Home Business
Tax Deductions

19t Edition

Stephen Fishman, J.D.



Table of Contents

(00 JE=T o] =T i I Lo Y o TR I D g = 7= 1= Lo 1
Learning ODJECLIVES .....oiiieiiieiiiiii ettt e e e e ettt e e e e e s e ante e e e e e e e e e s e nnnbbeeeeaaeeeaannnnneaaaaeas 1
T a1 (o T U134 o] o 1P 1
HOW Tax DedUCHONS WOTK....... ettt e e e e e e e eeea e e e e e e e e ntern e e e aaaaaeees 1

Types Of TAX DEAUCHIONS .....ooiiiiiiiiiiie ettt e e ettt e e e e e s st ee e e e e e e e e e annbbbeeeaaaeeaanns 1
You Pay Taxes Only on Your BUSINESS ProfitS .........ccouuiiiiiiiiiiiae e 2
Claiming YOUr DEAUCHIONS ...ttt e ettt e e e e e s st ee e e e e e e e e e annesbneeeaaaeeaanns 2
MaKe SUIe YOU Ar€ iN BUSINESS .. ..uuuuuiiiiiiiiiiiiiiiiiiieeettitteeaeeeeeeeeeeeeesesssesesseseeeeeesseeesssssssssssssssssssssnnnnns 2
HOW BUSINESSES AFE TaXE ... oottt e e e e e e e eeta e e e e e e e e enetn e e aaaaaaaees 2
BasiC BUSINESS ENtItIES ... e e e e et e e e e e e e ea e as 3
Sole Proprietorship — The Most Popular Home Business Entity ...........cooooeeiiiiiiiiiiiiie e, 3
1= I (== 40 1 =T oL USSP 4
What Businesses Can DeAUCT............ccooiiiiiii i 5
St ANt - U EXPENSES ..o ——————— 5
OPErating EXPENSES ... oot 5
107 o) c= [ = 0 T= 0 T 5
Pass-Through TaX DEAUCHION. .........uuuuuiiiiiiiiiiiiiiiiiibibbeebibeebeb bbb e bbbt e e e e e eeeeseesseeeesbbeseeenee 6
INVENTOTY . ..ceeiiieiiiieee e 6
Adding It All Up: The Value of Tax DeAUCHIONS .........cciiiiiiiiiiiiieee et e e e e e 6
Federal and State INCOME TAXES ......uuuuuuuruiuueiiiieiiieeeeeuereeueeeeeeeeereeeeeeeaeeeeaeeeseeeeeeeseseseesssessssssssssssnrnnns 6
Self-EMPIOYMENT TAXES ....eiiieiiiiiiiiiie e e ettt e e e e e ettt e e e e e e e s e beeeeeaaaeeaaaanasaneaaaaeaaaannnsbneneaaaeaaaanns 7
TOtAI TAX SAVINGS .ttt e e e e e ettt et e e e e e e e e a bt eeeeaaaeaaansteeeeeaaaeesaanssneeaaaaeaaanns 8
BUSINESSES That LOSE IMONEY ......uuuiiiiiiiiiiiiiiiiiiiiiettteteeebbeee ettt e bbbttt et e st ssssssebebbebnbneene 8
What IS @n NOL7 ... 8
N[O IS (o a2 O A= 1o Lo N = 1= PPt 8
NOLS for 2018 Through 2020.........cee e ieiieeee ettt e e e e ettt et e e e e e e s s aatbeeeeaaeeeaaanneeeeeaaaeasaaannnennes 9
N[O ]IS (o) ] 02 = 1o Lo N = | = P PPRPPPPPNt 9
Annual Dollar Limit on NOL DeAUCHION .........ccoviiiiiiiiiiiiieeeeeeeeeee e 9
Claiming an NOL RefUN ...t e e e e e e e e e e e e e aaes 10
REVIEW QUESTIONS ...ttt e e e e e oottt e e e e e e e s ab et eeaaaae e e s antbaneeeaaeeaaannneneas 11
REVIEW ANSWETS ... ettt ettt e oo e et ettt e e e e e e et ttta e e e e eeeeeetaan e e e eeaeeentann e eeaaeeennsnnnnaaaaaaaees 12

Chapter 2 — Is Your Home Business Really @ BUSINESS? ........ccoccmmiiiiiiniiiissmnins e ssssnennns 13
=TT a1 aTo @ o] [=Twt Y=L SRR 13
g (e T 0T34 o] o 1R 13
Proving That YOU Are iN BUSINESS ... ...uuuiiiiiiiiiiiiiiiiiiiiiiieibibebe bbbt bebb bbb e eeseeeeeeeeeeesseeeennneee 13

01 B I =] PP PPPPPPPN 14
T TNV o ] RSP 15
Tax Consequences of Engaging in @ HODDY ... 18
Investing and Other Income-Producing ACHVItIES...........oiiiiiiiii e 18
Tax Consequences of Income-Producing ACHIVItIES ............ueiiiiiiiiii e 19
Medicare Tax on INVesStMENt INCOME........ o 19
Types of INCOME-Producing ACHVItIES........coiiiiiiiii e a e 20
Trading in StOCKS @S @ BUSINESS .......uuiiiiiiiiiiiiii ettt e e e e e et e e e e e e s enneneeeaaaaens 20
Trading in Crypto @S @ BUSINESS. .......uuiiiiiie et a e ee e e e 21
REVIEW QUESTIONS ...ttt e e e e e oottt et e e e e e e s e aeb e e e e e e e e e s e anbteeeeeaaeeaaannnneeas 22
REVIEW ANSWETS ...ttt ettt oo e e e e ettt oo e e e e e e et ttta e e e e eeeeetaan e e eeaeeentannaeeaaeeennsnnnnaaaaaaaees 23

