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 Profit Builders Inc.        

 
         Helping You Out-Think, Out-Perform and  
Out-Earn the Competition-Risk Free & Guaranteed! 

 

Tax Cuts and Tax Breaks for Small Businesses 
Plugging the Big Leak! 

 

Tax Saving Tips for Small Business Owners 
 
There are many advantages to being in business for yourself: freedom from a boss, the chance to earn 
what your talents are worth; control over your own time, your own destiny. 
 
Perhaps one of the biggest advantages of all is the opportunity to keep more of your income, thanks to 
special tax benefits that you as a network marketer (small business owner) can now enjoy. In fact, being 
self-employed is the best tax shelter available to you! 
 

Seek Professional Advice 
 
The advice in this guide will provide you with an excellent overview of the many tax advantages 
available to you. However, there is no substitute for professional advice from a CPA or other 
professional tax advisor. And, while the information contained herein was current at the time of 
printing, the IRS does have a frequent habit of changing the tax law. Use this guide as a starting point to 
generate ideas you should discuss with your tax advisor. 
 
So let’s begin. What follows are multiple ways you can save money on your tax returns for this year or 
next and all the following years. 
 

Tax Deductible Things You Probably Never Thought Of 
When Starting Your Small Business 

 
Medical and Dental Expenses Topic 502  
Deductible Taxes Topic 503  
Home Mortgage Points Topic 504  
Interest Expense Topic 505  
Contributions Topic 506  
Casualty and Theft Losses Topic 507  
Miscellaneous Expenses Topic 508  

http://www.irs.gov/taxtopics/tc502.html
http://www.irs.gov/taxtopics/tc503.html
http://www.irs.gov/taxtopics/tc504.html
http://www.irs.gov/taxtopics/tc505.html
http://www.irs.gov/taxtopics/tc506.html
http://www.irs.gov/taxtopics/tc507.html
http://www.irs.gov/taxtopics/tc508.html
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Business Use of Home Topic 509  
Business Use of Car Topic 510  
Business Travel Expenses Topic 511  
Business Entertainment Expenses Topic 512  
Educational Expenses Topic 513  
Employee Business Expenses Topic 514  
Casualty, Disaster, and Theft Losses Topic 515 

 
Small Business Tax Deductions List Index 
  

Straight from the IRS we are providing you with a list of small business tax deductions you may want to 
consider for your small business. Because of the complexity and the constant changes in the tax code 
you may want to click on the links below to see which small business tax deductions are applicable in 
your specific situation.  

Remember: Business expenses are the cost of carrying on a trade or business. These expenses are 
usually deductible if the business is operated to make a profit. 

A 
Advertising, Advertising expenses. 
Start-up costs, Business Start-Up Costs 
Starting a business costs, Starting a Business 
Anticipated liabilities, Anticipated liabilities. 
Assessments, local, Taxes for local benefits. 
Attorney fees, Legal and professional fees. 
Awards, Achievement awards., Length-of-service award., Safety achievement award. 
B 
Bad debts: 
Defined, Definition of Business Bad Debt 
Bonuses: 

Employee, Bonuses 
Royalties, Bonuses and advanced royalties. 

Business: 
Assets, Business Assets 
Books and records, Business books and records, etc. 
Meal expenses, Meals and Entertainment 
Use of car, Business use of your car., Car and truck expenses. 
Use of home, Business use of your home. 

C 
Campaign contribution, Political contributions. 
Capital expenses, Capital Expenses, Capital versus Deductible Expenses 
Capitalization of interest, Capitalization of Interest 
Car allowance, Car allowance. 
Car and truck expenses, Car and truck expenses. 
Carrying charges, Carrying Charges 
Charitable contributions, Charitable contributions. 
Circulation costs, newspapers and periodicals, Circulation Costs 

  

http://www.irs.gov/taxtopics/tc509.html
http://www.irs.gov/taxtopics/tc510.html
http://www.irs.gov/taxtopics/tc511.html
http://www.irs.gov/taxtopics/tc512.html
http://www.irs.gov/taxtopics/tc513.html
http://www.irs.gov/taxtopics/tc514.html
http://www.irs.gov/taxtopics/tc515.html
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209178
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208939
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208938
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209179
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208813
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209199
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208668
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208669
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208670
http://www.irs.gov/publications/p535/ch10.html#en_US_publink1000154180
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208673
http://www.irs.gov/publications/p535/ch09.html#en_US_publink1000209092
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208614
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208971
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209168
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208625
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209184
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208624
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209208
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208608
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208617
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243132
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209159
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209184
http://www.irs.gov/publications/p535/ch07.html#en_US_publink1000208873
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209185
http://www.irs.gov/publications/p535/ch07.html#en_US_publink1000208899
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Club dues, Club dues and membership fees. 
Comments on publication, Comments and suggestions. 
Commitment fees, Commitment fees or standby charges. 
Computer software, Computer software. 
Credit card convenience fees, Credit card convenience fees. 
D 
Debt-financed distributions, Debt-financed distribution. 
Definitions: 

Business bad debt, Definition of Business Bad Debt 
Necessary expense, What Can I Deduct? 
Ordinary expense, What Can I Deduct? 
Section 197 intangibles, Section 197 Intangibles Defined 

Dues, membership, Club dues and membership fees. 
E 
Economic interest, Who Can Claim Depletion? 
Economic performance, Economic performance. 
Education expenses, Education Expenses, Education expenses. 
Elderly, improvements for, Barrier Removal Costs 
Employee benefit programs, Employee benefit programs. 
Employment taxes, Employment Taxes 
Entertainment, Reimbursement of Travel, Meals, and Entertainment 
Excise taxes, Excise taxes. 
F 
Fees: 

Commitment, Commitment fees or standby charges. 
Legal and professional, Legal and professional fees. 
Regulatory, Licenses and regulatory fees. 
Tax return preparation, Tax preparation fees. 

Fines, Penalties and fines. 
Forgone interest, Below-Market Loans 
Franchise, Franchise, trademark, or trade name., Franchise, trademark, trade name. 
Franchise taxes, Franchise taxes. 
Fringe benefits, Fringe Benefits 
Fuel taxes, Fuel taxes. 
G 
Gifts, nominal value, Gifts of nominal value. 
Going into business, Going Into Business, Starting a Business 
Goodwill, Goodwill. 
H 
Health insurance, deduction for self-employed, Self-Employed Health Insurance Deduction 
I 
Impairment-related expenses, Impairment-related expenses. 
Improvements, Improvements 
Improvements: 

By lessee, Improvements by Lessee 
For disabled and elderly, Barrier Removal Costs 

Income taxes, Income Taxes 

http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209188
http://www.irs.gov/publications/p535/ar01.html#en_US_publink1000208589
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243125
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208981
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209190
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243102
http://www.irs.gov/publications/p535/ch10.html#en_US_publink1000154180
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208606
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208606
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208966
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209188
http://www.irs.gov/publications/p535/ch09.html#en_US_publink1000209033
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208637
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208675
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209193
http://www.irs.gov/publications/p535/ch07.html#en_US_publink1000208925
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208679
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208829
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209148
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208833
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243125
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209199
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209201
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209200
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209207
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243148
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208977
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209194
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208834
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208676
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208835
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208674
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208611
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208938
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208968
http://www.irs.gov/publications/p535/ch06.html#en_US_publink1000208843
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209195
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208615
http://www.irs.gov/publications/p535/ch03.html#en_US_publink1000243073
http://www.irs.gov/publications/p535/ch07.html#en_US_publink1000208925
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208823


 

 

4 | P a g e  
 

Incorrect amount of amortization deducted, Incorrect Amount of Amortization Deducted 
Insurance: 

Capitalized premiums, Capitalized Premiums 
Deductible premiums, Deductible Premiums 
Nondeductible premiums, Nondeductible Premiums 
Self-employed individuals, Self-Employed Health Insurance Deduction 

Interest: 
Business expense for, Interest 
Capitalized, Capitalized interest., Capitalization of Interest 
Carrying charge, Carrying Charges 
Deductible, Interest You Can Deduct 
Life insurance policies, Interest on loans with respect to life insurance policies. 
Not deductible, Interest You Cannot Deduct 
Refunds of, Refunds of interest. 

Internet-related expenses, Internet-related expenses. 
Interview expenses, Interview expense allowances. 
K 
Key person, Who is a key person? 
L 
Leases: 

Canceling, Canceling a lease. 
Cost of getting, Cost of Getting a Lease, Getting a Lease 
Improvements by lessee, Improvements by Lessee 
Leveraged, Leveraged leases. 
Taxes on, Taxes on Leased Property 

Legal and professional fees, Legal and professional fees. 
Licenses, Government-granted license, permit, etc., Licenses and regulatory fees. 
Life insurance coverage, Life insurance coverage. 
Limit on deductions, Not-for-Profit Activities 
Line of credit, Line of credit (continuous borrowings). 
Loans or Advances, Loans or Advances 
Long-term care insurance, Qualified long-term care insurance. 
M 
Meals, Reimbursement of Travel, Meals, and Entertainment 
Meals and entertainment, Meals and Entertainment 
Meals and lodging, Meals and lodging. 
Mortgage, Mortgage., Expenses paid to obtain a mortgage. 
N 
Not-for-profit activities, Not-for-Profit Activities 
O 
Office in home, Business use of your home. 
Outplacement services, Outplacement services. 
P 
Penalties:, Prepayment penalty. 

