Small Business
Tax Deductions

17t Edition

Stephen Fishman, J.D.



Table of Contents

Chapter 1 — Tax Deduction BasiCs............coovviiiiiiiiiiisiis s s s s s s s s s s s s s s s s s s s s 1
LArNiNG ODJECHVES ....ceiiiiiiiiiiiie ettt e ettt e e e e e e ettt e e e e e e e e anbeeeeeaaa e e e e nnnabeeeeaaeeeaannrneeeaaaeas 1
T a1 (oTo U1 i o] o 1S 1
HOW Tax DedUCHONS WOTK....... ettt e e e e e e e et e e e e e e e e eaeen e e e eaaaaeees 1

Types Of TaX DEAUCHIONS ....cooiiiiiiiiiiii ettt e e e e ettt e e e e e e s nta e e eeaa e e e e annbbbeeeaaaeeaanns 1
You Only Pay Taxes on Your BUSINESS Profits ............coouiiiiiiiiiiai e 2
You Must Have a Legal Basis for Your DEAUCHONS. ..........ouuiiiiiiieeeiiiiiiiie et 2
You Must Be in Business to Claim Business DeducCtions ..............couiiiiiiiiiaaiiiiiiiiieeee e 2
HOW BUSINESSES Are TaX ...ttt e e e e e e e ettt a e e e e e e eeneen e e aaaaaaenes 2
BasiC BUSINESS FOIMIS ...ttt oo e e et e e e e e e e e e ettt e e e e e e e eanennaeaeeas 2
1= I (== 12 =T oL PRSP 4
Spouses Who Co-OWN @ BUSINESS.......ccoiiiiiiieieieeeeeee e 6
The Value of @ Tax DeAUCHON.........ccciiiiiieee e 7
Federal and State INCOME TAXES .....uuuuuuuuruiuiiiiiiiiuieeueeueeeeueeeeeeeeeereeeeeeaeeesaeeesereeseeeesessesssssssssssssssnnrnnns 7
Self-EMPIOYMENT TAXES ....iiiieiiiiieiiiiie e e ettt e e e e e ettt e e e e e e e s aaeb b eeeeeaeeeaaannesaeeeaaaeeaaannnseseeeaaaeaaaanns 8
TOtAl TAX SAVINGS .ottt ettt e e e e ettt et et e e e e e e e atteeeeeaeeeaannseeeeeeaaeesaanbeneeaaaaeaaannn 9
What Businesses Can DeAUCE............cooiiiiiiii i 9
St ANt U EXPENSES ..o ——————— 9
OPErating EXPENSES ...t 10
C APl EXPENSES ... —————— 10
Pass-Through TaX DEAUCHION. .........uuuuiiiiiiiiiiiiiiiiieiiiieibbiebbee bbb sbes e e e e e e eseeseeeneneeenee 10
INVENTOTY...ceeiiiiieieee e 10
REVIEW QUESTIONS ... .ttt ettt e e e e e s s s sttt s et s s st s s st s s s s s s s s s s s s e st e s s s s ssssnnesnnnnnn 14
REVIEW ANSWETS ...ttt ettt e e e e ettt e e e e e e et ttta e e e e e eeeeetaan e e e eaeeaentann e aeeaaeeennsnnnnaaaaaaaees 15

Chapter 2 — Are You Really in BUSINESS?......ccuiiiiiiiieiiiri s ssssss s sssssss s s s s nsnnns 17
[T T g1 Lo IO o] [=Tex V=L SRR 17
g (e T 0T i o] o 1R 17
WHhat IS @ BUSINESS? ... 17

01 A 1= PP PPPPPPPPPN 17
7= o E AV o] g =] RSP 18
Tax Consequences of Being @ HObDYISt...........oeiiiii e 21
REVIEW QUESTIONS ...ttt ee e a e e s s sttt s et s sttt s s s 55 s s s s st e st s s s s s s s sssssnnessnnnnn 22
REVIEW ANSWETS ... ..ottt oo oottt e oo e e e et ttta e e e e e eeeeetaan e e eeaeeentannaeeeaeeennsnnnaaaaaaaees 23

Chapter 3 — Start-Up EXPENSES..........ccceviiiiiiiiiiiiiires s ssss s s s s s s sssssss s s s s s s s s s s s s s s s s s s s s s s s s s sssnssssnnsnnnnnas 25
=TT g1 To IO o] [=Tex V=L SRR 25
g (e T 0T i o] o 1SR 25
What Are Start-Up EXPENSES? ....coooiieeeeeeeeeeee e 25
Starting @ NEW BUSINESS ...t e et e e e e e e e s e e e e e e e e e anneeees 25