Chapter 3 — Getting Your Business Up and RUNNING ... snnens 25
Learning ODJECLIVES .....coiiiiiiiiiieie ettt ettt et e e e e e ettt et e e e e e e s e nbbeeeeaaaeeessanebaneeeaaeeaaanneneeas 25
g (e T 0T34 o] o 1R 25
What Are Start-Up EXPENSES? .....cooeeeieeeeeeeeee e 25

1070 )0 010 aTe g IS r= g e T o o= g1 Y 26

Special RUIES fOr SOME EXPENSES .....cciiiiiiiieieeeeee et a s e e s s e e e e eaans 26



Table of Contents

Buying @n EXIStING BUSINESS ... ..uuuuuiuiiiiiiiiiiiiiiiiiiiiiitbbibeiibeeeeeee e e sesebe bbb bbb e b s seeeessesessesssessenneennes 27
Expanding an EXIStING BUSINESS ........uuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiee bbb eeeeeeeseeseeeenseennee 27
When Does @ BUSINESS BEGINT .........uiiiiiiiiiiiiit ettt e e e e e e s e et e e e e e e e e anneneeeaaaaaeaaanns 27
If Your Business Doesn't Last 15 YEAIS ......ccvvviviiiiiieiieee e 27
Expenses for Businesses That Never Begin..........oouiiiiiiiii e 28
GEnEral Start-UpP CoS S ..o iiiiiiiieee et 28
Costs to Start or Acquire a Specific BUSINESS .......coceiiiiiieieee e 28
Avoiding the Start-Up Tax RUIE'S BIe .......coooiiiiiiie e 28
REVIEW QUESTIONS ...ttt e e e e oottt e e e e e e e s e ab b et eaaaaeeeaanbbaneeeaaeeeaansneneas 30
REVIEW ANSWETS ... ettt ettt e oo e et ettt e e e e e e et ttta e e e e eeeeeetaan e e e eeaeeentann e eeaaeeennsnnnnaaaaaaaees 31
Chapter 4 — Home Business Operating EXPenses ...........cccoviiiiiiiiiiiicisinnnn s s s s s s s 33
=TT a1 aTo @ o] [=Twt Y=L SRR 33
g (e T U131 o 1SR 33
Requirements for Deducting Operating EXPENSES ........uuuuuuuuuiruiiiiiiiiuieriiiiirererrereerreerereereeererer.. 33
OrdiNary @Nd NECESSAIY ......coiiiiiiiiiiie e ettt e e e e ettt e e e e e e s e aeeteeeeeaaaaaaanseeeeeaaaeeaaannenseeeaaaaaaaanns 33
L0 13 =TT o T 1] 35
BUSINESS REIAIEA....... . e e e e e e et e e e e e e enaa s 35
Reasonable IN AMOUNL ... et e e e ettt e e e e e e e eeean e e e e e eeneenn e e eens 36
Operating Expenses That Are Not Deductible ... 36
Operating Expenses Paid With Paycheck Protection Program Loans ............ccccceeiiiiiiiiiiiiiee e, 37
FOrgiven PPP LOGNS ArE TaX-FrEE.......uuuuuiiiiiiiiiiiiiiiiiiiiiiitiiiibebeeeeeeeeeeeeeeeeeeeeebebebbbebeeeeeeesessneseeneennne 37
Deductions for Expenses Paid With Forgiven PPP Loans............ccooeiiiiiiiiiiiiaiaaiiiiieee e 37
How to Report Operating EXpense DEAUCHIONS...........uuuuuiiiiiiiiiiiiiiieiiiiieiiiieeeeerereereerreseeeeserrrerr.. 38
REVIEW QUESTIONS ...ttt e e e e oottt e e e e e e s e ae b e eeeaaee e s e anttaeeeeaaeeaaannneneas 39
REVIEW ANSWETS ....eeiiiiiii ettt e e et e e ettt e e e e et e e e e ett e e e ata e e s ataneestaneeestanseeeasnnaaaeannnaaaes 40
Chapter 5 — Deducting LONG-Term ASSEts .........cciiiimmmmmiiiisssrisssinssssss s sssssssss s sssssssssssns 41
=TT a1 aTo @ o] [=Twt Y=L SRR 41
g (e T 0T34 o] o 1R 41
(o] o lo Rl T g Nt £ TP PP P PP PP PPPPPPPPPPPPPIRS 41
Deducting Inexpensive Property: The De Minimis Safe Harbor and Materials and Supplies
[T 18 o2 1T} o PSRRI 42
The De Minimis Safe Harbor...........oooo i 42
Maximum De Minimis AMOUNL. ... ...t e et e e e e e e e eat e e e e e e e eennan e eeeas 43
The Materials and Supplies DedUCHION ............coiiiiiiii e, 45
Interaction With De Minimis Safe Harbor............coovvviiiiiiii 45
General Rules for Deducting Long-Term Personal Property ............ccoeoiiiiiiiiiiiaiee e 45
What YOU Can DEAUCE ........coe e 46
Disposing Of LONG-TEIMN ASSELS ......cceiiiiiiiiiiia ettt e e e e e ettt et e e e e e e et e e e e e e e e s e annteeeeaaaeeaaannneeees 48
BONUS DEPIECIALION ...ttt e e e e ettt e e e e e e e e e netan e e e e e eeeantan e aaaaaaae 49
Property That Qualifies for Bonus Depreciation .................uueueeiiieiiiieiiiiiiiiiiiiirieeeeeeeeeeeereeeeere. 49
Calculating the BONUS AMOUNL ........eiiiiiiiiiii ettt e e ettt e e e e e e e e e bbee e e e e e e e e e aannrneeeaaaeeeaaann 50
L0 1T AT T N =Y (U1 =Y 4= o 50
Opting OUt OF the BONUS......coie et e ettt e e e e e e et eeaaaeeaanes 50
Bonus DeprecCiation PerCENTAQES ... . .uu i uuiiiiiiiiiiiiiiiiiieiiiebtbibbbebee bbbt eee e bbebbbbe bbb eeeeeeeeseneeennerenee 51
S T=Y o3 o T I I =Y (U T 4o ) o - 51
Deducting Repairs and IMpProvVemMENtS..........cooiiiiiii e e e e e eeee e e e aaeeees 52
=To [0 =T B =T o= To =1 (o] o PP P PP PPPPPPPPPPPPPPPOS 52
When to Use Regular Depreciation ... 52
D =T o] LT oT = 14T ] o I =T 4 (o o PSP 53
Depreciation MENOAS ... ...ooiie oot e e e e e e e ettt e e e e e e eerea e eas 53
Depreciation Rules for LiSted PropertY ............uuuuueuueeeiiiiiiieeiiitiiueeereeseeeresreeerreereesserrereerr——.. 55
=T [ (o] o= 4 TP PP P PP PP P PP PP PPPPPPPPPPPPPIRt 55
Deducting BUSINESS VENICIES .........uuuiiiiiiiiiiiiiiiiiiieiiiiieibe bbbttt e s s e eeeeeeebeeeneeneee 56
Is Your Vehicle a Passenger AUTOMODIIE? ... i 56
Annual Depreciation Limits for Passenger AUtomobiles ... 56

