new patients or clients instantly; a
simple campaign can be set up in
minutes and display search results
within a couple of hours. This is con-
sidered to be a miscellaneous adver-
tising expense;

e Pay-per-click (PPC) cam-
paigns—like the other internet mar-
keting and advertising expenses, the
cost for a PPC campaign also falls
within the miscellaneous advertising
section of the practice’s tax return
and Pay-Per-Click advertising and ac-
count management costs are consid-
ered advertising and can be deducted
the same year;

e Facebook ad campaigns are
considered advertising and can be
deducted the same year, as are:

e Twitter ad campaigns;

¢ Display banner ad campaigns;
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e Costs for hiring an agency to
conduct any of these campaigns;

e On-Page and Off-Page SEO
(Basic and Ongoing)—Search Engine
Optimization (SEO) campaign results
are a long-term campaign to keep a
podiatry practice’s website at the top
of search engine result pages, but it
takes time if it’s done properly. On-
Page and Off-Page SEO (Basic and
Ongoing)—both can be deducted in
the year they were incurred and are
considered advertising expenses;

is being used for publicizing, web
support costs can be deducted as a
promoting cost. In the event that the
site is utilized for sales and has an
e-commerce option, it is a sales ex-
pense and treated independently. Of
course, designing and maintenance
costs for even an e-commerce web-
site are deductible.

Naturally, detailed records and
receipts for these marketing expens-
es are strongly recommended. Also,
every practicing podiatrist should be

A practice’s website as well as

its Internet marketing/advertising expenses

are also tax deductible.

e Link Building—falls under ad-
vertising and can be deducted the
same year;

e Social Media—the expense of
creating as well as ongoing account
management are considered an ad-
vertising expense and can be deduct-
ed the same year;

® Reputation Management Ser-
vices—can be deducted the same
year.

Don’t forget old-fashioned Good-
will Advertising. If the podiatry prac-
tice is expected to benefit in some
shape or form from a promotional
activity, the cost of that so-called in-
stitutional or goodwill advertising
may be deducted. This is because the
motive of advertising activity is to get
the name of the practicing podiatrist
or the podiatry practice in front of
the public. Goodwill advertising in-
cludes:

e Promotional activities that ask
people to donate for charity;

® Getting a practice or business
Sponsor;

¢ Distributing product samples;
and

¢ Organizing contests and offer-
ing rewards or prizes. Unfortunately,
labor costs involved in organizing
such activities cannot be deducted.
Actually, it is necessary that funds be
paid in order to record it as an adver-
tising expense or a deduction.

e On the off chance the website

aware of the IRS’s guidelines (or lack
of guidelines) when developing and
maintaining a website.

Website Development Costs

The IRS has yet to issue formal
guidance on the treatment of website
development costs. However, infor-
mal internal guidance suggests that
one appropriate approach is to treat
those costs like an item of software
and depreciate them over three years.

It is clear, however, that taxpay-
ers who pay large amounts to de-
velop sophisticated sites have been
allocating their costs to items such
as software development (currently
deductible, like research and devel-
opment costs), utilizing the Section
179 first-year expensing election and
even treating these expenditures as
currently deductible advertising ex-
penses.

When website design is consid-
ered as software, it is usually clas-
sified as purchased software. As a
general rule, software costs are amor-
tized and deducted over a three-year
period beginning with the month that
software is placed in use.

If, however, website design is
treated as an advertising cost, it is
currently deductible, written-off in
the year of purchase. This remains a
“gray” area as the court decisions in
this area seem to indicate only web-
sites that list or display products and

Continued on page 66
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services, without a shopping cart,
patient or rep portal, are considered
to be advertising.

In reality, the classification of
web design and development ser-
vices depends on when the work was
done, who did it, and the specifics of
the actual work. For example, if an
outside contractor designs a simple
template website for informational
purposes that does not require ex-
tensive custom programming, it can
be capitalized and the expenditures
amortized over its “useful life” (usu-
ally three years) once put into ser-
vice. Or, depending on the podiatry
practice’s accounting practices, the
cost could be deductible as an ad-
vertising expense in the year it was
completed.

Here’s a look at several specific
website-related expenditures:

e Cost for the design of the web-
site by an outside contractor hired for
this purpose;

e Cost for the template if pur-
chased the design pre-made;

¢ Cost for hosting the site as well
as the domain fee;

e Cost for any premium services
(such as add-ons or plug-ins for the
podiatry practice’s site);

e Cost for maintenance;

e If a new blog was created and
uses freelance bloggers for its con-
tent, be sure to keep records of all
related expenses because they can
often be tax deductions as well.

If the website was purchased, a
podiatrist is required to amortize the
cost over a three-year period. Con-
tent or design updates and ongoing
maintenance are considered adver-
tising and can be deducted the same
year. It is a similar story for hosting,
domains, and other similar products
that are usually deducted the same
year.

