IRS Standard Meal Allowance Rule

No more saving food receipts! The Internal Revenue Service announced on February 24, 2003, that family child care providers may now choose to use a standard meal allowance rate to claim food deductions instead of keeping detailed records and food receipts. This new rule will significantly reduce the record keeping burden of family child care providers. The new rate will adopt the Tier 1 rate from the US Department of Agriculture's Child and Adult Food Program in effect at the beginning of each calendar year. The 2003 rates are:  breakfast $.98; lunch/supper $1.80; snack $.53 
Providers can claim a maximum of one breakfast, one lunch, one dinner, and three snacks per child per day. These meals do not have to meet the nutrition requirements of the Food Program.   All family child care providers are eligible to use the standard meal allowance rate, whether or not they are exempt from state regulation, or illegal. Providers on Tier II can use the Tier I rates to deduct food expenses under this new rule.  Meals served to a provider's own children may not be counted. The actual cost of food served to employees may be deducted.  Providers must maintain records that include the name of each child, dates and hours of attendance in care, and the number of breakfasts, lunches, suppers, and snacks served.  This new rule is a great boon for family child care providers. Providers who use this rule will not have to save any business or personal food receipts and many will also find that they can claim higher food deductions.

What Hasn't Changed

Although this new rule will greatly affect how many providers calculate their food deductions for their tax return, it has not changed any Food Program regulations. Providers can still only be reimbursed for three food servings per child per day and providers on Tier II will not now be reimbursed by the Food Program at the higher Tier I rate.  Providers are still always financially better off by joining the Food Program. This new rule doesn't change this basic truth.  Since the release of this new rule there has been some confusion about the financial consequences of participation in the Food Program. Here is a summary of how the Food Program affects a provider's finances: 

· Reimbursements received from the Food Program are taxable income, with one exception. Reimbursements received for a provider's own children are not taxable income (see the instructions to IRS Publication 587 Business Use of Your Home). 

· All food served to the children in care is a deductible business expense. This includes food that does not meet Food Program nutrition standards, food served at meals or snacks that are not reimbursed by the Food Program, extra servings eaten by children, and food served at meals that are disallowed by the Food Program. 

· Food served to a provider or her own children is not a deductible business expense, even if the provider or child is eating with the day care children. 

· Providers who are not on the Food Program can deduct their business food expenses in exactly the same manner as a provider on the Food Program. 

· Therefore, a provider who joins the Food Program will always have more money, after taxes, than a provider who is not on the Food Program. If a provider receives $3,000 from the Food Program in a year and pays federal taxes ($3,000 x 30% = $900) on this amount, she will have $2,100 left over. Her food expenses are usually no different before and after joining the Food Program. The fact that her food costs may be more or less than $3,000 is not relevant. Providers should not refuse to participate on the Food Program just because their reimbursements may be less than their food costs. Any amount of money received from the Food Program is better than nothing. In the above example, regardless of what the provider's food expenses are (since they are always deductible), the provider will still have $2,100 more after taxes once she joins the Food Program