il



Table of Contents

Heavy Deductions for Heavy Metal: Bonus Depreciation for SUVs and Other Weighty Vehicles ........... 57
Tax Reporting and Record KEEPiNg .........oooiiiiiiiiiiii 57
LeaSING LONG-TEIMMN ASSELS ... .uuutiitiiiiitiitiitteetieeetebeetbeeebeeeeb et e et e et e s ee e e et bbb et ettt ettt st e e s et st s s sssseebebbseeeeeenenes 58
REVIEW QUESTIONS ...ttt ettt e e e e e oottt e e e e e e e s e ae bttt e e e e e e e s e anttaeeeeaaeeaaansneneas 60
REVIEW ANSWETS ... ettt ettt e oo e et ettt e e e e e e et ttta e e e e eeeeeetaan e e e eeaeeentann e eeaaeeennsnnnnaaaaaaaees 62

Chapter 6 — The Home Office Deduction ...........ccovviiiiiiiiiiiiiicc e e e s s e s e e e e e e e e e e e e e ee e 65
=TT a1 aTo @ o] [=Twt Y=L SRR 65
g (e T 0T34 o 1R 65
Qualifying for the Home Office DedUCHION...........ooiiiiiieiiii e 65

Threshold Requirements: Regular and Exclusive Business Use ..........cccccciiii, 67

Additional REQUIFEMENTS ... ..o et e e ettt e e e e e e e e eetan e e e e e eeeenennnns 69
Corporation EMPIOYEES. ......cciiieieiieeeeeee e 72
Calculating the Home Office DedUCHION ...........oiiiiiiiieiie e e 73

How Much of Your Home Is Used fOr BUSINESS? ........uuuuuuuiiiiiiiiiiiiiieiiiiiiiiiiiiieneenreeseerserereeeseerennns 73

What Expenses Can YOou DedUCE? .........cooviiiiiiiieee 76
Simplified Home Office Deduction Method ..........ccooiiiiiiiiiieeeeee e 82

How the Simple MethOd WOIKS ........uuuuiiiiiiiiiiiiiiiieiieiiiieueeeeeeeeeeeeeeeeeeseesaessseeesseeeessesssssssssssssssssssssnnes 82
IRS Reporting REQUINEMENTES .......cciiiiiiiiiieeeeeeeeeeee e 83
Audit-Proofing Your Home Office DedUCHION.............oiiiiiiiiiiiiii e 84

Prove That You Are Following the RUIES .............uuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiii e eeeeeeeeeeeeeeees 84

Keep GOOd EXPENSE RECOIMUS ... ..uuuuiiiiiiiiiiiiiiiiiiitetieeeeteeeaeeaeeeeseseesseessesasssseesesseesssssssssssssssssssssnnsnnnns 84
REVIEW QUESTIONS ...ttt ettt e e e e e oottt et e e e e e e sttt eeaaaae e e e antbaeeeeaaeeaaanneeeeas 85
REVIEW ANSWETS ... ettt ettt e oo e et ettt e e e e e e et ttta e e e e eeeeeetaan e e e eeaeeentann e eeaaeeennsnnnnaaaaaaaees 87

Chapter 7 — The Pass-Through Tax Deduction ............cccoeriiiiiiimmmninnsssne s ssssnens 89
Learning ODJECLVES .....coiiiiiiiiiiiiee ettt e ettt e e e e e ettt et e e e e e e s e nbbeeeeeaaa e e s anebaeeeeaaeeaaannrneeas 89
g (e T 0T34 o] o 1R 89
You Must Have a Pass-Through BUSINESS ... 89
You Must Have Qualified BUSINESS INCOME ..........uuiiiiiieeiieeee et e e eea e 90
You Must Have Taxable INCOME ..... .o et e e e e e 90
Deduction for Taxable Income Up to $170,050 ($340,100 if Married)..........ccccervereeiieeneeiieeieeneeee 91
Deduction for Income Above $170,050 ($340,100 if Married) .........ccocieiiiieiiie e 91

Are You a Specified ServiCe BUSINESS?.........cooiiiiiiiiiiieiee e 91

Deduction for Non-Service Businesses (Income Above $170,050/$340,100) .........ccooeeenieeriieennnen. 92

Deduction for Specified Service Business Owners (Income Above $170,050/$340,100)................. 93
Taking the Pass-Through DedUCtion ... 94
Strategies to Maximize the Pass-Through DeducCtion..............ooocuiiiiiiiaiiiiiiieie e 94