Up to $5,000 of so-called “start-
up” expenses can be deducted in the
first year—even where the website
is built before the podiatry practice
opens its doors. While that imme-
diate deduction for start-up costs is
reduced, dollar-for-dollar when all
start-up costs exceed $50,000, the
balance is recoverable over a 15-year
period.
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More on All Software

As a general rule, software pur-
chased for use by the podiatry prac-
tice must be depreciated over a 36-
month period. When software comes
with a computer, and its cost is not
separately stated, it’s treated as part
of the hardware and depreciated over
five years.

However, under Section 179, the
cost of a whole computer system (in-
cluding bundled software) can be

intangible assets without an ascer-
tainable “life” that are not “acquired”
or “purchased,” it is still a long-term
write-off.

Computers

Computers purchased to use for
advertising or promoting the podiatry
practice are also a deductible busi-
ness expense. Office equipment such
as a computer is usually deducted
over five years just as with the other

If website design is treated

as an advertising cost, it is currently deductible,

written-off in the year of purchase.

written off in the first year so long as
the total cost is within Section 179’s
$500,000 limit.

Software, in order to qualify,
must meet all of these general speci-
fications:

e The software must be financed
(only specific types of leases or loans
qualify), or purchased outright;

e The software must be used in
the practice for an income-producing
activity;

e The software must have a de-
terminable useful life;

e The software must be expected
to last more than one year;

Off-the-shelf computer software
placed in service during the tax year
qualifies for the Section 179 first-
year expensing deduction. This is
computer software that is readily
available for purchase by the general
public, is subject to a non-exclusive
license, and has not been substan-
tially modified.

Website Design as an Intangible
Practice Asset

Section 197 of our basic tax law
governs “Amortization of Goodwill &
Certain Other Intangibles,” and per-
mits an amortization deduction for
any qualifying Section 197, intangible
asset. Unfortunately, the cost of in-
tangible assets is written off, ratably
over a 15-year period beginning with
the month in which the intangible
was acquired. While this is better
than the non-existent write-off for

equipment used in the podiatry prac-
tice. Fortunately, the entire cost of
a computer may be deductible in a
single year.

An employee in someone else’s
practice who purchases a computer
for use in his or her work will often
be reimbursed by the employer. The
employer will then be able to deduct
the cost as a business expense and
the cost will not be included in the
employee’s income.

If, however, the practice does not
provide reimbursement, the cost of
the computer becomes an unreim-
bursed employee business expense
and can be deducted as an itemized
deduction, at least to the extent it
and other itemized deductions ex-
ceed two percent of adjusted gross
income.

If the computer was purchased
for use in a podiatrist’s practice, de-
ducting the whole cost is permitted.
In many cases, in fact, the entire cost
can be deducted in a single year rath-
er than over the usual five-year de-
preciation period.

Basically, a computer used in a
podiatrist’s practice more than 50
percent of the time can be written
off under the Section 179, first-year
expensing rules. Under Section 179,
the cost of tangible personal property
(new or used) purchased for use in
the practice, including computers,
business equipment and machinery,
and office furniture, can be deducted

Continued on page 68
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in a single year. Of course, there is
a $500,000 annual limit on expendi-
tures for all business property, after
which the Section 179 write-off is
reduced, dollar-for-dollar.

On the downside, Section 179 ex-
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pensing applies only for property that
is purchased, not for leased property
or property inherited or received as a
gift. Keep in mind that computers are
considered to be “listed property,”
and depreciating their cost requires
special attention.

The IRS is afraid that taxpayers

might use listed property for personal
reasons but claim a business deduc-
tion for it. For this reason, everyone
is required to document one’s own
business use of listed property. This
requirement can be satisfied by keep-
ing a logbhook showing when and
how the property is used.

So-called “listed property” are
items that can easily be used for
personal as well as business purpos-
es—such as cars and certain other
vehicles, computers, and any other
property generally used for enter-
tainment, recreation, or amusement
such as VCRs, cameras, stereos, and
camcorders.

Use of any listed property, even
if used 100-percent in the prac-
tice, must be documented. How-
ever, there is an exception to this
rule for computers: If a computer
or computer peripheral (such as a
printer) is used only for business
and kept at the location of the busi-
ness or practice, compliance with
the record-keeping requirements is
waived. This also includes comput-
ers kept in a practicing podiatrist’s
home office if the office qualifies for
the home office deduction.

The marketing and general busi-
ness use of websites is widespread.
Today websites and the Internet
are essential tools for advertising,
marketing, and promoting the po-
diatry practice. Many practices now
use their websites as their main
information delivery source. Even
brick and mortar businesses are ex-
periencing a shift to online sales or
seeing greater benefit from online
promotion strategies. As such im-
portant tools, the question of what
is and what isn’t tax deductible be-
comes important.

It’s also extremely important
to remember that every practicing
podiatrist should consult with a
tax professional who can serve as a
guide through the tax rules, deduc-
tions, and potential pitfalls of In-
ternet marketing, advertising, and
promotions. PM

James D. Krickett is a well-known tax and
financial adviser whose columns are syndicated
to more than 65 publications each week. His
features routinely appear in the pages of leading
trade magazines and professional journals.
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