CommON Start-Up EXPENSES....cciiiiieieieeeeeee e a e e s e s s e s s e s s s s a e e e a e e 26
Costs That Are Not Start-Up EXPENSES .....ccoiiiiiieiieeeeeeeeee e 26
Buying @n EXIStING BUSINESS ... ..uuuuiiiiiiiiiiiiiiiiiiiiiiiibibeibeeeeeeeeeeeeeeeseeese e bbb bbb bbb e et e e e et s s esesessesebbbeneeeenene 27
Expanding an EXiStING BUSINESS ........uuuuuuiiiiiiiiiiiiiiiiiiiiieibebbieteeebeeseeeeeseseeseeebbsbe bbb seeesesssessesessseeesennene 27
When Does @ BUSINESS BEGINT ........uuiiiiiiiiiiiiii et e ettt e e e e e e s e sttt e e e e e e e e e ansnnaeeaaaaaeaaanns 28
RELAI BUSINESSES ...ttt e ettt e e e e e e e e eetta e e e e e e eeeeean e e e e aeeeennennnaaeans 28
= LU =Tt (B =Y TP PPPPPPPPPINt 28
KNOWIEAGE WOTKETS. ...ttt ettt enneennee 28
T Yo=Y T 1Y 28
AN EXISING BUSINESS ...cooiiiiiiiiiiiiiii 28
O] =110 a1 a o (gL B <o 18 Tt i o] o WP UTPR P 29
If Your Business DOeSN't Last 15 YEAIS .....cccvviiiiiiiiiiiieeee e 29
Organizational EXPENSES .......cuuiiiiiiie ettt ettt e e e e e e e ettt e e e e e e e e e ne e neeeaaaeeaaannereees 29
REVIEW QUESTIONS ... vttt ettt ee e e e e s s s ettt ettt s s s s s s s s s s s s s s st s s s s ssessnnssnnnnnn 31

REVIBW ANSWELS ...ttt et e ettt et e e e e et e et e e e e e e et s s e e s s ea s e a e et e ea s sn e e s seanssnsnnaannss 32



Table of Contents

Chapter 4 — Business Operating EXPenSes..........ccovviiiiiiiiiiiiiisininnsssssss s s sssssssss s s s s s s s s s s s s s s s snsnsnnas 33
=TT a1 Lo IO o] [=Tex 1YL SRR 33
g (e T 0T i o] o 1SR 33
Requirements for Deducting Operating EXPENSES ........uuuuuuuuriiuriiiiiiiieeiiiiiirieereeeeeneerrererereerrre.. 33

OrdiNary AN NECESSAIY .....ceoiiiieiiiiiia e e ettt e e e e e ettt e e e e e e e e aaaeebeeeeaaaaaaaanseeeeeaaaeeaaanssneeeeaaaaaaaanns 33
L0 13 =TT g o T 7= 35
BUSINESS REIAIEA....... e e e e et e e e e e e ena s 35
Y= Lo = o[RS PSUPR 37
Operating Expenses That Are Not Deductible ... 37
TaX REPOMING ... 38
REVIEW QUUESHIONS ...ttt e e e e e oottt et e e e e e e e e ae b et e e e e e e e s e anbbneeeeaaeeaaannneeeas 39
REVIEW ANSWETS ....eeiiiiiiie ettt e et e e e e e e ettt e e e e et e e e e ettt e e e ataa e esssan e estaneeestanseeestnnaaesnnnnaaaes 40

Chapter 5 — Deducting LONG-Term ASSEetS .........ccoiiiimmmmmiiiiinsnriss s sssssss s ssssssssssssssssssnssnns 41
=TT g1 Lo IO o] [=Tex 1)Y= SRR 41
g (e T 0T i o] o 1SR 41
What IS @ LONG-TeIM ASSEE 2. ittt e e e ettt e e e e e e s s abtte e e e e e e e e e annneneeeaaaeeaaanns 41
Deducting Inexpensive Property: The De Minimis Safe Harbor and Materials and Supplies

[T =To 18 o2 1 o] o PRI 42
The De Minimis Safe Harbor...........ooo oo 42
The Materials and Supplies DedUCHION .............ccoiiiiiiiie e, 45
Deducting Long-Term Personal Property: Bonus Depreciation, Section 179, Regular Depreciation .... 46
Property Eligible 10 DEAUCT. .........uuuiiiiiiiiiiiiiiiiiieibeb bbb bbb e s e eeeesseeeeeeebeeennneeeee 46
MIXEA-USE PIrOPEITY ...tttk ettt e ettt ettt e e e e nennee 47
When to Take Your DedUCHION ... et e e e e e e e ee e e e eeeeees 47
HOW MUCH YOU Can DEAUCE ... .uuuueeiiiiiiiiiitiiiteeeeietiaeeeueeeeseeeeessessssssssssssessssessssssssssssssssssssssssssnssssnnns 47
Disposing of LONG-TErM Property..........c.uueeiiiiiiiiiiieiie ettt e e e et e e e e e e e e e enneeeees 48
R C=To l ad re] o =] YA TP P PP PP T PP PP PPPPPPPPPPPPIRt 48
2 To] LU ISR =T o Y= L1 o o PR 49
Property That Qualifies for Bonus Depreciation ................uuueuieiuiiiiiieiiiiiiiiiiiiiiirieereeeeeeereeeeeree. 49
Calculating the BONUS AMOUNL ........eiiiiiiee ettt e e e e e e e et e e e e e e e s nnrneeeeaaeaeeaanns 49
Class-Wide REQUITEIMENT .......ciiiiiieeicece e a s e e s s s e e s s e e e e e e e aaaaaas 50
Opting OUt OF the BONUS......coiieee et e e et e e e e e e e et eeaaaeeaanes 50
Bonus Depreciation PerCeNtagEs ... . ... i i uiiiiiiiiiiiiiiiiiiiiiibiiebeibebeee et eet bbb bbb e e e eeseeeneneenerenee 50
ST Tor (o) o el = o 1=T0 1T PP 51
Deducting Repairs and IMpProVemMENTS..........oooiii it e e e et e e e e e e eeeenn e e e aaeaees 51
REGUIAT DEPIECIATION ... .ttt ettt ettt ettt sttt e e e e e ennn e 52
When to Use Regular Depreciation ... 52
How Regular DepreCiation WOIKS ............ i uiiiiiiiiiiiiiiiiiiiiibiieebebibieeeeeseeeeesseeeseeeeeeseeeeesseeesessseseeseeenees 53
TS O == T =T o4 Yo = 4[] o [PPSR 53
Depreciation METNOUS ... ..ottt e e e e e e e eee e e e e e e eeeean e eeas 54
Depreciation RUleS fOr LiStEd PrOPEITY.........uuuuuuuuuriieriieiiiieeitrieirterereerererererrrreeereerrerrerrrr——... 55
DedUCHNG REAI PrOPEITY ... .uiiiiiiiiiiiiiiiiettieeeeetebttee bbbttt se bbbttt e st e s e e e e s s s s s ee e ebbbeseneneennee 55
6= o [P SPP 55
=107 o [ oo =T PP P PP PP P PP P PPPPPPPRPPPPPIRt 55
BUIlAING IMPIOVEMENTS .....uiiiiiiiiiiiietieieee ettt ettt s s s e et bbe bbb eeeneeenees 56
INtANGIDIE ASSELS ..o 57
Tax Reporting and Record KEEPING .......coooiiiiiiiiii 57
LeaSING LONG-TEIMMN ASSELS ... .uuuttitiiiiiiitiiiiteeeieeetebeeteeeteeeeeeee et e e eesseeeee bbb bbbttt et s st e e et st s s st s ssebbbbeeneneennees 58
REVIEW QUESHIONS ...ttt e e e e e e oottt et e e e e e e e e ab e et e e e e e e e e e e anbtaeeeeaaeeaaannneneas 60
REVIEW ANSWETS ... ..ottt oo oottt e oo e e e et ttta e e e e e eeeeetaan e e eeaeeentannaeeeaeeennsnnnaaaaaaaees 61