Keep Service Business Income Below $220,050/$440,100 Threshold ...............ccoeevvveeeeeeeeiieecnnnee. 94

FOIM @N S COMPOIALtION ....uuuuiiiieiiiiieiiieeeiieeeeeteeeeaeeeeeeeeeeeeeeesaeesssesssseeesesssessssssssssssssssssssssssssssnnnnnnnnnnns 94

Combine Multiple NON-Service BUSINESSES ......ccccoiiiiiiiiiicececceee e 95

File @ SeParate REIUM ... ...uuiiiiiiiiiiiiiiiiiiii ittt e e ee ettt e e s s ee s et ssssssssssssssssessssnnnnnnnnnes 96
REVIEW QUESTIONS ...ttt ettt e e e e e oottt e e e e e e e s e ae bttt e e e e e e e s e anttaeeeeaaeeaaansneneas 97
REVIEW ANSWETS ... ettt ettt e oo e et ettt e e e e e e et ttta e e e e eeeeeetaan e e e eeaeeentann e eeaaeeennsnnnnaaaaaaaees 98

Chapter 8 — Getting Around Town: Car and Local Travel EXpenses............ccceeevviiiiiiiisccssnssssssssssnnns 99
Learning ODJECLIVES .....coiiiiiiiiiieie ettt ettt et e e e e e ettt et e e e e e e s e nbbeeeeaaaeeessanebaneeeaaeeaaanneneeas 99
g (e T 0T34 o] o 1R 99
Deductible Local Transportation EXPENSES........oouuuuiiiieaiiieei et e e e e e e aeaeees 99

Travel Must Be for BUSINESS .......coooiiieiieeeeee e 99

Trips from Your HOme OffiCe........ccoviiiiieiieeeee e 100

If You Have No Regular WOrkplace.............ooo it 100
The Standard Mileage Rate ............eeiiiiiii e ee e e e e 101

How the Standard Mileage Rate WOIKS...........ooiiiiiiiiiiieie et a e e 101

Requirements to Use the Standard Mileage Rate.............cooiiiiiiiiiiiiii e, 102
The Actual EXpense MEthOd ... ... e e e e e e e eee e e e e e eeeeeennns 102

How the Actual Expense Method WOrKS.... ..o 102

il



Table of Contents

Record-Keeping ReQUIrEMENTS ... ..o e e e e e e eet e e e e e e e eeeennnas 103
Vehicle Depreciation DedUCHIONS..........oooiiie e e e e e 103
[T T g To - O - T PR UPUUPURRR 104
Other Local Transportation EXPENSES .....cccciiiiiiiiieeeeeeeeeeee e s e e e a e e e e a e e e e eaas 104
Reporting Transportation Expenses on Your Tax Return ... 104
RS To L= T o] 1] (o = 104
O T a Lol o= 4 10 T=T =] o1 o1 PRPRRRt 105
L0705 0o ) 1 170 -, 105
When Clients or Customers ReiMburse YOU ..........cccoviiiiiiiiiiiic 105
REVIEW QUESTIONS ...ttt e e e e ettt e e e e e e s e nae e e e e e e e e e e s s e anbbseeeeaaeeaaannnnnneas 106
REVIEW ANSWETS ... ettt oo e ettt ettt e e e e e et ettta e e e e e eeeeneaan e e e eaeeeeesan e e eaaaaeeensnnnnaeens 107
Chapter 9 — Leaving Town: BuSiness Travel.........cccccciimmmmiiiiniisnnis s ssssssss s nssnas 109
=TT a1 aTo @ o] [=Tot Y=L PRSP 109
T eTo U131 o 1P 109
What IS BUSINESS Travel? ......ccooiiiiieeeeeeeee 109
WHhere IS YOUr Tax HOME? ..o 110
Your Trip MUst Be fOr BUSINESS.........ccoviiiiiiiiiiieee e 112
Deductible Travel EXPENSES. ... .. e e et e e e e e e e et e e e e e e e anra e eeas 113
Traveling First Class OF STEEIAgE .......uuuiii ittt e e e et e e e e e e e annreeeeaaaeas 114
Taking People With YOU ... 114
HOW MUCH YOU CaN DEAUCT ... .uuuuiitiiiiiiiiiiiiiiiieeeitieeeaeseeeeaeesseeeeesesssssssssessesssesssssssssssssssssssssssssssnnnnnnns 114
Travel Within the United States..........ccoovviiiiiiiie 115
Travel Outside the United States...........coovviiiiiiiiii 115