Deductible, Penalties and fines. 
Nondeductible, Penalties and fines. 
Prepayment, Prepayment penalty. 

http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208999
http://www.irs.gov/publications/p535/ch06.html#en_US_publink1000208857
http://www.irs.gov/publications/p535/ch06.html#en_US_publink1000208842
http://www.irs.gov/publications/p535/ch06.html#en_US_publink1000208856
http://www.irs.gov/publications/p535/ch06.html#en_US_publink1000208843
http://www.irs.gov/publications/p535/ch04.html
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243124
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243132
http://www.irs.gov/publications/p535/ch07.html#en_US_publink1000208873
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243104
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243128
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243122
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243142
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209197
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209198
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243129
http://www.irs.gov/publications/p535/ch03.html#en_US_publink1000243054
http://www.irs.gov/publications/p535/ch03.html#en_US_publink1000243065
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208960
http://www.irs.gov/publications/p535/ch03.html#en_US_publink1000243073
http://www.irs.gov/publications/p535/ch03.html#en_US_publink1000243057
http://www.irs.gov/publications/p535/ch03.html#en_US_publink1000243060
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209199
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208975
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209201
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208680
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208643
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243100
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208682
http://www.irs.gov/publications/p535/ch06.html#en_US_publink1000208845
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209148
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209168
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208677
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243107
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243109
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208643
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208624
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209206
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243110
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209207
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209207
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243110
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Per diem and car allowances:, Per Diem and Car Allowances 
Percentage depletion, Percentage Depletion 
Personal property tax, Personal property tax. 
Prepaid expense, Prepayment. 
Prepaid expense: 

Extends useful life, Prepayment. 
Interest, Prepaid interest., Prepaid interest. 
Rent, Rent paid in advance. 

Prepayment penalty, Prepayment penalty. 
R 
Real estate taxes, Real Estate Taxes 
Rent expense, capitalizing, Capitalizing Rent Expenses 
Repairs, Repairs. 
Repayments (claim of right), Repayments. 
S 
Sales taxes, Sales tax. 
Section 179 expense deduction (see Cost recovery) 
Self-employed health insurance deduction, Self-Employed Health Insurance Deduction 
Self-employment tax, Self-employment tax. 
Self-insurance, reserve for, Nondeductible Premiums 
Sick pay, Sick and Vacation Pay 
Standard meal allowance, Standard meal allowance. 
Standard mileage rate, Car allowance. 
Standby charges, Commitment fees or standby charges. 
Start-up costs, Business Start-Up and Organizational Costs, Business Start-Up Costs 
Subscriptions, Club dues and membership fees., Subscriptions. 
Supplies and materials, Supplies and materials. 
T 
Tax preparation fees, Tax preparation fees. 
Taxes:, Taxes on Leased Property 

Carrying charge, Carrying Charges 
Employment, Employment Taxes 
Excise, Excise taxes. 
Franchise, Franchise taxes. 
Fuel, Fuel taxes. 
Income, Income Taxes 
Leased property, Taxes on Leased Property 
Personal property, Personal property tax. 
Real estate, Real Estate Taxes 
Sales, Sales tax. 
Unemployment fund, Unemployment fund taxes. 

Telephone, Telephone. 
Tools, Tools. 
Trademark, trade name, Franchise, trademark, or trade name., Franchise, trademark, trade name. 
Travel, Reimbursement of Travel, Meals, and Entertainment 
U 
Unemployment fund taxes, Unemployment fund taxes. 

http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209157
http://www.irs.gov/publications/p535/ch09.html#en_US_publink1000209046
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208837
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208639
http://www.irs.gov/publications/p535/ch06.html#en_US_publink1000208865
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243140
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243144
http://www.irs.gov/publications/p535/ch03.html#en_US_publink1000243051
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243110
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208812
http://www.irs.gov/publications/p535/ch03.html#en_US_publink1000243075
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209210
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209211
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208838
http://www.irs.gov/publications/p535/ch06.html#en_US_publink1000208843
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208840
http://www.irs.gov/publications/p535/ch06.html#en_US_publink1000208856
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208687
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209162
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209159
http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243125
http://www.irs.gov/publications/p535/ch07.html#en_US_publink1000208919
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208939
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209188
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209222
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209223
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209200
http://www.irs.gov/publications/p535/ch03.html#en_US_publink1000243060
http://www.irs.gov/publications/p535/ch07.html#en_US_publink1000208873
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208829
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208833
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208834
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208835
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208823
http://www.irs.gov/publications/p535/ch03.html#en_US_publink1000243060
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208837
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208812
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208838
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208831
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209225
http://www.irs.gov/publications/p535/ch01.html#en_US_publink1000208620
http://www.irs.gov/publications/p535/ch08.html#en_US_publink1000208977
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209194
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209148
http://www.irs.gov/publications/p535/ch05.html#en_US_publink1000208831


 

 

6 | P a g e  
 

Unpaid expenses, related person, Related person. 
Utilities, Utilities. 
V 
Vacation pay, Sick and Vacation Pay 
W 
Wages: 

Property, Property 
Welfare benefit funds, Welfare benefit funds. 

What Can I Deduct? 

To be deductible, a business expense must be both ordinary and necessary. An ordinary expense is one 
that is common and accepted in your trade or business. A necessary expense is one that is helpful and 
appropriate for your trade or business. An expense does not have to be indispensable to be considered 
necessary. 

It is important to separate business expenses from the following expenses: 

 The expenses used to figure the cost of goods sold, 
 Capital Expenses, and 
 Personal Expenses. 

Cost of Goods Sold 

If your business manufactures products or purchases them for resale, you generally must value 
inventory at the beginning and end of each tax year to determine your cost of goods sold. Some of your 
expenses may be included in figuring the cost of goods sold. Cost of goods sold is deducted from your 
gross receipts to figure your gross profit for the year. If you include an expense in the cost of goods 
sold, you cannot deduct it again as a business expense. 

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 

Under the uniform capitalization rules, you must capitalize the direct costs and part of the indirect 
costs for certain production or resale activities. Indirect costs include rent, interest, taxes, storage, 
purchasing, processing, repackaging, handling, and administrative costs. 

This rule does not apply to personal property you acquire for resale if your average annual gross 
receipts (or those of your predecessor) for the preceding 3 tax years are not more than $10 million. 

For additional information, refer to the chapter on Cost of Goods Sold, Publication 334, Tax Guide for 

http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243147
http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209224
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208687
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208684
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208681
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Small Businesses and the chapter on Inventories, Publication 538, Accounting Periods and Methods. 

Capital Expenses 

You must capitalize, rather than deduct, some costs. These costs are a part of your investment in your 
business and are called capital expenses. Capital expenses are considered assets in your business. 
There are, in general, three types of costs you capitalize. 

 Business start-up cost (See the note below) 
 Business assets 
 Improvements 

Note: You can elect to deduct or amortize certain business start-up costs. Refer to chapters 7 and 8 of 
Publication 535, Business Expenses. 

Personal versus Business Expenses 

Generally, you cannot deduct personal, living, or family expenses. However, if you have an expense for 
something that is used partly for business and partly for personal purposes, divide the total cost 
between the business and personal parts. You can deduct the business part. 

For example, if you borrow money and use 70% of it for business and the other 30% for a family 
vacation, you can deduct 70% of the interest as a business expense. The remaining 30% is personal 
interest and is not deductible. Refer to chapter 4 of Publication 535, Business Expenses, for information 
on deducting interest and the allocation rules. 

Business Use of Your Home 

If you use part of your home for business, you may be able to deduct expenses for the business use of 
your home. These expenses may include mortgage interest, insurance, utilities, repairs, and 
depreciation. Refer to Home Office Deduction and Publication 587, Business Use of Your Home, for 
more information. 

Business Use of Your Car 

If you use your car in your business, you can deduct car expenses. If you use your car for both business 
and personal purposes, you must divide your expenses based on actual mileage. Refer to Publication 
463, Travel, Entertainment, Gift, and Car Expenses. For a list of current and prior year mileage rates see 
the Standard Mileage Rates. 

Other Types of Business Expenses 

 Employees' Pay - You can generally deduct the pay you give your employees for the services 
they perform for your business. 

 Retirement Plans - Retirement plans are savings plans that offer you tax advantages to set 
aside money for your own, and your employees' retirement. 

http://www.irs.gov/publications/p538/index.html
http://www.irs.gov/publications/p535/index.html
http://www.irs.gov/publications/p535/index.html
http://www.irs.gov/businesses/small/article/0,,id=204169,00.html
http://www.irs.gov/publications/p587/index.html
http://www.irs.gov/publications/p463/index.html
http://www.irs.gov/publications/p463/index.html
http://www.irs.gov/publications/p463/index.html
http://www.irs.gov/taxpros/article/0,,id=156624,00.html
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 Rent Expense - Rent is any amount you pay for the use of property you do not own. In general, 
you can deduct rent as an expense only if the rent is for property you use in your trade or 
business. If you have or will receive equity in or title to the property, the rent is not deductible. 

 Interest - Business interest expense is an amount charged for the use of money you borrowed 
for business activities. 

 Taxes - You can deduct various federal, state, local, and foreign taxes directly attributable to 
your trade or business as business expenses. 

 Insurance - Generally, you can deduct the ordinary and necessary cost of insurance as a 
business expense, if it is for your trade, business, or profession. 

This list is not all inclusive of the types of business expenses that you can deduct. For additional 
information, refer to Publication 535, Business Expenses. 

References/Related Topics 

 Virtual Small Business Tax Workshop, Lesson 2 - How to set up and run your business so paying 
taxes isn't a hassle 

 Virtual Small Business Tax Workshop, Lesson 4 - What you need to know when you run your 
business out of your home 

 Standard Mileage Rates, A summary of the optional standard mileage rates to be used in 
computing the deductible costs of operating an automobile for business, charitable, medical, 
or moving expense purposes. 

 
 

Should I Itemize?  

Generally, you must decide whether to itemize deductions or to use the standard deduction. You should 
itemize deductions if your allowable itemized deductions are more than your standard deduction. Some 
taxpayers must itemize deductions because they do not qualify for the standard deduction.  