Chapter 6 — INVENTOIY ...t as s s s e e e amn e e e e e s e s nnnnns 63
=TT g1 To IO o] [=Tex V=L SRR 63
g (e T 0T i o] o 1SR 63
Wat 1S INVENTOIY 2.ttt ettt ettt e e e e e e ettt e e e e e e e s e abteeeeeaeeesaaannnnnneeaaaeaaannes 63

SUPPLIES Are NOt INVENTOTY ... e e e e e aeas 63
TaTerTe (=T a1 e= IS TU o] o) =< T PP PPPPPP 63



Table of Contents

LONG-TEIMM ASSEES ....tttttiititiititttetee ettt ettt ettt ettt ettt ettt ettt ettt e e e e e e e nnnee 64
Deducting INVENTOrY COSES ... . .ueiiiiiie ettt e e e e e e e e et e e e e e e e s e nne e e e e e e aaaeeeanneeees 64
Nonincidental Materials and Supplies DedUCLION ............uuuuuiiiiiiiiiiiiiiiiiiiiieiieieeeeereeeereeererereere e 64
Books and Records Deduction for INVENTOIY.............uuiiiiiai et 65
MaiNtaINING @N INVENTOY ... .uuiiiiiiiieie ittt e bbbttt s s e e e bbbt beennbenenes 65
REVIEW QUESTIONS ... .ttt ettt e e e e e s s s sttt s et s s st s s st s s s s s s s s s s s s e st e s s s s ssssnnesnnnnnn 67
REVIEW ANSWETS ...ttt e oo e e ettt e e e e e e e et ttta e e e e eeeeataan e e e eeaeeentannaaeaeaeeennsnnnnaaaaaaanes 68
(0d JE=T o) =T oy A @i o= oY= 1= 69
=TT g1 Lo IO o] [=Tex i)Y TR 69
g (e T U1 i o] o 1R 69
Qualifying for the Home Office DedUCHION.........ccoiiiiiiiiiiiie e 69
Threshold Requirement: Regular and Exclusive Business Use............cccccoviii, 71
Additional ReqUIrEMENTS ... ..ot e e e e e e e e et e e e e e e eeeaeannns 72
Storing Inventory or Product Samples at HOMe ..........uiiiiiiiii e 75
Corporation EMPIOYEES. ... oo 75
Calculating the Home Office DedUCHION ..........uiiiiiiiiieiie e a e 76
How Much of Your Home Is Used fOr BUSINESS? ..........uuuiuuiiiiiiiiiiiiieiiiiiiiiiiieeseeerneeeererenerneesrennnns 76
What Expenses Can You DedUCE? ........coooviiiiiiiicce 77
Simplified Home Office Deduction Method ..........ccooiiiiiiiiiieeee e 80
How the Simple MethOd WOTKS ........uuuuiiiiiiiiiiiiiiiieiieieetiieieeeeeeeeeeeeeeeesaesseesseeesseeeesseessssssssssssssssssssnnes 81