L7 ) V7= o110 o1, 116
LNV I o281 11 o TP 117
Calculating Time Spent 0N BUSINESS ...........uuiiiiiiiaie e e e e 118
Limits on Meal EXpense DedUCHION .......... .o e e e e eeeeeaaas 118
Maximizing Your Business Travel DEdUCHIONS ............uuuuiuiiiiiiiiiiiiiiiiiiiiiiiiiiibiieeeeeeeeeeeeeseebeeeeeeeeeeeeeeees 120
g P T == T P PPPUR 120
MaKe @ Paper Trail ... ..ottt e e e e e e ettt e e e e e e e e enaa e e e e e e eeneennnan 120
Maximize YOUr BUSINESS DaYS.......uuuuuuuiiiiiiiiiieiiiiiieiitiiiietitteeeeeeseseeeeeesesasbbbbbebbbeebesbesessessssesnnsnnnnnes 120
Take Advantage of the Sandwich Day RUIE...........coooiiiiiiiii e 121
Travel Expenses Reimbursed by Clients or CUSTOMENS ...........cooiiiiiiiiiiii e 121
REVIEW QUESTIONS ... tvtvtittiiiiitiiieeeeeeeeaeeeteeteete ettt e et es s s s s s s st et e st s s st s st s s s s s s s s s s s s s s s s s s s e s snnseesnnnnnnn 122
REVIEW ANSWETS ...ttt e e e et ettt et oo e e e et ettt e e e e e aeeeeeaaa e e eeeeeeeesan e e eaaaaeeensnnnnaeenn 123
L0 1 F 101 (=T Ol Y=Y 41 o N 125
T a1 aTo @ o] [=Tot Y=L PRSP 125
T (e T U131 o] o 1SS 125
AL g L SR TN o (o] oYU UERR 125
SUPPLIES Are NOt INVENTOTY ... e 125
INCIAENTAI SUPPIIES.....eiiiiiiiiiieeeeeeeee e 126
LONG-TEIMM ASSEES ....tttttiiiiiitiiitttteeeeet ettt bttt bbbttt ettt bttt ettt ettt ettt sttt ettt sttt ettt et e e e s nnnnnnnee 126
Deducting INVENTOrY COSES .......uuiiiiiie ittt e e e e e e ettt e e e e e e e e e naee e e e e e e e e e e anneeeees 126
Nonincidental Materials and SupplieS DedUCLION ............uuuuiiuiiiiiiiiiiiiiiiiiiiiieaeieeeeeereeereeerreree. 126
Books and Records Deduction for INVENTOIY.............uiiiiiiieeiie e 127
MaintaiNiNG @N INVENTOTY ......uiiiiiiiiiiiie ittt bbbttt ettt eesssssnbebebennennee 128
Determining the Value of INVENTOIY ...........uii e e e e 128
REVIEW QUESTIONS ...ttt e e e oo ettt e e e e e e e e e naee e e e e e e e e e e e aanneseeeeaaeesaannnnnneas 131
REVIEW ANSWETS ...ttt e e e et ettt et oo e e e et ettt e e e e e aeeeeeaaa e e eeeeeeeesan e e eaaaaeeensnnnnaeenn 132
Chapter 11 — Hiring Help: Employees and Independent Contractors .............cccoeeviiiiiiiccccsnnsnssssnnn, 133
T T a1 aTo @ o] [=Tot Y=L PRSP 133
T eTo 0131 o 1P 133
Employees Versus Independent CONrACIOrS. ... .....uuuuuuuierieiieiiieeeriiiiriieeeeerereereserereeereresrrrrrrrrrs 133
Tax Deductions and Credits for Employee Pay and Benefits ... 135

v



Table of Contents

)Y o | B =T T TP PP PP P PP PP PP PPPPPPPPPPPPPPPRY 135
STALE PAYTOIl TAXES. ... teeeeieeeeiiiiite e e e e ettt e e e e ettt e e e e e e s e e abbteeeeaaeasaanneseeeeaaeaesaaannsnneeaaaeeaaanns 137
Employee Fringe BenefitS ...........eiiiiiii e a e 138
COVID-Related EMployer TaxX Credifs ..........ueiiiiaeiiiiiiieieiee et e et e e e e e e eneeeeeeaaaeeaanes 139
Employing Your Family Or YOUISEIf ..........oeeiiiiiie e 139
Employing YOUr CRilAren ............eoiiie ettt e e e e e e et e e e e e e e e annnaeeeeaaaeeaanns 139
EMPIOYING YOUE SPOUSE. ... ...eiiiiiiiiiee ettt ettt e e e e e e sttt e e e e e e e e antbeeeeaaaeeaaannsenaeeeaaaeeaaanns 141
Rules to Follow When Employing Your Family ..............uuuuueiiiiiiiiiiiiiiiiiiiiiiiiiieiiiiieieeeeeeeeeeeeeeeeeeeeees 141
EMPIOYING YOUISEIF......coiiiieiie ettt e e e e e e e st e e e e e e e e s e amnenaeeeaaaeeaannns 143
Tax Deductions When You Hire Independent Contractors.............coevvveiiiiiiiie 144
NO DEAUCHIONS fOr ICS’ TAXES. ... eeeeiieeiieiiiitiiie e e ettt e e e e ettt e e e e e e e s et ee e e e e e e e e e annnneeeaaaaeeaaanns 144
Paying Independent Contractors’ EXPENSES ........ooiuuiiiiiiiae ittt ee e e e e e e e e 145
REVIEW QUESHIONS ...t e e et e e e e e e et e e e e e e e e e eear e nas 146
REVIEW ANSWETS ...ttt e et e e e et e e e et e e e e et e e e e et e e e eaaaaeseaaeasestnaaessnnaaensnnaaaes 147
Chapter 12 — What if You Get Sick? Deducting Medical EXpenses............ccooemrmmrininnsisnmnnnnnnnnnnnns 149
T T a1 aTo @ o] [=Tot Y=L PRSP 149
INEFOAUCTION ... 149
The Affordable Care ACE (ACA) ... ... et e et e e e e e e e e s et e e e e e e e e s e annteeeeaaaaeeaaanns 149
Federal Individual Health Insurance Mandate Terminated ...................uuuviiiiiiiiiiiiiiiiiiiiiiiiiieiieeeeees 149
The Employer Mandate............oooo i 150
ACA Health INSUranCe RUIES..........ooiueiieee e e e e e e 150
State Health Insurance EXChanges .............ouiiiiiiiiii e 151
L0 oT=Y oI =l o] o] g LT L A =TT o L, 151
Health Insurance Premium Tax CredifS...... ..o it a e e 152
The Personal Deduction for Medical EXPENSES ..........ccovvviiiiiiiiiiieeeeee e 153
Deducting Health INSUranCe PremiUMS ... .. ... i iiiiiiiiiiiiiiieiiiiiiiieiieieeeeeeeeeeeeeeeeeeeeeeebbebeseeeeeeeeeseesnneeee 153
Personal Income Tax Deduction for the Self-Employed............coeeiiiiiiiiiii e, 153
Deducting Health Insurance as @ BUSINESS EXPENSE.........uuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeneseenneenenne 155
Sick and Family Leave Tax Credits for the Self-Employed.............c.ooiiiiiiiiiii e 157
Tax Credits for Employee Health INSUFaNCE ............oooiiiiiiiiiia e 157
Health Reimbursement ArrangemMeENtS. ... ... ..uuuuuuuiiiiiiiiiiiiiiiiiiiiibeiieebeeee e ebeeeeeeebeeebebebeeeeeeeeesseeeneeees 157
Spousal Health Reimbursement Arrangements ..............ooiiiiiiiiiiiiieii e 158
What Expenses May Be ReiMbUrsed? .............uuiiiiiiiiie e 159
How to Establish @ SpouSal HRA .........uuuiiiiiiiiiiiiiiiiiieeiiiiiiieeeeeeeeeeeeeeeeseeeeesesaeeseeeeesseesssssssssssssssnnnes 159
Sample SPOUSAl HRA ... 159
Individual Coverage HRAS (ICHRAS) ......ooiiiii et a e e 161
Qualified Small Employer HRAS (QSEHRAS) .....ccoiiiiiiiiiieeee ettt e e e e e 162
Health SAVINGS ACCOUNTS ... ...ttt e e e e e e s e et e e e e e e e e e nnaneeeeeeaeeeaannennees 163
What Are Health Savings ACCOUNTS?........coiiiiiiiiiiie et e e e e e e e e e e eneeeeeeaaeeas 163
EStablishing YOUr HSA ...ttt e e e e e e et e e e e e e e e e annbraeeeaaaeeaanns 163
Making Contributions t0 YOUr HSA ... ... e et e e e e e 164
Withdrawing HSA FUNGS ......oiiieeie ettt e e e e e e s e e e e e e e e nneeeeeaaaens 165
Are HSAS @ GO0 DEAIT ...ttt ettt e e e e e e e s e e e e e e e e e e nneeees 166
HSAS fOr EMPIOYEES.....coi ittt e e e e e e ettt e e e e e e e e s annbreeeeaaaeeaannns 166
Tax REPOMING fOr HSAS ...ttt ettt e e e e e e s st e e e e e e e e e s nneeeeeaaaens 167
REVIEW QUESTIONS ...ttt e e e e ettt e e e e e e s e nae e e e e e e e e e e s s e anbbseeeeaaeeaaannnnnneas 168
REVIEW ANSWETS ...ttt ettt et ettt ettt 8ttt 555555555555tttk ettt ettt e e e nnnenn e 169
Chapter 13 — Deductions That Can Help You Retire ..........ccooovviiiiiicccccccce s 171
T T a1 aTo @ o] [=Tot Y=L PRSP 171
INEFOAUCTION. ... 171
Why You Need a Retirement Plan (08 Plans)...........oooiiiiiiiee e 171
TaX DEAUCTION ... 172