Those taxpayers not eligible to use the standard deduction include nonresident aliens, dual-status 
aliens, certain individuals who file returns for periods of less than 12 months, and an estate or trust, 
common trust fund, or partnership. When a married couple files separate returns and one spouse 
itemizes deductions, the other spouse must also itemize deductions. For additional information, refer to 
Publication 501, Exemptions, Standard Deduction, and Filing Information.  

You may be subject to a limit on some of your itemized deductions. Please refer to the Form 1040 
Instructions or Form 1040, Schedule A Instructions for the limitation amounts.  

For more information on itemized deductions compared to using the standard deduction, refer to the 
Form 1040 Instructions, or Publication 17, Your Federal Income Tax, you may also refer to Topic 551 and 
Publication 501.  

The Home Office Deduction-Business Use of Home 

http://www.irs.gov/publications/p535/index.html
http://www.irs.gov/businesses/small/article/0,,id=200274,00.html
http://www.irs.gov/businesses/small/article/0,,id=200274,00.html
http://www.irs.gov/taxpros/article/0,,id=156624,00.html
http://www.irs.gov/publications/p501/index.html
http://www.irs.gov/pub/irs-pdf/i1040.pdf
http://www.irs.gov/pub/irs-pdf/i1040.pdf
http://www.irs.gov/pub/irs-pdf/i1040.pdf
http://www.irs.gov/pub/irs-pdf/i1040sca.pdf
http://www.irs.gov/pub/irs-pdf/i1040.pdf
http://www.irs.gov/publications/p17/index.html
http://www.irs.gov/taxtopics/tc551.html
http://www.irs.gov/publications/p501/index.html
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Whether you are self-employed or are an employee, you may be able to deduct certain expenses for the 
part of your home you use for business despite the general denial of business expense deductions for 
the home.  

To deduct expenses for business use of the home, part of your home must be used regularly and 
exclusively as one of the following:  

1. The principal place of business for your trade or business 
2. The place where you meet and deal with your patients, clients, or customers in the normal 

course of your trade or business; or  
3. In connection with your trade or business, if you use a separate structure that is not attached to 

your home  

Where the exclusive use requirement applies, you cannot deduct business expenses for any part of your 
home that you use for both personal and business purposes. For example, if you are an attorney and use 
the den of your home to write legal briefs and also for personal purposes, you may not deduct any 
business-use-of-your-home expenses. Further, under the principal-place-of-business test, you must 
determine that your home is the principal place of your trade or business after considering where your 
most important activities are performed and most of your time is spent, in order to deduct expenses for 
the business use of your home.  

Deductions also may be taken for regular use of a residence for the provision of day care services or for 
business storage purposes; exclusive use is not required in these cases. You also may take deductions if 
you rent out your residence. For more information, see Publication 587.  

Deductible expenses for business use of your home include the business portion of real estate taxes, 
deductible mortgage interest, rent, casualty losses, utilities, insurance, depreciation, maintenance and 
repairs. You may not deduct expenses for lawn care in general or for painting a room not used for 
business.  

When figuring the amount you can deduct for the business use of your home, you can use the entire 
amount of expenses attributable solely to the portion of the home used in your business. The amount 
you can deduct for expenses attributable to the whole house depends on the percentage of your home 
used for business.  

To figure this percentage, you may divide the number of square feet used for business by the total 
square feet in your home. Or, if the rooms are approximately the same size, divide the number of rooms 
used for business by the total number of rooms in your home. You figure the business portion of your 
expenses by applying this percentage to the total of each expense. If you are a qualified day-care 
provider who does not use any area exclusively for day care, your business portion is further limited by 
the ratio of the number of hours the area is used exclusively for business to the total number of hours 
the portion was available for any use.  

If your gross income from the business use of your home is less than your total business expenses, your 
deduction for certain expenses for the business use of your home, other than mortgage interest, taxes, 
casualty losses, and the like is limited. However, those business expenses that cannot be deducted 

http://www.irs.gov/publications/p587/index.html
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because of the gross income limitation can be carried forward to the next year but will be subject to the 
deduction limit for that year.  

If you are in the business of farming or are an employee, use the worksheet in Publication 587 , Business 
Use of Your Home, (including use by daycare providers) to figure your deduction. As an employee, you 
must itemize deductions on Form 1040, Schedule A to claim expenses for the business use of your 
home. Farmers claim their expenses on Form 1040, Schedule F (PDF). If you are self-employed, use Form 
8829 (PDF) to figure your business-use-of-the-home deductions and report those deductions on Form 
1040, Schedule C (PDF).  

Publication 587 has detailed information on rules for the business use of your home, including how to 
determine if your home office qualifies as your principal place of business.  

Deducting Travel, Entertainment and Gift Expenses  

WASHINGTON—The Internal Revenue Service reminds taxpayers that there are specific guidelines to be 
followed when deducting travel, entertainment and gift expenses. 

In order to educate taxpayers regarding their filing obligations, this fact sheet, the eighth in a series, 
explains the rules for deducting these expenses. Travel, entertainment and gift expenses account for just 
part of the overstated adjustments, deductions, exemptions and credits that add up to $30 billion per 
year in unpaid taxes, according to IRS estimates. 

In general, taxpayers may deduct ordinary and necessary business-related expenses for traveling away 
from home, entertaining clients and customers and giving gifts to customers, employees and others with 
whom they have a business association. An ordinary expense is an expense that is common and 
accepted in the taxpayer’s trade or business. A necessary expense is one that is appropriate for the 
business. 

Taxpayers who deduct these expenses must exclude personal expenses when computing their 
deductions and must have documentation for the expense, including statement of the business purpose, 
names of the persons being entertained, date and location. In addition, generally only 50 percent of 
business meal and entertainment expenses can be deducted. 

Travel 

Taxpayers who travel away from home on business may deduct related expenses, including the cost of 
reaching their destination, the cost of lodging and meals and other ordinary and necessary expenses. 
Taxpayers are considered “traveling away from home” if their duties require them to be away from 
home substantially longer than an ordinary day’s work and they need to sleep or rest to meet the 
demands of their work. The actual cost of meals and incidental expenses may be deducted or the 
taxpayer may use a standard meal allowance and reduced recordkeeping requirements. Regardless of 
the method used, meal deductions are generally limited to 50 percent as stated earlier.  Only actual 
costs for lodging may be claimed as an expense and receipts must be kept for documentation. Expenses 
must be reasonable and appropriate; deductions for extravagant expenses are not allowable. More 
information is available in Publication 463, Travel, Entertainment, Gift, and Car Expenses. 

http://www.irs.gov/publications/p587/index.html
http://www.irs.gov/pub/irs-pdf/f1040sa.pdf
http://www.irs.gov/pub/irs-pdf/f1040sf.pdf
http://www.irs.gov/pub/irs-pdf/f8829.pdf
http://www.irs.gov/pub/irs-pdf/f8829.pdf
http://www.irs.gov/pub/irs-pdf/f8829.pdf
http://www.irs.gov/pub/irs-pdf/f1040sc.pdf
http://www.irs.gov/pub/irs-pdf/f1040sc.pdf
http://www.irs.gov/pub/irs-pdf/f1040sc.pdf
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Entertainment 

Expenses for entertaining clients, customers or employees may be deducted if they are both ordinary 
and necessary and meet one of the following tests: 

 Directly-related test: The main purpose of the entertainment activity is the conduct of business, 
business was actually conducted during the activity and the taxpayer had more than a general 
expectation of getting income or some other specific business benefit at some future time. 

 Associated test: The entertainment was associated with the active conduct of the taxpayer’s 
trade or business and occurred directly before or after a substantial business discussion. 

Publication 463 provides more extensive explanation of these tests as well as other limitations and 
requirements for deducting entertainment expenses. 

Gifts 

Taxpayers may deduct some or all of the cost of gifts given in the course of their trade or business. In 
general, the deduction is limited to $25 for gifts given directly or indirectly to any one person during the 
tax year. More discussion of the rules and limitations can be found in Publication 463. 

Links: 

 Publication 463, Travel, Entertainment, Gift, and Car Expenses 
 Publication 535, Business Expenses 
 Publication 552, Recordkeeping for Individuals 
 The Tax Gap 

Business Deduction for Work-Related Education  

What's New  
 
Standard mileage rate. Generally, if you claim a business deduction for work-related education and you 
drive your car to and from school, the amount you can deduct for miles driven during 2009 is 55 cents 
per mile. This is down from 58½ cents per mile at the end of 2008. For more information, see 
Transportation Expenses under What Expenses Can Be Deducted.  
 
Limit on itemized deductions. If your adjusted gross income for 2009 is more than $166,800 ($83,400 if 
you are married filing separately), your itemized deductions may be limited. See Employees under 
Deducting Business Expenses, and the instructions for Schedule A (Form 1040), line 29, or Schedule A 
(Form 1040NR), line 17.  
 
Introduction  
 
This chapter discusses work-related education expenses that you may be able to deduct as business 
expenses. 

http://www.irs.gov/pub/irs-pdf/p463.pdf
http://www.irs.gov/pub/irs-pdf/p535.pdf
http://www.irs.gov/pub/irs-pdf/p552.pdf
http://www.irs.gov/newsroom/article/0,,id=158619,00.html
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178679
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178727
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To claim such a deduction, you must: 

 Be working, 
 Itemize your deductions on Schedule A (Form 1040 or 1040NR) if you are an employee, 
 File Schedule C (Form 1040), Schedule C-EZ (Form 1040), or Schedule F (Form 1040) if you are 

self-employed, and 
 Have expenses for education that meet the requirements discussed under Qualifying Work-

Related Education (beginning on this page).  
 