Is the Simplified Method @ Good DEal? ..........coovviiiiiiiiieieee 82
IRS Reporting REQUIFEMENES ......coviiiiiiiiiieeeeeeeeeee e 82
RS To L= 0] 411 () = 82
O TaTo =T 1 L= ] a1 o1 PP PRPPPRPINt 82
Deducting an Outside Office or WOrKpIace...........ooouuiiiiiiiai et 83
Renting an Outside WOrKPIACE. .........oii i it e e e e e e e 83
Buying an OutsSide WOrKPIACE .........coiiiieieiei ettt a e e e e e e e e e e s nneeees 85
REVIEW QUESTIONS ... vttt ettt ee e e e e s s s ettt ettt s s s s s s s s s s s s s s st s s s s ssessnnssnnnnnn 86
REVIEW ANSWETS ... ..ottt oo oottt e oo e e e et ttta e e e e e eeeeetaan e e eeaeeentannaeeeaeeennsnnnaaaaaaaees 87
Chapter 8 — Car and Local Travel EXPenSses .........ccoovvviiiiiiiiiiisssis s s sss s s s s s s s s s s s snssnsnnas 89
=TT g1 To IO o] [=Tex V=L SRR 89
g (e T 0T i o] o 1SR 89
Deductible Local Transportation EXPENSES. .......couuuuiiieeeieeeeee e e e e e e aaeeees 89
Travel Must Be for BUSINESS ........ccooiiiiiiieceeee e 89
Commuting IS NOt DEAUCHDIE. .........eeiiiiie e e e e e e e 90
The Standard Mileage Rate ............eieiiiiie e e e e e e e e 94
How the Standard Mileage Rate WOrKS...........ooiiiiiiiiiiie e e e 95
Requirements to Use the Standard Mileage Rate............coooiiiiiiiiiii e 95
The Actual EXpense MEthOd ..... ... et e e e e e e e e et e e e e e eeeeennnns 96
How the Actual Expense Method WOrKS.........cooo e 96
Record-Keeping ReqQUIFEMENTES ... e e e e e e 97
Vehicle Depreciation DeAUCHIONS.........c.ooiiiii et e e e e e e e e e eeeeennns 97
[T T g T - O - T TS UOUUPURTP 102
Other Local Transportation EXPENSES ......cccoiiiiiiiiieceeeeeeeee e a e e e a s e e e e a e e a e eaas 103
When Clients or Customers ReIMbUrse YOU .........ccooviiiiiiiiiiii e 103
Reporting Transportation Expenses on SChedule C .............uuuiiiiiiiiiiiieiiiiiiiiiiieieeeerreereeeeeeee. 104
Corporations, LLCs, and Partnerships............couuuuiiiiii ittt e e e e aeees 104
USING YOUE OWN C8F ...ttt ittt ettt e e e e e e e e et b et e e e e e e e e s anneeeeeeaaaeeaaaannssneeaaaaeaaaanns 104
USING @ COMPANY Ca...ciiiiiiiiiiie ettt e e e e ettt e e e e e e s e atbbeeeaeaeaaaanteseeeaaeeeaaannnenneeeaaaeeaaanns 105
REVIEW QUESTIONS ... uvviiiiiiiiiiieeiieeiieeeeettt ettt e seasees s sttt et e s s st st s s e s s s s s s s s s s s s s s s s s s e s ssseensensnnnnnn 107
REVIEW ANSWETS ...ttt oot e e e e ettt e e e e e et ettt e e e e e eeeeetaaa e e e aeeeeessan e e aaaaaeeensnnnnaeenn 108
Chapter 9 — BusSiNeSS TraVvel..........coooiiii i s e e e e 109
=TT g1 To IO o] [=Te1 1)Y= PRSP 109
T (e T 0T i) o 1P 109
What IS BUSINESS TIraVEl? ....cccoiiiiieeeeeeeeeeee e 109

il



Table of Contents

Where IS YOUr TaxX HOME?.......coo i 110
Your Trip MUst Be fOr BUSINESS.........cccviiiiiiiiiiieee e 112
What Travel Expenses Are Deductible ......... ... 113
Traveling First Class OF STEEIAgE .......uuiiii it e e e e e e e e e e e s ennreeeeaaaeas 114
Taking People WiIth YOU. ... 114
HOW MUCH YOU Can DEAUCT ... .uuuiieiiiiiiiitiiiiettieeiieteetesetseeeeeseeesesesessssssseseesssssssssssssssssssssssssssssssssnnnnes 114
Travel Within the United States..........ccooviiiiiiiiie 114
Travel Outside the United States...........coovviiiiiiiiii 115

L7 ) V7T o 1o ) T, 116
LI\ I o)1 11 o USSP 117
Calculating Time Spent 0N BUSINESS ...........uiiiiiiiiie e e e e e e 117
50% Limit 0N MEaI EXPENSES ... .ciiiiiiieieeeeeee et 118
Maximizing Your Business Travel DEdUCHIONS ...........uuuuiuiiiiiiiiiiiiiiiiiiiiiiiiiieieieieieeeeeeeeeeeeebeeeeeeeeeeeeeeees 119
L F= T 1Y 1= = o U EUPPPUR 120