LI R B L =] 1 - | RPN 172
Individual Retirement ACCOUNES (IRAS) ....ceiiii ettt e e e e e e e s enenneeaaaae s 172
Traditional IRAS ... 173



Table of Contents

e T | NSO PPPPPPRRNY 174
(=40 o) (o) =T g | N TP TP PP PP PP TP PP PPPPPPPPPPPPPR 175
SE P R AS .. 175

S M LE IR AS. ..ottt 175
(SGToTe | T o F=T o T TP TP PP TP PP PPPPPPPPPPPPPR 176
Types Of KEOGN PIANS ...ttt e e e e e e e e e e e aeeeaaaeas 176
Setting Up @ KOG Plan ... ettt e e e e e e e e e e e e e enes 177
Withdrawing Your MONEY .......cooiiiiiiiiie e 177

RS To] o R0 QI =T T PP PEEPU 177
REVIEW QUESTIONS ... uvvvtitiiiiiiiieieeeeeeeeeeteaeeeteee ettt e ees e s e s s s st et e st s st s s s s s s s s s s s s s s st s s s s s s s e s sessnnssesnnnnnn 179
REVIEW ANSWETS ... ettt oo e ettt ettt e e e e e et ettta e e e e e eeeeneaan e e e eaeeeeesan e e eaaaaeeensnnnnaeens 180
Chapter 14 — More Home Business DedUcCtions.............cccoviiiiiiiiiciici s 181
=TT a1 aTo @ o] [=Tot Y=L PRSP 181
T eTo U131 o 1P 181
AGVEITISING ettt 181
L€ ToTo o\ ATy (153 T ST PUUUPPRRPR 181
GIVEAWAY ITBIMS ...ttt e e e et ettt e et e e e e e s e st s e eeeaeaeesaannreeeeaaaeeaannns 182
Website Development and Mainte€nancCe ...........cooooiiiiiiiiiii e 182
BUSINESS Bad DEDES. ... .ot e e e e e e aae s 182
Requirements to Deduct Bad Debts ...........ooo oo 182
TyPES Of BaA DIEDLS ...ttt e e ettt e e e e e e st e e e e e e e e e e anneneeeaaaeas 184
CASUAILY LOSSES ... ettt oo oottt ettt e e e e e e e e bt ee e e e e e e e e e nnaeeeeeeaaeeeaaanntrneaeaaeeaaann 185
AMOUNE Of DEAUCLION ....covviiiiiiieeeeeeeeeeee s 186
Damage to YOUr HOME OffiCE ......eiiiiiiiiiieiie et e e e e e e e e e e 187
TaX REPOMING ..o 188
Charitable ContribDULIONS.......cciiiie e 188
(DT =T aTo IS U o FTea ] o] 1 o] o T3P PPPPPPPPRt 189
Lo [0 Tor= Y o] I (01T o 1] T SRR 189
Starting @ NEW BUSINESS ...ttt e e e e e ettt e e e e e e e s e e nteeeeeaaeeeaaannnneseeaaaeaaaanns 190
Minimum Educational ReqQUIrEMENES ......... oo e e e e e e eeeeennas 190
Traveling fOr EQUCATION ........ooii ettt e e e e e e st e e e e e e e e s e nnnreeeaaaens 190
Entertainment and MEaIS ... ... 191
g1 (=Y = 1 ] .41 o | PP 191
ST SRR 191
1 193
INSUrANCE fOF YOUI BUSINESS ....ccoiiiiiiiiiiiieeeeeeeee ettt e e e e e e e e e e e e e e 193
Homeowners’ Insurance for Your HOme OffiCE........uuuuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieeesseeeesesseesennnennnnee 194

L0 | [T 0 = o Lo 194
INterest 0N BUSINESS LOANS ..ot e e e e e e e ettt e e e e e e e e eeeasnn e e e eeeeeenennnns 194
[ o0 LI O T PP PPPPPPPPIRt 194
L7 1 - 1 T 194
Loans from Relatives and FHENAS ..........uuuuuuiiiiiiiiiiiiiieiiiiiiiiiiieeeeeeeeeeeeseeeeessseeerreeesseeressreresrrenesrrnne 195
LOBNS 10 BUY @ BUSINESS. ... .uuiiiiiiiiiiiiiiieieieiieeitbeeee ettt e sttt e s s e s e bebbebenennee 195
Interest YOU Cant DEAUCT..........ooviiiiiiiiiieee e 195
Deducting INVESTMENT INTEIEST........uuuiiiiiiiiiiiiiiiee bbb e eeeeseeneeeeenee 195
Legal and ProfesSSioNal SEIVICES ........ooiuiiiiiiiie ettt e e e e e e e e e e e e e e e e e nneeeees 196
BUYING LONG-TEIMN PrOPEITY ... .uuiiiiiiiiiiiiiiiietiiieieibeeebeebeeeeeet et bb bbbt bbbt bbb e ssessssssssseennbnnenne 196
SArtiNG @ BUSINESS ...ttt e e e e e e e e e e e e et eeaaaeeaanns 196
ACCOUNTING FEES ..ottt 196
BIE= 3 GG IR= T Lo B oY 1T PSP 196
TaToTe] g g TSI = D (=P 196
Self-EMPIOYMENT TAXES ...ciiiiiiiiitiiiie e e ettt e e e e ettt et e e e e e s e abeeteeeaaaeesaanbseeeeaaeaeaaannenneeeaaaeaaaanns 197
=g 0T o) (o) 04 =T 0L B 1= =T TP PP PSP PP PP PP P PP PTPPPPPPPPPPPPRY 197
TS E T 1= (Y 197
REAI PrOPEIY TAXES ....utttuitiiiiiiiiiiiittiieeeeetteeetteeee et ettt s e e s bbbttt et e e ettt st s s ettt b e bt beeennnnnnees 197

L0 1 =Y 1= (3 198

vi



Table of Contents

LICENSE FES ..ttt £ttt ettt et ettt ettt ettt e e e s e e nnnnen 198
REVIEW QUESTIONS ...ttt e e e e ettt e e e e e e e e aabe e e e e e e e e e e s e annaseeeeaaeeaaannnnnneas 199
REVIEW ANISWETS ...ttt ettt ettt ettt ettt 8ttt 58555t £ 8tttk sttt ettt e e nnnnnn e 200

Chapter 15 — Using Cryptocurrency in Your BuSIiNeSsS..........ccccciimmmmmiiinnscnsmsnins s 201
T T a1 aTo @ o] [=Tot Y=L PRSP 201
INEFOAUCTION. ... 201
What IS CryptOCUITENCY 2.....ceeii ettt ettt e e e e e e ettt e e e e e e e s annbaeeeeaaeeeaannbeneeeaaaeeaanns 201
Why You Might Want to Use Cryptocurrency in Your BUSINESS...........ccoiiiiiiiiiiiiiiieaaeeiiiiiiieee e 201
Tax Treatment Of CryptOCUITENCY ........coii ittt e e e et e e e e e e s s annreeeeeaaeeaaaanns 202

Accepting Cryptocurrency as Payment for SErviCes ..........oocuuuiiiiiiaiiiiiiiiee e 202

Accepting Cryptocurrency as Payment for GOOMS..........coiiiuuiiiiiiiae i 203

Using Cryptocurrency to Pay for BUuSINESS EXPENSES ........cooiiiiiiiiiiiiaeiiiiiiiiee e 203

Paying Independent Contractors with CryptOCUITENCY ..........ooocuuiiiiiiiii i 203
IRS Reporting of Cryptocurrency TranSaCHIONS.........cciiiiiiiiiiieiie e e ettt e e e e e e e enreeeeaaee s 203
Record Keeping for Cryptocurrency TranSactions. ............ooiiiiiiiiiiie e 204
Accounting for Cryptocurrency TranSACIONS ...........oiiiiiiiiiiiiiiiee e e e e e e e ereeeeaaeeas 204
How to Report Cryptocurrency Revenue to the IRS ... 205

Cryptocurrency Tax Treatment GUIE ............oiiiii i e e e e e e 205
REVIEW QUESTIONS ...ttt e e e e ettt e e e e e e e e aabe e e e e e e e e e e s e annaseeeeaaeeaaannnnnneas 206
REVIEW ANSWETS ...ttt ettt ettt ettt 5 5555555555tttk sttt ettt e e e e e e e nn e 207

Chapter 16 — Record Keeping and ACCOUNING.........ccoiimmmimiiiiniiissmrrie s ssssss s 209
T a1 aTo @ o] [=Tot Y=L PRSP 209
INEFOAUCTION. ... 209
What Records DO YOU NEEA? ...ttt e e e e e e s et e e e e e e e s e annbeeeeaaaaeeaaanns 209