What is the tax benefit of taking a business deduction for work-related education.   If you are an 
employee and can itemize your deductions, you may be able to claim a deduction for the expenses you 
pay for your work-related education. Your deduction will be the amount by which your qualifying work-
related education expenses plus other job and certain miscellaneous expenses is greater than 2% of 
your adjusted gross income. An itemized deduction reduces the amount of your income subject to tax.  
If you are self-employed, you deduct your expenses for qualifying work-related education directly from 
your self-employment income. This reduces the amount of your income subject to both income tax and 
self-employment tax.  
   
Your work-related education expenses may also qualify you for other tax benefits, such as the tuition 
and fees deduction and the American opportunity, Hope, and lifetime learning credits. You may qualify 
for these other benefits even if you do not meet the requirements listed above.  
   
Also, keep in mind that your work-related education expenses may qualify you to claim more than one 
tax benefit. Generally, you may claim any number of benefits as long as you use different expenses to 
figure each one.  
 
Qualifying Work-Related Education  
 
You can deduct the costs of qualifying work-related education as business expenses. This is education 
that meets at least one of the following two tests.  
 

 The education is required by your employer or the law to keep your present salary, status, or 
job. The required education must serve a bona fide business purpose of your employer.  

 The education maintains or improves skills needed in your present work. 
 
However, even if the education meets one or both of the above tests, it is not qualifying work-related 
education if it: 
 

 Is needed to meet the minimum educational requirements of your present trade or business, or 
 Is part of a program of study that will qualify you for a new trade or business. 

 
You can deduct the costs of qualifying work-related education as a business expense even if the 
education could lead to a degree.  
 
Use Figure 13-1 (see next page) as a quick check to see if your education qualifies.  
 
Education Required by Employer or by Law 
 

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178645
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178645
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178649
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Once you have met the minimum educational requirements for your job, your employer or the law may 
require you to get more education. This additional education is qualifying work-related education if all 
three of the following requirements are met.  
 

 It is required for you to keep your present salary, status, or job, 
 The requirement serves a business purpose of your employer, and 
 The education is not part of a program that will qualify you for a new trade or business. 

 
When you get more education than your employer or the law requires, the additional education can be 
qualifying work-related education only if it maintains or improves skills required in your present work. 
See Education To Maintain or Improve Skills , later.  
 
Example: 
 
You are a teacher who has satisfied the minimum requirements for teaching. Your employer requires 
you to take an additional college course each year to keep your teaching job. If the courses will not 
qualify you for a new trade or business, they are qualifying work-related education even if you 
eventually receive a master's degree and an increase in salary because of this extra education.  
This image is too large to be displayed in the current screen. Please click the link to view the image. 
Figure 13-1 
 
Education to Maintain or Improve Skills 
 
If your education is not required by your employer or the law, it can be qualifying work-related 
education only if it maintains or improves skills needed in your present work. This could include 
refresher courses, courses on current developments, and academic or vocational courses.  
 
Example: 
 
You repair televisions, radios, and stereo systems for XYZ Store. To keep up with the latest changes, you 
take special courses in radio and stereo service. These courses maintain and improve skills required in 
your work.  
 
Maintaining skills vs. qualifying for new job.   Education to maintain or improve skills needed in your 
present work is not qualifying education if it will also qualify you for a new trade or business.  
 
Education during temporary absence.   If you stop working for a year or less in order to get education to 
maintain or improve skills needed in your present work and then return to the same general type of 
work, your absence is considered temporary. Education that you get during a temporary absence is 
qualifying work-related education if it maintains or improves skills needed in your present work.  
 
Example: 
 
You quit your biology research job to become a full-time biology graduate student for 1 year. If you 
return to work in biology research after completing the courses, the education is related to your present 
work even if you do not go back to work with the same employer.  
 

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178650
javascript:onclick=hyper('25221v05.html')
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Education during indefinite absence.   If you stop work for more than a year, your absence from your 
job is considered indefinite. Education during an indefinite absence, even if it maintains or improves 
skills needed in the work from which you are absent, is considered to qualify you for a new trade or 
business. Therefore, it is not qualifying work-related education.  
 
Education to Meet Minimum Requirements 
 
Education you need to meet the minimum educational requirements for your present trade or business 
is not qualifying work-related education. The minimum educational requirements are determined by:  
 

 Laws and regulations, 
 Standards of your profession, trade, or business, and 
 Your employer. 

 
Once you have met the minimum educational requirements that were in effect when you were hired, 
you do not have to meet any new minimum educational requirements. This means that if the minimum 
requirements change after you were hired, any education you need to meet the new requirements can 
be qualifying education.  
 

 
 
You have not necessarily met the minimum educational requirements of your trade or business simply 
because you are already doing the work.  
 
Example 1: 
 
You are a full-time engineering student. Although you have not received your degree or certification, 
you work part time as an engineer for a firm that will employ you as a full-time engineer after you finish 
college. Although your college engineering courses improve your skills in your present job, they are also 
needed to meet the minimum job requirements for a full-time engineer. The education is not qualifying 
work-related education.  
 
Example 2: 
 
You are an accountant and you have met the minimum educational requirements of your employer. 
Your employer later changes the minimum educational requirements and requires you to take college 
courses to keep your job. These additional courses can be qualifying work-related education because 
you have already satisfied the minimum requirements that were in effect when you were hired.  
 
Education That Qualifies You for a New Trade or Business 
 
Education that is part of a program of study that will qualify you for a new trade or business is not 
qualifying work- related education. This is true even if you do not plan to enter that trade or business.  
If you are an employee, a change of duties that involves the same general kind of work is not a new 
trade or business. 
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Example 1: 
 
You are an accountant. Your employer requires you to get a law degree at your own expense. You 
register at a law school for the regular curriculum that leads to a law degree. Even if you do not intend 
to become a lawyer, the education is not qualifying because the law degree will qualify you for a new 
trade or business.  
 
Example 2: 
 
You are a general practitioner of medicine. You take a 2-week course to review developments in several 
specialized fields of medicine. The course does not qualify you for a new profession. It is qualifying work- 
related education because it maintains or improves skills required in your present profession.  
 
Example 3: 
While working in the private practice of psychiatry, you enter a program to study and train at an 
accredited psychoanalytic institute. The program will lead to qualifying you to practice psychoanalysis. 
The psychoanalytic training does not qualify you for a new profession. It is qualifying work-related 
education because it maintains or improves skills required in your present profession.  
 
What Expenses Can Be Deducted  
 
If your education meets the requirements described earlier under Qualifying Work-Related Education 
you can generally deduct your education expenses as business expenses. If you are not self-employed, 
you can deduct business expenses only if you itemize your deductions.  
You cannot deduct expenses related to tax-exempt and excluded income. 
 
Deductible expenses.   The following education expenses can be deducted.  
 

 Tuition, books, supplies, lab fees, and similar items. 
 Certain transportation and travel costs. 
 Other education expenses, such as costs of research and typing when writing a paper as part of 

an educational program. 
 
Nondeductible expenses.   You cannot deduct personal or capital expenses. For example, you cannot 
deduct the dollar value of vacation time or annual leave you take to attend classes. This amount is a 
personal expense.  
 
Unclaimed reimbursement.   If you do not claim reimbursement that you are entitled to receive from 
your employer, you cannot deduct the expenses that apply to the reimbursement.  
 
Example. 
 
Your employer agrees to pay your education expenses if you file a voucher showing your expenses. You 
do not file a voucher and you do not get reimbursed. Because you did not file a voucher, you cannot 
deduct the expenses on your tax return.  
 
Transportation Expenses 
 

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178645
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178645


 

 

16 | P a g e  
 

If your education qualifies, you can deduct local transportation costs of going directly from work to 
school. If you are regularly employed and go to school on a temporary basis, you can also deduct the 
costs of returning from school to home.  
 
Temporary basis.   You go to school on a temporary basis if either of the following situations applies to 
you.  

1. Your attendance at school is realistically expected to last 1 year or less and does indeed last for 
1 year or less. 

2. Initially, your attendance at school is realistically expected to last 1 year or less, but at a later 
date your attendance is reasonably expected to last more than 1 year. Your attendance is 
temporary up to the date you determine it will last more than 1 year.  

 
If you are in either situation (1) or (2) above, your attendance is not temporary if facts and 
circumstances indicate otherwise.  
Attendance not on a temporary basis.   You do not go to school on a temporary basis if either of the 
following situations apply to you.  
 

1. Your attendance at school is realistically expected to last more than 1 year. It does not matter 
how long you actually attend. 

2. Initially, your attendance at school is realistically expected to last 1 year or less, but at a later 
date your attendance is reasonably expected to last more than 1 year. Your attendance is not 
temporary after the date you determine it will last more than 1 year.  

 
Deductible Transportation Expenses  
 
If you are regularly employed and go directly from home to school on a temporary basis, you can deduct 
the round-trip costs of transportation between your home and school. This is true regardless of the 
location of the school, the distance traveled, or whether you attend school on nonwork days.  
 
Transportation expenses include the actual costs of bus, subway, cab, or other fares, as well as the costs 
of using your car. Transportation expenses do not include amounts spent for travel, meals, or lodging 
while you are away from home overnight.  
 
Example 1. 
 
You regularly work in a nearby town, and go directly from work to home. You also attend school every 
work night for 3 months to take a course that improves your job skills. Since you are attending school on 
a temporary basis, you can deduct your daily round-trip transportation expenses in going between home 
and school. This is true regardless of the distance traveled.  
 
Example 2. 
 
Assume the same facts as in Example 1 except that on certain nights you go directly from work to school 
and then home. You can deduct your transportation expenses from your regular work site to school and 
then home.  
 
Example 3. 
 