Y o = =T o 1Y I =T PP 120
MaximizZe YOUI BUSINESS DAYS ... ...uuuuuuuuiiiiiiiiiiiiiiiititiiiitieiueeeeeesseseeessessssebebbeebebeebesseeeesessssesnnennnnnes 120
Take Advantage of the Sandwich Day RUIE.............cooiiiiiiiiiii e 120
HOW t0 DedUCt Travel EXPENSES ... oottt e e e e e ee e e e e e e e e e eeeean e eaas 121
S To] L= 0] 11 () = 121

e T T T aTT o L= T To I I I P PRPRRRY 121
L0750 o) =1 1o o1 121
Travel Expenses Reimbursed by Clients or CUStOMENS ..........cooiiiiiiiiiiiii i 122
REVIEW QUESHIONS ...ttt e e e e e e ettt e e e e e e s e nabe e et e e e e e e s s e anttseeeeaaeesaannnnnneas 123
REVIEW ANSWETS ...ttt et e e e e et ettt e e e e e et ettt e e e e e eeeeeteaaa e e e eeeeeessan e e eaaaaeennsnnnaeenn 124
Chapter 10 — The Pass-Through Tax Deduction ...........ccccoeiiiiiiinemnnnnsssre s 125
T T a1 To IO o] [=Tex 1)Y= PRSP 125
T (e T U1 i) o 1P 125
You Must Have a Pass-Through BUSINESS ...........cooviiiiiiiiiii 125
You Must Have Qualified BUSINESS INCOME ..........uuiiiiiiiiiiiiiiiie e e e eeea e 126
You Must Have Taxable INCOME ..... .ot e e e e eeeannnas 126
Deduction for Taxable Income Up to $163,300 ($326,600 if Married)............ccoeveereereeiiieeiieiieeiens 127
Deduction for Income Above $163,300 ($326,600 if Married) ............ccoveiiieeiie e 127
Are You a Specified ServiCe BUSINESS?.........cooviiiiiiiiiiiieeeeee e 127
Deduction for Non-Service Businesses (Income Above $163,300/$326,600) ...........cccceerveernennnne. 128
Deduction for Specified Service Business Owners (Income Above $163,300/$326,600)............... 130
Taking the Pass-Through DedUCLION .............ooiiiiiiiiiii 130
Strategies to Maximize the Pass-Through Deduction...............oooiiiiiiiiiiiiiiiiie e 131
Keep Service Business Income Below the $213,300/$426,600 Threshold ..............ccccovvveeeeeeeennne. 131
Separating Out NONSErvIiCe INCOME?..........uiiiiiiie ettt e e e e e s e e e e e e e aaanes 131
oy a o IR= T IS T 00Ty oo =i o] o H P PPRPRRIRt 132
Combine Multiple NONSEIrVICE BUSINESSES .......ccooiiiiiieieeicce e 132
File @ SeParate RETUM ... . .. iiiiiiiiiiiiiiiiiiiiieiee ettt aeeesae et a e e e s s s sesssssssssssssssssssnsnnnnnnnnes 133
REVIEW QUESHIONS ...ttt e e e e e ettt e e e e e e s e nae e e et e e e e e e e s aanbbsneeeaaeeaaannnneneas 134
REVIEW ANSWETS ...ttt et e e e e et ettt oo e e e et ettt e e e e e eeeeeeaaa e e eeeaeeessan e e eaaeaeeensnnnnaaenn 135
Chapter 11 — Hiring WOTKEIS ... sssss s sss s snn s s e nan 137
=TT g1 To IO o] [=Te1 1)Y= PRSP 137
T (e T U1 i) o 1P 137
Employees Versus Independent CONrACIOrS. ... ....uuuuuuuureeieiiririeeiriiiireiereeeeereerereererrersresrrrrrrrerrrrs 137
Tax Deductions for Employee Pay and Benefits............c.uueiiiiiiiiiiiiiieeee e 139
EMPIOYEE PAY ...ttt ettt ettt £ttt et b ettt e et et et ittt e s nnnrnnnes 139
)Y o | B =Y T T TP PP P P TP PP PP PPPPPPPPPPPPPRt 141
Employee Fringe BeNEfitS ..........ueiiiiiiiee e a e 143
Reimbursing Employees for Business-Related Expenditures.............ccoooiiiiiiiiiiiiiiieee, 145
ACCOUNADIE PIANS ...ttt e e ettt e e e e e e e e et e e e e e eeaneanaan 145
(0P TeTote 10 a1 ¢=1 o] L= TN o F= T o LSRR 147
No Deduction for Unreimbursed Employee EXPENSES ..........uuuvviriiiiiiiiiiiiiiiiiiiiiiiiieereeeeeeneneenrnenenne 148

v



Table of Contents

Employing Your Family Or YOUISEIF ..........oeeiiiiii e 148
Employing YOUr Children ..... ...ttt e e e e ettt e e e e e e e e s anneeeeeeaaaeeaanns 148
EMPIOYING YOUR SPOUSE. ... ...uiiiiiiiiieee ettt ettt e e e e e ettt e e e e e e e s anbeeeeeeaaeeeaannnnnseeaaaaeeaaanns 149
Rules to Follow When Employing Your Family ..............ueuuiieiiiiiiiiiiiiiiiiiiiiiiiiieiiiveeeeeeeeeeeeeseeeneeeeeees 150
EMPIOYING YOUISEIF ...ttt ettt e e e e e e e et e et e e e e e e e s e amnereeeeaaaeeaannns 151

Tax Deductions When You Hire Independent Contractors.............ccceveveeeiiiiieee 152
NO DEAUCLIONS fOr IC'S TAXES. ... eeeiiieeiiiiitiet e e e ettt e e e e e ettt e e e e e e e e e aabbe e e e e e e e e s annnnneeaaaaeeaaanns 152
Paying Independent Contractors’ EXPENSES ........oiiuuiiiiiiaaeiiiiiiie ettt e e e e e e 152