Business Checkbook and Credit Cards ...t a e e 209
Records of YOUr INCOME and EXPENSES .....uuuuuiiiiiiiiiiiiiiiiiiieeeiitieeeeeseseeeseraessseeessssssresrnerersresreersernnrnne 212

Paper Versus ElectroniC RECOIS.........ou e it e e e e eeeeennas 212

Create Your OWN SPpreadshEet ......coooii oo 212

Personal FINANCe SOftWAIE ..........ooiii it e e e e e e e e e e e 212

Small Business AcCOUNtiNG SOftWATIe ...........uuiiiiiiiiiiii e e e e e e 213

O3] g Tl = ToTe] (Y= o] o Vo [T PURPURRRR 213

Tracking Your BUSINESS EXPENSES ......cooiiiiiiiiiii 213

S TU o] oo u 1T aTe T LYot 0] 4= o1 £ 215
Records Required for SpPeCific EXPENSES .....uuuuuuuuiiiiiiiiiiiiieieeieiuuiuueeeeererneaeresereeseesersrrrerererr.s 217

Automobile Mileage and EXpense RECOIS ..........ccouiiiiiiiiiiiiiiiii 217

Travel and Gift EXPENSES........cocoi i 219

Y =To l ad re] o =T 4 |V TP PP P PP T PP PPPPPPPPPPPPPPPRY 221
HOW LONG 10 KEEP RECOITS .....uiiiiiiiiiiiiiiieitieeeeeee ittt st s s ssseebeebsebnenee 221
What If You Don’t Have Proper Tax RECOIAS?........covviiiiiiiiieeeeeee e 222
AccoUNtiNg MENOAS .....ooiiiiiiiiiiiii 222

LO7= EY 0 T 1V 1= o To o R UOUPURRRR 223

ACCTUAI METNOM. ....ciiiiiiiiiiiiii 225
TAX YOAIS e 225
REVIEW QUESTIONS ...ttt e e e oo ettt e e e e e e e e e naee e e e e e e e e e e e aanneseeeeaaeesaannnnnneas 226
REVIEW ANISWETS ...ttt ettt ettt ettt 555555555ttt ettt ettt ettt e e e e e e nn e 227

Chapter 17 — Businesses Owned By SPOUSES ...........ccoceiiiiiiiiiiiiissn s ssss s s s s s s s ssn s s 229
=TT a1 aTo @ o] [=Tot Y=L PRSP 229
INEFOAUCTION. ... 229
An Employer-Employee Arrangement ...........oooiiiiiiiiiiiii 229

SoCial SECUNIY TAX SAVINGS ... . utteiiiieeeiiittiieia e e e e e atttt e e e e e e e e e ateeeeeaaaaeasaaasesseeeaaaeaaaannseeeaaaaeasaanns 229

Bona Fide Employee RequIiremMent ... ... ... e e e 230

Reasonable Compensation REQUIFEMENT ..........uuuuuuuiieiiiiiiiiiiiiiitiiieeeeeeeeeaeeeeeeeeerreeseerrerrrrerrrrrrrrrnee 230

Your Spouse Won't Qualify for Social Security? So What! ..., 230

What About Limited Liability? ............eeeiiiiie e 231

vii



Table of Contents

Establish a Qualified JOINt VENTUIe...........uuiiiiieeee e 231
Qualifying for QUV STAtUS ..ottt e et e e e et e e e ne e e e eneneeas 231
Community Property Sole Proprietorships ........cooooiiiioiiieieeeeeeee e 231

FOIrM @ BUSINESS ENTILY ....veiiiiiiiiiitiiitite ettt s bbbttt e e e enenne 232

(B To 3\ (o111 o o TP P PP P PO PP O PP P PPPPPPPRPPPPR 232

REVIEW QUESTIONS ... ttvvttttiiiiitieieeeteeeeeettaeetteeee ettt et e st s e s s as s sttt e st s s st s s s s s s s s s s s s s s s s st e s s ssssnsessnnnnnnn 233

REVIEW ANSWETS ... ettt e e e e et ettt et e e e e e e e ettt e e e e e eeeeetaan e e eeeeeeeesan e e aaaaaeennnnnnnaaenn 234

Chapter 18 — Nine Tips for Avoiding an IRS Audit............ccooeiiiiiiiiiirccc 235

T a1 aTo @ o] [=Tot Y=L PRSP 235

T a1 (e T U131 o] o 1P 235
Tip #1: Be Thorough @nd EXACE...........coiiiiiiiiiiiiii et e e e e e e eeeeaeaens 235
Tip #2: DOt FlE EAIIY ...ttt e e e e e st e e e e e e e s s e nneeeeeaaaeas 235
Tip #3: File EIECtrONICAIlY .....cooiiiieee et e et e e e e e e et eeeaa e s 235
Tip #4: Form a BusineSs ENtity..........eeiiiiiii e 235
Tip #5: Explain Items the IRS Will QUESTION ........ccovviiiiieieeeee 236
Tip #6: Avoid Ambiguous or General EXPENSES..........ccoviiiiiiiiieee e 236
Tip #7: Report All of YOUr INCOME ....ccooiiiiiieee e, 236
Tip #8: Watch Your Income-to-Deduction Ratio...........cccccoeeeiiiiiiii 236
Tip #9: Beware of Abnormally Large DeduCtionS ...........c.uuiiiiiiai i 236

REVIEW QUESTIONS ... tvtvtittiiiiitiiieeeeeeeeaeeeteeteete ettt e et es s s s s s s st et e st s s st s st s s s s s s s s s s s s s s s s s s s e s snnseesnnnnnnn 237

REVIEW ANSWETS ...ttt e e e e et ettt o e e e e e e e ettta e e e e eeeeeeaaa e e e eaaeeessan e e eaaaeeeennnnnnaeens 238

L] X1 YOO 239
g T =N 243

viii