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178683
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Assume the same facts as in Example 1 except that you attend the school for 9 months on Saturdays, 
nonwork days. Since you are attending school on a temporary basis, you can deduct your round-trip 
transportation expenses in going between home and school.  
 
Example 4. 
 
Assume the same facts as in Example 1 except that you attend classes twice a week for 15 months. Since 
your attendance in school is not considered temporary, you cannot deduct your transportation expenses 
in going between home and school. If you go directly from work to school, you can deduct the one-way 
transportation expenses of going from work to school. If you go from work to home to school and return 
home, your transportation expenses cannot be more than if you had gone directly from work to school.  
 
Using your car.    If you use your car (whether you own or lease it) for transportation to school, you can 
deduct your actual expenses or use the standard mileage rate to figure the amount you can deduct. The 
standard mileage rate for miles driven during 2009 is 55 cents per mile. Whichever method you use, you 
can also deduct parking fees and tolls. See Publication 463, chapter 4, for information on deducting your 
actual expenses of using a car.  
 
Travel Expenses 
 
You can deduct expenses for travel, meals (see 50% limit on meals on this page), and lodging if you 
travel overnight mainly to obtain qualifying work-related education.  
 
Travel expenses for qualifying work-related education are treated the same as travel expenses for other 
employee business purposes. For more information, see chapter 1 of Publication 463.  
 
 

 
 
You cannot deduct expenses for personal activities such as sightseeing, visiting, or entertaining.  
Mainly personal travel.   If your travel away from home is mainly personal, you cannot deduct all of 
your expenses for travel, meals, and lodging. You can deduct only your expenses for lodging and 50% of 
your expenses for meals during the time you attend the qualified educational activities.  
 
Whether a trip's purpose is mainly personal or educational depends upon the facts and circumstances. 
An important factor is the comparison of time spent on personal activities with time spent on 
educational activities. If you spend more time on personal activities, the trip is considered mainly 
educational only if you can show a substantial nonpersonal reason for traveling to a particular location.  
 
Example 1. 
 
John works in Newark, New Jersey. He traveled to Chicago to take a deductible 1-week course at the 
request of his employer. His main reason for going to Chicago was to take the course.  
 
While there, he took a sightseeing trip, entertained some friends, and took a side trip to Pleasantville for 
a day. 

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178683
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178683
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178699
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Since the trip was mainly for business, John can deduct his round-trip airfare to Chicago. He cannot 
deduct his transportation expenses of going to Pleasantville. He can deduct only the meals (subject to 
the 50% limit) and lodging connected with his educational activities.  
 
Example 2. 
 
Sue works in Boston. She went to a university in Michigan to take a course for work. The course is 
qualifying work-related education.  
 
She took one course, which is one-fourth of a full course load of study. She spent the rest of the time on 
personal activities. Her reasons for taking the course in Michigan were all personal.  
Sue's trip is mainly personal because three-fourths of her time is considered personal time. She cannot 
deduct the cost of her round-trip train ticket to Michigan. She can deduct one-fourth of the meals 
(subject to the 50% limit) and lodging costs for the time she attended the university.  
 
Example 3. 
 
Dave works in Nashville and recently traveled to California to take a 2-week seminar. The seminar is 
qualifying work-related education.  
 
While there, he spent an extra 8 weeks on personal activities. The facts, including the extra 8-week stay, 
show that his main purpose was to take a vacation.  
 
Dave cannot deduct his round-trip airfare or his meals and lodging for the 8 weeks. He can deduct only 
his expenses for meals (subject to the 50% limit) and lodging for the 2 weeks he attended the seminar.  
 
Cruises and conventions.   Certain cruises and conventions offer seminars or courses as part of their 
itinerary. Even if the seminars or courses are work related, your deduction for travel may be limited. This 
applies to:  
 

 Travel by ocean liner, cruise ship, or other form of luxury water transportation, and 
 Conventions outside the North American area. 

   
For a discussion of the limits on travel expense deductions that apply to cruises and conventions, see 
Luxury Water Travel and Conventions in chapter 1 of Publication 463.  
 
50% limit on meals.   You can deduct only 50% of the cost of your meals while traveling away from 
home to obtain qualifying work-related education. If you were reimbursed for the meals, see How To 
Treat Reimbursements , later.  
   
Employees must use Form 2106 or Form 2106-EZ to apply the 50% limit.  
 
Travel as Education  
 
You cannot deduct the cost of travel as a form of education even if it is directly related to your duties in 
your work or business.  
 

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178710
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178710
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178710
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Example. 
 
You are a French language teacher. While on sabbatical leave granted for travel, you traveled through 
France to improve your knowledge of the French language. You chose your itinerary and most of your 
activities to improve your French language skills. You cannot deduct your travel expenses as education 
expenses. This is true even if you spent most of your time learning French by visiting French schools and 
families, attending movies or plays, and engaging in similar activities.  
 
No Double Benefit Allowed 
 
You cannot do either of the following. 
 

 Deduct work-related education expenses as business expenses if you benefit from these 
expenses under any other provision of the law, for example, as a tuition and fees deduction.  

 Deduct work-related education expenses paid with tax-free scholarship, grant, or employer-
provided educational assistance. See Adjustments to Qualifying Work-Related Education 
Expenses, next.  

 
Adjustments to Qualifying Work-Related Education Expenses  
 
If you pay qualifying work-related education expenses with certain tax-free funds, you cannot claim a 
deduction for those amounts. You must reduce the qualifying expenses by the amount of any tax-free 
educational assistance you received.  
 
Tax-free educational assistance.   This includes:  
 

 The tax-free part of scholarships and fellowships (see chapter 1),  
 Pell grants (see chapter 1),  
 Employer-provided educational assistance (see chapter 12),  
 Veterans' educational assistance (see chapter 1), and  
 Any other nontaxable (tax-free) payments (other than gifts or inheritances) received as 

educational assistance. 
 
Amounts that do not reduce qualifying work-related education expenses.   Do not reduce the 
qualifying work-related education expenses by amounts paid with funds the student receives as:  
 

 Payment for services, such as wages, 
 A loan, 
 A gift, 
 An inheritance, or 
 A withdrawal from the student's personal savings. 

 
Also, do not reduce the qualifying work-related education expenses by any scholarship or fellowship 
reported as income on the student's return or any scholarship which, by its terms, cannot be applied to 
qualifying work-related education expenses.  
 
How to Treat Reimbursements  
 

http://www.irs.gov/publications/p970/ch01.html#en_US_publink1000177991
http://www.irs.gov/publications/p970/ch01.html#en_US_publink1000178022
http://www.irs.gov/publications/p970/ch12.html
http://www.irs.gov/publications/p970/ch01.html#en_US_publink1000178026
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How you treat reimbursements depends on the arrangement you have with your employer. 
There are two basic types of reimbursement arrangements—accountable plans and nonaccountable 
plans. You can tell the type of plan you are reimbursed under by the way the reimbursement is reported 
on your Form W-2.  
 
Note.  
 
The following rules about reimbursement arrangements also apply to expense allowances received from 
your employer. 
 
Accountable Plans 
 
To be an accountable plan, your employer's reimbursement arrangement must require you to meet all 
three of the following rules. 
 

 Your expenses must have a business connection—that is, your expenses must be deductible 
under the rules for qualifying work-related education explained earlier.  

 You must adequately account to your employer for your expenses within a reasonable period of 
time. 

 You must return any reimbursement or allowance in excess of the expenses accounted for 
within a reasonable period of time. 

 
If you are reimbursed under an accountable plan, your employer should not include any reimbursement 
in your income in box 1 of your Form W-2.  
 

 
 
If your employer included reimbursements in box 1 of your Form W-2 and you meet all three rules for 
accountable plans, ask your employer for a corrected Form W-2.  
 
Accountable plan rules not met.   Even though you are reimbursed under an accountable plan, some of 
your expenses may not meet all three rules for accountable plans. Those expenses that fail to meet the 
three rules are treated as having been reimbursed under a nonaccountable plan (discussed later).  
 
Expenses equal reimbursement.   Under an accountable plan, if your expenses equal your 
reimbursement, you do not complete Form 2106 or 2106-EZ. Because your expenses and 
reimbursements are equal, you do not have a deduction.  
 
Excess expenses.   If your expenses are more than your reimbursement, you can deduct your excess 
expenses. This is discussed later under Deducting Business Expenses .  
Allocating your reimbursements for meals.   Because your excess meal expenses are subject to the 50% 
limit, you must figure them separately from your other expenses. If your employer paid you a single 
amount to cover both meals and other expenses, you must allocate the reimbursement so that you can 
figure your excess meal expenses separately. Make the allocation as follows.  
 

1. Divide your meal expenses by your total expenses. 

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178723
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178725


 

 

21 | P a g e  
 

2. Multiply your total reimbursement by the result from (1). This is the allocated reimbursement 
for your meal expenses. 

3. Subtract the amount figured in (2) from your total reimbursement. The difference is the 
allocated reimbursement for your other expenses of qualifying work-related education.  

 
Example. 
 
Your employer paid you an expense allowance of $2,000 under an accountable plan. The allowance was 
to cover all of your expenses of traveling away from home to take a 2-week training course for work.  
 
There was no indication of how much of the reimbursement was for each type of expense. Your actual 
expenses equal $2,500 ($425 for meals + $700 lodging + $150 transportation expenses + $1,225 for 
books and tuition).  
 
Using the steps listed above, allocate the reimbursement between the $425 meal expenses and the 
$2,075 other expenses. 
 

  1. 
$425 meal expenses 

$2,500 total expenses  
= .17 

  2. $2,000 (reimbursement)×.17 

    =$340 (allocated reimbursement for meal expenses) 

  3. $2,000 (reimbursement)−$340 (meals)  

    = $1,660 (allocated reimbursement for other qualifying work-related education expenses) 

 
Your excess meal expenses are $85 ($425 − $340) and your excess other expenses are $415 ($2,075 − 
$1,660). After you apply the 50% limit to your meals, you have a deduction for work-related education 
expenses of $458 (($85 × 50%) + $415).  
 
Nonaccountable Plans 
 
Your employer will combine the amount of any reimbursement or other expense allowance paid to you 
under a nonaccountable plan with your wages, salary, or other pay and report the total in box 1 of your 
Form W-2.  
 
You can deduct your expenses regardless of whether they are more than, less than, or equal to your 
reimbursement. This is discussed below under Deducting Business Expenses . An illustrated example of a 
nonaccountable plan, using Form 2106-EZ, is shown at the end of this chapter.  
 
Reimbursements for nondeductible expenses.   Reimbursements you received for nondeductible 
expenses are treated as paid under a nonaccountable plan. You must include them in your income. For 
example, you must include in your income reimbursements your employer gave you for expenses of 
education that:  
 

 You need to meet the minimum educational requirements for your job, or 
 Is part of a program of study that can qualify you for a new trade or business. 

   
For more information on accountable and nonaccountable plans, see chapter 6 of Publication 463.  

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178725
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Deducting Business Expenses  
 
Self-employed persons and employees report their business expenses differently.  
The following information explains what forms you must use to deduct the cost of your qualifying work-
related education as a business expense.  
 
Self-Employed Persons 
 
If you are self-employed, you must report the cost of your qualifying work-related education on the 
appropriate form used to report your business income and expenses (generally Schedule C, C-EZ, or F). If 
your education expenses include expenses for a car or truck, travel, or meals, report those expenses the 
same way you report other business expenses for those items. See the instructions for the form you file 
for information on how to complete it.  
 
Employees 
 
If you are an employee, you can deduct the cost of qualifying work-related education only if you: 
 

1. Did not receive any reimbursement from your employer, 
2. Were reimbursed under a nonaccountable plan (amount is included in box 1 of Form W-2), or 
3. Received reimbursement under an accountable plan, but the amount received was less than 

your expenses. 
 
If either (1) or (2) applies, you can deduct the total qualifying cost. If (3) applies, you can deduct only the 
qualifying costs that were more than your reimbursement.  
 
In order to deduct the cost of your qualifying work- related education as a business expense, include the 
amount with your deduction for any other employee business expenses on Schedule A (Form 1040), line 
21, or Schedule A (Form 1040NR), line 9. (Special rules for expenses of certain performing artists and 
fee-basis officials and for impairment-related work expenses are explained later.)  
 
This deduction is subject to the 2%-of-adjusted- gross-income limit that applies to most miscellaneous 
itemized deductions. A separate limit may apply to your itemized deductions if your adjusted gross 
income is more than $166,800 ($83,400 if you are married filing separately). See the instructions for 
Schedule A (Form 1040), line 29, or Schedule A (Form 1040NR), line 17.  
 
Form 2106 or 2106-EZ.   To figure your deduction for employee business expenses, including qualifying 
work-related education, you generally must complete Form 2106 or 2106-EZ.  
Form not required.   Do not complete either Form 2106 or 2106-EZ if:  
 

 All reimbursements, if any, are included in box 1 of your Form W-2, and 
 You are not claiming travel, transportation, meal, or entertainment expenses. 

   
If you meet both of these requirements, enter the expenses directly on Schedule A (Form 1040), line 21, 
or Schedule A (Form 1040NR), line 9. (Special rules for expenses of certain performing artists and fee-
basis officials and for impairment-related work expenses are explained later.)  
 

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178731
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178731
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178733
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Using Form 2106-EZ.   This form is shorter and easier to use than Form 2106. Generally, you can use this 
form if:  
 

 All reimbursements, if any, are included in box 1 of your Form W-2, and 
 You are using the standard mileage rate if you are claiming vehicle expenses. 

   
If you do not meet both of these requirements, use Form 2106.  
 
Impairment-Related Work Expenses 
 
If you are disabled and have impairment-related work expenses that are necessary for you to be able to 
get qualifying work-related education, you can deduct these expenses on Schedule A (Form 1040), line 
28, or Schedule A (Form 1040NR), line 16. They are not subject to the 2%-of-adjusted-gross-income 
limit. To deduct these expenses, you must complete Form 2106 or 2106-EZ even if you meet the 
requirements described earlier under Form not required .  
 
For more information on impairment-related work expenses, see chapter 6 of Publication 463.  
 
Recordkeeping  
 

 
 
You must keep records as proof of any deduction claimed on your tax return. Generally, you should keep 
your records for 3 years from the date of filing the tax return and claiming the deduction.  
If you are an employee who is reimbursed for expenses and you give your records and documentation to 
your employer, you do not have to keep duplicate copies of this information. However, you should keep 
your records for a 3-year period if:  
 

 You claim deductions for expenses that are more than your reimbursement, 
 Your employer does not use adequate accounting procedures to verify expense accounts, 
 You are related to your employer, or 
 Your expenses are reimbursed under a nonaccountable plan. 

 
Examples of records to keep.   If any of the above cases apply to you, you must be able to prove that 
your expenses are deductible. You should keep adequate records or have sufficient evidence that will 
support your expenses. Estimates or approximations do not qualify as proof of an expense. Some 
examples of what can be used to help prove your expenses are:  
 

1. Documents, such as transcripts, course descriptions, catalogs, etc., showing periods of 
enrollment in educational institutions, principal subjects studied, and descriptions of 
educational activity.  

2. Canceled checks and receipts to verify amounts you spent for: 
a. Tuition and books, 
b. Meals and lodging while away from home overnight for educational purposes, 
c. Travel and transportation, and 
d. Other education expenses. 

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178729
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3. Statements from your employer explaining whether the education was necessary for you to 
keep your job, salary, or status; how the education helped maintain or improve skills needed in 
your job; how much reimbursement you received; and, if you are a teacher, the type of 
certificate and subjects taught.  

4. Complete information about any scholarship or fellowship grants, including amounts you 
received during the year. 

 
Illustrated Example  
 
Victor Jones teaches math at a private high school in North Carolina. He was selected to attend a 3-week 
math seminar at a university in California. The seminar will improve his skills in his current job and is 
qualifying work-related education. He was reimbursed for his expenses under his employer's 
nonaccountable plan, so his reimbursement of $2,100 is included in the wages shown in box 1 of his 
Form W-2. Victor will file Form 1040.  
 
His actual expenses for the seminar are as follows: 

  Lodging   $1,050   

  Meals   526   

  Airfare   550   

  Taxi fares   50   

  Tuition and books   400   

  Total Expenses   $2,576   

 
Victor files Form 2106-EZ with his tax return. He shows his expenses for the seminar in Part I of the 
form. He enters $1,650 ($1,050 + $550 + $50) on line 3 to account for his lodging, airfare, and taxi fares. 
He enters $400 on line 4 for his tuition and books. On the line provided for total meals and 
entertainment expenses, Victor enters $526 for meal expenses. He multiplies that amount by 50% and 
enters the result, $263, on line 5. On line 6, Victor totals the amounts from lines 3 through 5. He carries 
the total, $2,313, to Schedule A (Form 1040), line 21.  
 
Since he does not claim any vehicle expenses, Victor leaves Part II blank. His filled-in form is shown on 
the next page. This image is too large to be displayed in the current screen. Please click the link to view 
the image. Form 2106-EZ for V. Jones 
 
Helpful links: 

 Qualifying Work-Related Education 
o Education Required by Employer or by Law 
o Education To Maintain or Improve Skills 
o Education To Meet Minimum Requirements 
o Education That Qualifies You for a New Trade or Business 

 What Expenses Can Be Deducted 
o Unclaimed reimbursement. 
o Transportation Expenses 
o Travel Expenses 
o No Double Benefit Allowed 

 How To Treat Reimbursements 

http://www.irs.gov/publications/p970/ch13.html
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http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178650
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178656
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178667
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178673
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o Accountable Plans 
o Nonaccountable Plans 

 Deducting Business Expenses 
o Self-Employed Persons 
o Employees 
o Performing Artists and Fee-Basis Officials 
o Impairment-Related Work Expenses 

 Recordkeeping 
 Illustrated Example 

Spouse ï Children and/or Employees' Pay  

Introduction  

You can generally deduct the pay you give your employees for the services they perform. The pay may 
be in cash, property, or services. It may include wages, salaries, or other compensation such as vacation 
allowances, bonuses, commissions, and fringe benefits. For information about deducting employment 
taxes see chapter 5.  

 
 
You can claim employment credits such as the following if you hire individuals who meet certain 
requirements.  

 Empowerment zone and renewal community employment credit (Form 8844). 
 Indian employment credit (Form 8845). 
 Work opportunity credit (Form 5884). 
 Credit for employer differential wage payments (Form 8932). 
 Credit for affected Midwestern disaster area employers (Form 5884-A). 

 
 
Reduce your deduction for employee wages by the amount of any employment credits you claim. For 
more information about these credits, see the form on which the credit is claimed.  

Topics - This chapter discusses:  

 Tests for deducting pay 
 Kinds of pay 

Useful Items - You may want to see:  

Publication 

http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178712
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178723
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178725
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178726
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178727
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178731
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178733
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178735
http://www.irs.gov/publications/p970/ch13.html#en_US_publink1000178738
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 15 (Circular E), Employer's Tax Guide  
 15-A Employer's Supplemental Tax Guide  
 15-B Employer's Tax Guide to Fringe Benefits  

See chapter 12 for information about getting publications and forms. 

Tests for Deducting Pay  

To be deductible, your employees' pay must be an ordinary and necessary expense and you must pay or 
incur it. These and other requirements that apply to all business expenses are explained in chapter 1.  