REVIEW QUESHIONS ...ttt e e e e e e ettt e e e e e e s e nabe e et e e e e e e s s e anttseeeeaaeesaannnnnneas 154

REVIEW ANISWE'S ...ttt ettt ettt ettt sttt 555555tttk ettt ettt e ennnnn e 155

Chapter 12 — Retirement DedUCtiONS...........ccoiiiiiiiiiiiiissiis e s e s e e e s s s s s s s s s e s s s s s s s s e e e s e s e e s s e s e ssesssssssneenes 157

=TT a1 To IO o] [=Tex 1)Y= PRSP 157

INEFOAUCTION ... 157

Why You Need a Retirement Plan (08 Plans)...........oooiiiiiiii e 157
TaX DEAUCHION ... 158
LI B L =1 1 - | PSSP 158
Individual Retirement ACCOUNTS—IRAS ........ooiiiiiiiiii 159
Traditional TRAS ... 160
ROTN TRAS ..ottt e e e e e ettt et e e e e e e e e aabe et e e e e e e e e e nbbseeeeaaeeeaaannnnneeaaaaeaaaann 161

(= g 0] [0} T | N TP TP T PP PP TP PP PPPPPPPPPPPPPR 162
SEP-IRAS .ttt e et e et e e e e e e h e et e eeeae e e e e anteaeeeeaeeeaaanrrereaaaaeaaaann 162
SIMPLE TRAS. ..ttt ettt ettt e e e e e oo ettt bttt e e e e e e e e bt e et eeeaeeaaanneebeeeeaaeeeaannreneeaaaeeaanns 162

(AT Te | T o F= o S TP TP P PP PP PP PO PP PPPPPPPPPPPPIN 163
Types Of KEOGN PIANS ...ttt e e e e e e e e e e e e s e nnreeeeaaans 163
Setting Up @ KOG Plan........ ettt e e e e e e e e e e e e e anns 163

RS To] (o TR 10 N QI F= 0 T PP PRERT 164

REVIEW QUESHIONS ...ttt e e e e et ettt e e e e e e e s e aabe e e e e e e e e e s e e anbtsaeeeaaeesaannnnnneas 166

REVIEW ANISWE'S ...ttt ettt ettt sttt 555555555kttt ettt ettt et e e e nnnnnn e 167

Chapter 13 — Medical EXPENSES..........ccceieiiiiiiiiiriirese s s s s s s sss s s s s s s ss s sssss s s s s s s s s s s s s s s s s s s s s s s s s s s s s s snnsnsnnnnas 169

T T a1 To IO o] [=Tex 1)Y= PRSP 169

INEFOAUCTION ... 169

The Affordable Care ACE (ACA) ... ... ettt e e e e e e e e e et aae e e e e e e e s e annbeeeeaaaaeeaaanns 169
Federal Individual Health Insurance Mandate Terminated ..................uuvviiiiiiiiiiiiiiiiiiiiiiiiiieeiieieeees 169
The Employer Mandate...........coooo i 170
ACA Health INSUranCe RUIES.........coi e e e e e e e e e e s eeeees 170
State Health Insurance EXChanges ............uuiiiiiiiiii e 170
(00T T =l 0] o] [ L= oA =TT o L 171
Health Insurance Premium Assistance Credits.............uoiiiiiiiiiiiiiiiie e 172

The Personal Deduction for Medical EXPENSES ..........cccviiiiiiiiiiieeeeeeeeeeee e 172

Deducting Health INSUranCe COSES ..........ueiiiiiiieeiiie ettt e e e e e e e e e e e nneneees 173
Personal Income Tax Deduction for the Self-Employed............cc.oeeiiiiiiiiiii e 173
Deducting Health Insurance as a Business EXPENSE...........uuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieiiiieeieeeeeeeeeeeees 174

Sick and Family Leave Tax Credits for the Self-Employed............couuiiiiiiiiiiiiiee e 177
SICK LEAVE Credit.... . eeeieiieii it e ettt e e ettt e e e e e e e e e bbbttt e e e e e e s e anneeeeeeaaaeesaannnneeaaaaeaaanes 177
Family LEaVe Credif.........oo oottt ettt e e e e e e st e e e e e e e e e annereeeeaaaeeaanns 177
Calculating the Credif..... ... oo ittt e e e e e e st e e e e e e e e s s nereeeeaaaeeaanns 177
Claiming the Credit ... ..ottt e e ettt e e e e e e s st ee e e e e e e e e e anrreeeeaaaeeaanns 177

Tax Credits for Employee Health INSUFANCE ............ooiiiiiiiiiiiii e 178

Adopting a Health Reimbursement Arrangement.............ooo 178
Spousal Health Reimbursement ACCOUNTS.......ccoiiiiiiiiiiie e 178
Individual Coverage HRAS (ICHRAS) ......eiiiiiiiiee ettt e e e et e e e e e e nneeeeas 181
Individual Coverage HRAS (ICHRAS) ......eiiiiiiiiee ettt e e e et e e e e e e nneeeeas 182
Qualified Small Employer HRAS (QSEHRAS) ......coiiiiiiiiieiee ettt e e e e e 183

Health SAVINGS ACCOUNTS ... ...ttt et e e e e e et e e e e e e e e e nneae e e e e e e e e e e anneeees 184
What Are Health Savings ACCOUNTS?.......cooiiiiiiiiiii e e e e e e e e e e eneeeeeeaaeeas 184
EStablishing YOUr HSA ... ettt e e e et e e e e e e e e e nne e e e e aaeeaanns 184



Table of Contents

Making Contributions t0 YOUr HSA ... ...t e e e e e 185
Deducting HSA ContribDULIONS. .......oiiiiiee ettt e e e e e e e e e e e eaes 186
Withdrawing HSA FUNGS ......ooiiiieeeie ettt e e e e e e e e e e e e e e e nnrneeeaaaens 187
HSAS fOr EMPIOYEES.....coi ittt e ettt e e e e e e e sttt e e e e e e e e e annereeeaaaaeeaannns 188
Tax REPOMNG FOr HSAS ...ttt e ettt e e e e e e s st et e e e e e e e s annreeeeaaaans 188
REVIEW QUESTIONS ... .ttt ettt e e eseeses sttt e et e st s st s s st s s s s s s s s s s s s s s st s s e s ssssssnsnnsnnnnnnn 189
REVIEW ANSWETS ...ttt e e e e et et e e e e e e et ettt e e e e e e e e e eeaaa e e e eaeeeetsnn e aeaaaeeeensnnnnaeens 190
Chapter 14 — Additional DedUCHIONS...........ccoeiiiiiiiirccrrrrrr s 191
=TT g1 To IO o] [=Te1 1)Y= PRSP 191
T (e T U1 i) o 1P 191
AGVEITISING . ..ttt 191
GOOAWIIl AQVEITISING ...eeeeeeeeeiieiie ettt e oottt e e e e e e et bbbt e e e e e e e s e aneeeeeeaaeeeaaannbeneeaaaeaaanns 191
GIVEAWAY HBIMIS .ottt et e e e e e e e bbbt ee e e e e e s e ant e e e eeeeaeeeaanereeeaaaaeeaann 192
Website Development and Mainte@nanCe ...........cooo oo 192
Permanent SIgNS ........ooiiiiiiiiie ettt e e e e e ettt e e e e e e e e e e e e et e e e e e e e e e nrreneeaaaeaaann 192
BUSINESS Bad DEbtS. ... ..ot a e e e e aae s 192
Three Requirements to Deduct Bad Debts ..........coooiiiiiiiiii e 193
TYPES Of B DIEDLS ...ttt e e e e e ettt e e e e e e s et e e e e e e e e e e anneseeeaaaans 194
CaASUAILY LOSSES .. .eeiiiiie ittt e oo ettt ettt e e e e e e bt ettt e e e e e e e e nnaeeeeeeeaeeeaaannrreeaaaaeeaaann 196
AMOUNE OFf DEAUCLION ...coiiiiiiiiieeeeeeeeeee e 196
Damage t0 YOUr HOME OFfiCE .....ueiiiiiiiiiiiiiee ettt e e e e e e e e e e 197
TaX REPOMING ..o 197
Charitable ContriDULIONS. .....cciie e 198
Contributions by Sole Proprietors, LLCs, Partnerships, and S Corporations..............cccoeeeeieeieennnn. 198
L0701 14 11 o TP OPPPRRRPR 198
(DT TaTe IS YU o F- Tty o] i o]0 - PP PPPPPPNt 199
Lo [0 Tor= Y o] g I b o 1T LT PSR 199
Starting @ NEW BUSINESS ...ttt e e e e e e s e ree e e e e e e aans 200
Minimum Educational ReqQUIrEMENtS ......... it e e e eeeeennas 200
Traveling fOr EQUCATION .......coii ittt e e e e e e st e e e e e e e e s e nnreeeeaaaens 200
Entertainment and MeEaIS ... e as 200
g1 =Y = o 1T o | PP 201
ST PSP 201
1 203
INSUIraNCE fOF YOUI BUSINESS .....cceviiiiiiiiiiiiieee ettt ettt a e e e e e e e e e e e e e e e e e e 203
Homeowners’ Insurance for Your HOme OffiCE.........uuuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieseeeseeeeeeseesenenennnnee 203

L0 | [T TU T oo 204
INterest 0N BUSINESS LOANS ...t e e e e ettt e e e e e e e eeeeen e e aeeeeenennnns 204
[ 0T a LT @ Tt PP PPPPPPPPIRt 204
L7 1 - | T 204
LOBNS 1O BUY @ BUSINESS. ... .uuiiiiiiiiiiiiiiiiieeeieeetebeee bbbttt e s s e e eebebnenennnes 204
Loans From Relatives and FRIENdS............i i e e 205
Interest YOU Cant DEAUCT...........oviiiiiiiiiieeee e 205
Limitation on Deducting Interest by Larger BUSINESSES.........uuuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiinieieeineseeenennnnee 205
Legal and ProfeSSional SEIVICES .......coiiuuiiiiiie ettt e e e e e e s e e e e e e e e e nneeeees 206
BUYING LONG-TEMN PrOPEITY ... .eiiiiiiiiiiiiiiiiiiititeeieibebbbee bbbttt s bbbttt ss s es s s s nsseennbnennne 206
STArtiNG @ BUSINESS ...ttt e e e e e et e e e e e e e e e eeeeaaaeeaanns 206
ACCOUNTING FEES ..ottt 206
BIE= Y G- T o oY LU UUPPPR 206
TaToTe] o TSI = = U PPUR 206
Self-EMPIOYMENT TAXES ...eii i ittt e e ettt e e e e e ettt e e e e e e s e abee et eeeaaeeaaaanbeeeeeaaeeeaaannenneeeaaaeaaaanns 206
EMPIOYMENT TAXES ...ttt bbbttt bttt ettt ettt s ettt bt e e e e et e e nnnnee 207
ST 1= TS 1= (- 207
REAI PrOPEITY TAXES ...uutttiiiiiiiitiiiiiiieiieeeeetetee bbbttt s e e sttt bt ettt ettt s s es et b et beeennnnnnnen 207
L1 =Y 1= 3 208
o7 LT T PP 208
REVIEW QUESTIONS ... uvviiiiiiiiiiieeiieeiieeeeettt ettt e seasees s sttt et e s s st st s s e s s s s s s s s s s s s s s s s s s e s ssseensensnnnnnn 209
REVIEW ANSWETS ...ttt e oo e e et ettt e e e a2 e e e ettt e e e e e eeeeeeana e e e eaeeeessan e e aaaaaeennsnnnnaeann 210