In addition, the pay must meet both of the following tests. 

 Test 1. It must be reasonable.  
 Test 2. It must be for services performed.  

The form or method of figuring the pay does not affect its deductibility. For example, bonuses and 
commissions based on sales or earnings, and paid under an agreement made before the services were 
performed, are both deductible.  

Test 1τReasonableness 

You must be able to prove that the pay is reasonable. Base this determination on the circumstances that 
exist when you contract for the services, not those that exist when the reasonableness is questioned. If 
the pay is excessive, the excess is disallowed for deduction.  

Factors to consider.   Determine the reasonableness of pay by the facts and circumstances. Generally, 
reasonable pay is the amount that like enterprises pay for the same or similar services.  
  To determine if pay is reasonable, also consider the following items and any other pertinent facts.  

 The duties performed by the employee. 
 The volume of business handled. 
 The character and amount of responsibility. 
 The complexities of your business. 
 The amount of time required. 
 The cost of living in the locality. 
 The ability and achievements of the individual employee performing the service. 
 The pay compared with the gross and net income of the business, as well as with distributions to 

shareholders if the business is a corporation.  
 Your policy regarding pay for all your employees. 
 The history of pay for each employee. 

Test 2τFor Services Performed 

You must be able to prove the payment was made for services actually performed. 
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Employee-shareholder salaries.   If a corporation pays an employee who is also a shareholder a salary 
that is unreasonably high considering the services actually performed, the excessive part of the salary 
may be treated as a constructive distribution to the employee-shareholder. For more information on 
corporate distributions to shareholders, see Publication 542, Corporations.  

Kinds of Pay  

Some of the ways you may provide pay to your employees in addition to regular wages or salaries are 
discussed next. For specialized and detailed information on employees' pay and the employment tax 
treatment of employees' pay, see Publication 15, Publication 15-A, and Publication 15-B.  

Awards 

You can generally deduct amounts you pay to your employees as awards, whether paid in cash or 
property. If you give property to an employee as an employee achievement award, your deduction may 
be limited.  

Achievement awards.   An achievement award is an item of tangible personal property that meets all 
the following requirements.  

 It is given to an employee for length of service or safety achievement. 
 It is awarded as part of a meaningful presentation. 
 It is awarded under conditions and circumstances that do not create a significant likelihood of 

disguised pay. 

Length-of-service award.    An award will qualify as a length-of-service award only if either of the 
following applies.  

 The employee receives the award after his or her first 5 years of employment. 
 The employee did not receive another length-of-service award (other than one of very small 

value) during the same year or in any of the prior 4 years.  

Safety achievement award.    An award for safety achievement will qualify as an achievement award 
unless one of the following applies.  

1. It is given to a manager, administrator, clerical employee, or other professional employee. 
2. During the tax year, more than 10% of your employees, excluding those listed in (1), have 

already received a safety achievement award (other than one of very small value).  

Deduction limit.   Your deduction for the cost of employee achievement awards given to any one 
employee during the tax year is limited to the following.  

 $400 for awards that are not qualified plan awards. 
 $1,600 for all awards, whether or not qualified plan awards. 

 A qualified plan award is an achievement award given as part of an established written plan or program 
that does not favor highly compensated employees as to eligibility or benefits.  
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A highly compensated employee for 2009 is an employee who meets either of the following tests.  

1. The employee was a 5% owner at any time during the year or the preceding year. 
2. The employee received more than $110,000 in pay for the preceding year. 

You can choose to ignore test (2) if the employee was not also in the top 20% of employees ranked by 
pay for the preceding year.  
   
An award is not a qualified plan award if the average cost of all the employee achievement awards given 
during the tax year (that would be qualified plan awards except for this limit) is more than $400. To 
figure this average cost, ignore awards of nominal value.  

Deduct achievement awards as a nonwage business expense on your return or business schedule. 

 
 
You may not owe employment taxes on the value of some achievement awards you provide to an 
employee. See Publication 15-B.  

Bonuses 

You can generally deduct a bonus paid to an employee if you intended the bonus as additional pay for 
services, not as a gift, and the services were performed. However, the total bonuses, salaries, and other 
pay must be reasonable for the services performed. If the bonus is paid in property, see Property , later.  

Gifts of nominal value.    If, to promote employee goodwill, you distribute food or merchandise of 
nominal value to your employees at holidays, you can deduct the cost of these items as a nonwage 
business expense. Your deduction for de minimis gifts of food or drink are not subject to the 50% 
deduction limit that generally applies to meals. For more information on this deduction limit, see Meals 
and lodging , later.  

Education Expenses 

If you pay or reimburse education expenses for an employee, you can deduct the payments if they are 
part of a qualified educational assistance program. Deduct them on the “Employee benefit programs” or 
other appropriate line of your tax return. For information on educational assistance programs, see 
Educational Assistance in section 2 of Publication 15-B.  

Fringe Benefits 

A fringe benefit is a form of pay for the performance of services. You can generally deduct the cost of 
fringe benefits. 

You may be able to exclude all or part of the value of some fringe benefits from your employees' pay. 
You also may not owe employment taxes on the value of the fringe benefits. See Table 2-1, Special Rules 
for Various Types of Fringe Benefits, in Publication 15-B for details.  

http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208684
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208677
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208677
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Your deduction for the cost of fringe benefits for activities generally considered entertainment, 
amusement, or recreation, or for a facility used in connection with such an activity (for example, a 
company aircraft) for certain officers, directors, and more-than-10% shareholders is limited.  

Certain fringe benefits are discussed next. See Pub. 15-B for more details on these and other fringe 
benefits. 

Meals and lodging.   You can usually deduct the cost of furnishing meals and lodging to your employees. 
Deduct the cost in whatever category the expense falls. For example, if you operate a restaurant, deduct 
the cost of the meals you furnish to employees as part of the cost of goods sold. If you operate a nursing 
home, motel, or rental property, deduct the cost of furnishing lodging to an employee as expenses for 
utilities, linen service, salaries, depreciation, etc.  
 
Deduction limit on meals.   You can generally deduct only 50% of the cost of furnishing meals to your 
employees. However, you can deduct the full cost of the following meals.  

 Meals whose value you include in an employee's wages. 
 Meals that qualify as a de minimis fringe benefit as discussed in section 2 of Publication 15-B. 

This generally includes meals you furnish to employees at your place of business if more than 
half of these employees are provided the meals for your convenience.  

 Meals you furnish to your employees at the work site when you operate a restaurant or catering 
service. 

 Meals you furnish to your employees as part of the expense of providing recreational or social 
activities, such as a company picnic.  

 Meals you are required by federal law to furnish to crew members of certain commercial vessels 
(or would be required to furnish if the vessels were operated at sea). This does not include 
meals you furnish on vessels primarily providing luxury water transportation.  

 Meals you furnish on an oil or gas platform or drilling rig located offshore or in Alaska. This 
includes meals you furnish at a support camp that is near and integral to an oil or gas drilling rig 
located in Alaska.  

Employee benefit programs.   Employee benefit programs include the following.  

 Accident and health plans. 
 Adoption assistance. 
 Cafeteria plans. 
 Dependent care assistance. 
 Educational assistance. 
 Life insurance coverage. 
 Welfare benefit funds. 

You can generally deduct amounts you spend on employee benefit programs on the applicable line of 
your tax return. For example, if you provide dependent care by operating a dependent care facility for 
your employees, deduct your costs in whatever categories they fall (utilities, salaries, etc.).  
 
Life insurance coverage.   You cannot deduct the cost of life insurance coverage for you, an employee, 
or any person with a financial interest in your business, if you are directly or indirectly the beneficiary of 
the policy. See Regulations section 1.264-1 for more information.  
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Welfare benefit funds.   A welfare benefit fund is a funded plan (or a funded arrangement having the 
effect of a plan) that provides welfare benefits to your employees, independent contractors, or their 
beneficiaries. Welfare benefits are any benefits other than deferred compensation or transfers of 
restricted property.  
   
Your deduction for contributions to a welfare benefit fund is limited to the fund's qualified cost for the 
tax year. If your contributions to the fund are more than its qualified cost, carry the excess over to the 
next tax year.  
   
Generally, the fund's “qualified cost” is the total of the following amounts, reduced by the after-tax 
income of the fund.  

 The cost you would have been able to deduct using the cash method of accounting if you had 
paid for the benefits directly. 

 The contributions added to a reserve account that are needed to fund claims incurred but not 
paid as of the end of the year. These claims can be for supplemental unemployment benefits, 
severance pay, or disability, medical, or life insurance benefits.  

For more information, see sections 419(c) and 419A of the Internal Revenue Code and the related 
regulations.  

Loans or Advances 

You generally can deduct as wages an advance you make to an employee for services performed if you 
do not expect the employee to repay the advance. However, if the employee performs no services, treat 
the amount you advanced as a loan. If the employee does not repay the loan, treat it as income to the 
employee.  

Below-market interest rate loans.   On certain loans you make to an employee or shareholder, you are 
treated as having received interest income and as having paid compensation or dividends equal to that 
interest. See Below-Market Loans in chapter 4.  

Property 

If you transfer property (including your company's stock) to an employee as payment for services, you 
can generally deduct it as wages. The amount you can deduct is the property's fair market value on the 
date of the transfer less any amount the employee paid for the property.  

You can claim the deduction only for the tax year in which your employee includes the property's value 
in income. Your employee is deemed to have included the value in income if you report it on Form W-2 
in a timely manner.  

You treat the deductible amount as received in exchange for the property, and you must recognize any 
gain or loss realized on the transfer, unless it is the company's stock transferred as payment for services. 
Your gain or loss is the difference between the fair market value of the property and its adjusted basis 
on the date of transfer.  

http://www.irs.gov/publications/p535/ch04.html#en_US_publink1000243148
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These rules also apply to property transferred to an independent contractor for services, generally 
reported on Form 1099-MISC. 

Restricted property.   If the property you transfer for services is subject to restrictions that affect its 
value, you generally cannot deduct it and do not report gain or loss until it is substantially vested in the 
recipient. However, if the recipient pays for the property, you must report any gain at the time of the 
transfer up to the amount paid.  
   
“Substantially vested” means the property is not subject to a substantial risk of forfeiture. This means 
that the recipient is not likely to have to give up his or her rights in the property in the future.  

Reimbursements for Business Expenses 

You can generally deduct the amount you pay or reimburse employees for business expenses incurred 
for your business. However, your deduction may be limited.  

If you make the payment under an accountable plan, deduct it in the category of the expense paid. For 
example, if you pay an employee for travel expenses incurred on your behalf, deduct this payment as a 
travel expense. If you make the payment under a nonaccountable plan, deduct it as wages and include it 
in the employee's W-2.  

See Reimbursement of Travel, Meals, and Entertainment in chapter 11 for more information about 
deducting reimbursements and an explanation of accountable and nonaccountable plans.  

Sick and Vacation Pay 
 
Sick pay.   You can deduct amounts you pay to your employees for sickness and injury, including lump-
sum amounts, as wages. However, your deduction is limited to amounts not compensated by insurance 
or other means.  
 
Vacation pay.   Vacation pay is an employee benefit. It includes amounts paid for unused vacation leave. 
You can deduct vacation pay only in the tax year in which the employee actually receives it. This rule 
applies regardless of whether you use the cash or accrual method of accounting.  
 
Additional Helpful Links  

 Introduction 
 Topics - This chapter discusses: 
 Useful Items - You may want to see: 
 Tests for Deducting Pay 

o Test 1—Reasonableness 
o Test 2—For Services Performed 

 Kinds of Pay 
o Awards 
o Bonuses 
o Education Expenses 
o Fringe Benefits 
o Loans or Advances 
o Property 

http://www.irs.gov/publications/p535/ch11.html#en_US_publink1000209148
http://www.irs.gov/publications/p535/ch02.html#d0e1171
http://www.irs.gov/publications/p535/ch02.html#d0e1205
http://www.irs.gov/publications/p535/ch02.html#d0e1215
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208661
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208662
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208664
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208666
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208667
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208673
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208675
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208676
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208682
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208684
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o Reimbursements for Business Expenses 

Sick and Vacation Pay 

Tips for Choosing a Tax Preparer   

 
Audio: Conversation with IRS Manager, Melaney J. Partner 
Text Version of Audio 
 
If you pay someone to prepare your tax return, choose that preparer wisely. Taxpayers are legally 
responsible for what’s on their own tax returns even if prepared by someone else. So, it is important to 
choose carefully when hiring an individual or firm to prepare personal returns. Most return preparers 
are professional, honest and provide excellent service to their clients. Here are a few points to keep in 
mind when someone else prepares your return: 
 

 A Paid Preparer is required by law to sign the return and fill in the preparer areas of the form. 
The preparer should also include their appropriate identifying number on the return. Although 
the Preparer signs the return, you are responsible for the accuracy of every item on your return. 
In addition, the preparer must give you a copy of the return. 

 Review the completed return to ensure all tax information, your name, address and Social 
Security number(s) are correct. Make sure that none of these spaces is left blank. 

 Review and ensure you understand the entries and are comfortable with the accuracy of the 
return before you sign. 

 Never sign a blank return, and never sign in pencil. 
 If you have provided specific authorization in a power of attorney filed with the IRS, you may 

have copies of notices or refund checks mailed to your preparer or representative; but only you 
can sign and cash your refund check. For further information on Powers of Attorney, refer to 
Topic 311. 

 A Third Party Authorization Check Box on Form 1040 allows you to designate your Paid Preparer 
to speak to the IRS concerning how your return was prepared, payment and refund issues and 
mathematical errors. 

 
It’s important for taxpayers to find qualified tax professionals if they need help preparing and filing their 
tax returns. Unqualified tax preparers may overlook legitimate deductions or credits that could cause 
clients to pay more tax than they should. Unqualified preparers may also make costly mistakes causing 
their clients to incur assessed deficiencies, penalties, and interest. Here are some suggestions to 
consider when hiring a tax professional: 
 

 A paid preparer must sign the return as required by law. 
 Avoid preparers who claim they can obtain larger refunds than other preparers. If your returns 

are prepared correctly, every preparer should derive substantially similar numbers. 
 Beware of a preparer who guarantees results or who bases fees on a percentage of the amount 

of the refund. A practitioner may not charge a contingent fee (percentage of your refund) for 
preparing an original tax return. 

 Understand that the most reputable preparers will request to see your receipts and will ask you 
multiple questions to determine your qualifications for expenses, deductions and other items. 
By doing so they have your best interest in mind and are trying to help you avoid penalties, 
interest or additional taxes that could result from an IRS examination. 

http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208686
http://www.irs.gov/publications/p535/ch02.html#en_US_publink1000208687
http://www.irs.gov/pub/newsroom/marketing/how_to_choose_a_professional_tax_preparer_final_mixdown.mp3
http://www.irs.gov/newsroom/article/0,,id=179756,00.html
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 Choose a preparer you will be able to contact and one who will be responsive to your needs. Ask 
who will actually prepare the return before engaging services. Avoid firms where your work may 
be delegated down to someone with less training or some unknown worker. You should know 
exactly who works with your tax matters at all times and how to contact him or her; after all, 
you are paying for it. Determine if the preparer is exporting your return to a foreign country for 
preparation. Foreign countries do not have the same security and privacy laws as the United 
States nor is there any recourse should your information be compromised as a result of lax or 
nonexistent privacy procedures. 

 Investigate whether the preparer has any questionable history with the Better Business Bureau, 
the state’s board of accountancy for CPAs, the state’s bar association for attorneys or the IRS 
Office of Professional Responsibility (OPR) for enrolled agents or the oversight agency in states 
that license or register tax preparers. 

 Determine if the preparer’s credentials meet your needs or if your state mandates licensing or 
registration requirements for paid preparers. As of 2008, California and Oregon are the only two 
states that regulate paid tax preparers. Is he or she an Enrolled Agent, Certified Public 
Accountant (CPA) or Tax Attorney? Only attorneys, CPAs and enrolled agents can represent 
taxpayers before the IRS in all matters including audits, collection actions and appeals. Other 
return preparers may represent taxpayers only in audits regarding a return that they signed as a 
preparer. 

 Find out if the preparer is affiliated with a professional organization that provides or requires its 
members to pursue continuing education and holds them accountable to a code of ethics. 

 Check IRS.gov for information regarding abusive shelters and other tax schemes and scams. 
Remember, if it sounds too good to be true, chances are it is. 

 The IRS can help many taxpayers prepare their own returns without the assistance of a paid 
preparer. Before seeking a paid preparer, taxpayers might consider how much information is 
available directly from the IRS through the IRS Web site. Check out these helpful links:  

 e-file for Individual Taxpayers 
 Free File 
 Free Tax Return Preparation For You by Volunteers 

Unfortunately, unscrupulous tax return preparers do exist and can cause considerable financial and legal 
problems for their clients. Examples of improper actions by unscrupulous preparers include the 
preparation and filing of false paper or electronic income tax returns that claim inflated personal or 
business expenses, false deductions, unallowable credits or excessive exemptions. 
 
Tax evasion is both risky and a crime, punishable by up to five years imprisonment and a $250,000 fine. 
Remember, no matter who prepares a tax return, the taxpayer is legally responsible for all of the 
information on that tax return. 
 
Report suspected tax fraud and abusive return preparers by completing Form 3949-A and mailing it or a 
letter with similar information to: 

Internal Revenue Service 
Fresno, CA 93888 

 

Appeal Rights 

The IRS has an appeals system for people who do not agree with the results of an examination of their 
tax returns or with other adjustments to their tax liability.  

http://www.irs.gov/efile/article/0,,id=118508,00.html
http://www.irs.gov/efile/article/0,,id=118986,00.html
http://www.irs.gov/individuals/article/0,,id=107626,00.html
http://www.irs.gov/individuals/article/0,,id=106778,00.html
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The IRS will send you a report and/or letter that explains the proposed adjustments. The letter also tells 
you of your right to request a conference with an Appeals officer, as well as how to make your request 
for a conference. In addition to examinations, many other things can be appealed such as penalties, 
interest, trust fund recovery penalties, offers in compromise, liens, and levies. If you request an Appeals 
conference, be prepared with records and documentation to support your position.  

Appeals conferences are informal meetings. You may represent yourself or have an attorney, 
accountant, or an individual enrolled to practice before the IRS, represent you. If you do not reach 
agreement with the Appeals or Settlement Officer, or you do not wish to appeal within the IRS, you may 
appeal certain actions through the courts.  

For further information on the appeals process and information on how to stop interest from accruing 
on any anticipated liability, refer to Publication 5 (PDF), Your Appeal Rights and How To Prepare A 
Protest If You Don't Agree, and Publication 556, Examination of Returns, Appeal Rights and Claims for 
Refund. You can also refer to Publication 1660 (PDF), Collection Appeal Rights, which discusses how you 
can appeal collection actions and Publication 3605, Fast Track MediationςA Process for Prompt 
Resolution of Tax Issues.  

 

http://www.irs.gov/pub/irs-pdf/p5.pdf
http://www.irs.gov/publications/p556/index.html
http://www.irs.gov/pub/irs-pdf/p1660.pdf
http://www.irs.gov/pub/irs-pdf/p3605.pdf