Table of Contents

Chapter 15 — Record Keeping and ACCOUNLING.........ccovimmmiiiiiiniiissmnrie s ssssss e 211
=TT a1 Lo IO o] [=Tex 1)Y= PRSP 211
T (e T 0T i) o 1P 211
What Records DO YOU NEEA? .......ccoo e 211

Business Checkbook and Credit Cards .............ooiiiiiiiiiie et e e e e 211
Records of Your Business INCOmMe and EXPENSES ..........uuuuuuuiiiuiiiiiiiieiiiiiiiiiiiineeeennreeeneerrereresne. 212
Tracking Your BUSINESS EXPENSES .......cooiiiiiiiiiiiii e 214
S TU o] oo Tu tTaTo Do Y70 0 4= o | - 215
Records Required for SPECific EXPENSES ......uuuuuruuiiiiiiiiiirieeireeituruereereeeeeeaerarrrreseereserrrrrerrrr.s 218
Automobile Mileage and EXpense RECOIS ...........coouiiiiiiiiiiiiii 218
Travel and Gift EXPENSES.........cooii i 220
Y =To l ad re] o =T o YT OPPPPP PP T PP PPPPPPPPPPPPPPPRY 221
HOW LONG 10 KEEP RECOITS .....uuiiiiieiiiiiiiiiiiieeeieee ittt e s seeebbbbbebnenees 222
What If You Don’t Have Proper Tax ReCOIAS?........cooviiiiiiiiieeeeeee e 222
ACCOUNtING METNOAS ....oooiiiiiiiiiiii 223
Cash METNOM ... . —————— 223
ACCIUAl METNOM. ... ettt e e e e e et e e e e e e e eett e e e e e aaeeeeeennan 224
BLIE= )G (== 1 PRSPPI 225
REVIEW QUESHIONS ...ttt e e e e ettt et e e e e e e s e aabe e e e e e e e e e e s e antaseeeeaaeeaaannnneneas 226
REVIEW ANSWETS ...ttt et e e e e et ettt oo e e e et ettt e e e e e eeeeeeaaa e e eeeaeeessan e e eaaeaeeensnnnnaaenn 227

Chapter 16 — Staying Out of Trouble with the IRS ..o, 229
T T a1 To IO o] [=Tex 1)Y= PRSP 229
T (e T 0T i) o 1P 229
What Every Business Owner Needs to Know About the IRS...............ooiiiieee e 229

ANATOMY Of AN AUIL ...ttt e et e e e e e e e e e e e e e e e e e nneeeeas 229

The IRS: Clear and Present Danger or Phantom Menace?...........cccuuuviiiieiiiiiiiiiiiiieee e 230

You Are @ Prime IRS Target......oooo oottt e e e e e e e e e e e 231
How Tax Returns Are Selected for AUITS. ... ...uuuuuuuiiiiiiiiiiiiiiiieiiiiiiiiiieeieereeeeeeereeeeeeeerrrrrrrerererrrranee 231
Eight Tips for Avoiding @n AUt ........oooieiiee et e e e e e e e e e s eees 233
Tip #1: Be Thorough and EXACE..........eoiiiiiiiiiiiiiie et e e e e e eeeaaaens 233

Tip #2: DON'E FlE EAIIY ...ttt e e e e e s e e e e e e e e s e nnreeeeaaans 233

Tip #3: FOrm @ BusineSS ENtity..........eeiiiiiiie e 233

Tip #4: Explain Items the IRS Will QUESEION .......ccooviiiiiieieee 233

Tip #5: Avoid Ambiguous or General EXPENSES..........ccvviiiiiiiiieieeee e 234

Tip #6: Report All of YOUr INCOME ....ccooiiiiieeeeeeeeeeeeeee e, 234

Tip #7: Watch Your Income-to-Deduction Ratio.............cccoevviiiiiiiii 234

Tip #8: Beware of Abnormally Large DeduCtioNS ..........c.uuiiiiiiaiiiiieieiee e 234
REVIEW QUESHIONS ...ttt e e e oo ettt e e e e e e s e aaee e et e e e e e e s s e antbsaeeeaaeeaaannnneneas 235
REVIEW ANSWETS ...ttt e e e e et ettt a e e e e e e e ettta e e e e eeeeetana e e eeaeeeessan e e eaaaaeennsnnnnaeenn 236

L€ o =TT 1 237
L T =N 241

vii



