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�is updated book from CPAs Robert Hughes and 
Keith Hall o�ers bright prospects for maximizing tax 
deductions for sole proprietors and micro-business 
owners. Schedule C: from A to Z de-mysti�es federal 
tax codes and guidelines that speci�cally apply to the 
self-employed, with the aim of helping business owners 
increase cash available to help their businesses prosper 
and grow. Using a simple-to-follow tutorial approach, 
the book takes owners step-by-step through each line of 
the Schedule C form for sole proprietors and includes 
information to help �lers understand and comply with 
IRS rules. �e book o�ers tips on how to organize 
business expenses and other data throughout the year to

yield more thorough record-keeping and better, more 
productive reporting. As an added bonus, the book also 
includes a line-by-line breakdown of Form 8829, commonly 
referred to as the home o�ce deduction.

In writing Schedule C: from A to Z, authors Robert 
Hughes and Keith Hall have drawn heavily from their 
experience in working with the self-employed as certi�ed 
public accountants. As micro-business owners themselves, 
Hughes and Hall have witnessed �rst-hand how various 
laws and regulations a�ect micro-businesses, and know 
the issues, challenges and opportunities faced by 
America’s 26 million self-employed.

S
C

H
E

D
U

LE
 C

: 
R

obert H
ughes, C

PA
   K

eith H
all, C

PA
                                                       FO

U
R

T
H

 E
D

IT
IO

N

INCLUDES :

Line-by-line breakdown 

of the Schedule C 

and home office 

deduction tax forms.

. A line-by-line guide on completing the tax form Schedule C:  Profit or Loss from Business. Ease filing and maximize deductions for the self-employed. Simple, smart help from leading tax and micro-business experts

The Sole Proprietor's Guide To Tax Savings

Robert Hughes, CPA      Keith Hall, CPA
Published by the National Association for the Self-Employed

FOURTH  EDITION www.NASE.org





A to Zfrom

RobeRt HugHes, CPA
KeitH HAll, CPA

   The Sole Proprietor’s Guide To Tax Savings



Schedule C: from A to Z – The Sole Proprietor’s Guide to Tax Savings

Copyright © 2010 the National Association for the Self-Employed. 
All rights reserved. No part of this book may be reproduced or transmitted in any form by any means, electronic or mechanical, 
including photocopying, recording, or by any information storage and retrieval system without written permission from the 
publisher. Printed in the United States of America.

National Association for the Self-Employed and its logo are trademarks of the National Association for the Self-Employed.

ISBN: 0-9765834-2-9

Schedule C: from A to Z provides information pertinent to micro-business owners and the self-employed. It is not intended to 
replace the role of the tax professional in your business matters. As always, it is recommended that you consult with your own 
business professionals for advice regarding your specific facts and circumstances. 



FOREWORD
About the Authors

Robert Hughes
Robert Hughes is a certified public accountant licensed in California and Texas. He 
has owned and operated a private CPA practice since 1981 and has over 30 years of 
experience as a micro-business owner. Prior to beginning his own practice, he served 
as the chief business officer of a single campus university.

In his CPA practice, Hughes focuses on serving self-employed individuals and mi-
cro-businesses. He offers a full range of tax-related services—from preparation of 

individual and business tax returns to tax planning and IRS examinations. Hughes also provides consulting 
in the areas of financial strategies, business formations and modeling, as well as acquisitions and expan-
sions. In addition, he offers consultations on computer systems design, installation and implementation.

Since 1986, Hughes has served on the board of directors for the National Association for the Self-Employed. He 
is currently president of the association, a position he held from 1991 to 1993 and from 2001 to the present.

His positions as a CPA and as president of the NASE give Hughes a unique perspective on the intricate 
business and tax issues faced by self-employed individuals and micro-business owners. He sees firsthand 
the challenges they face compiling information for and filing tax forms, meeting tax compliance require-
ments of complex federal and state laws, and staying up to date with tax law changes.

Hughes brings his technical knowledge as a CPA, his insight as a small-business owner and his experience as 
president of the NASE to this book in hopes that you will find new strategies that will simplify your taxes.

Keith Hall
Keith Hall serves as Chief Operating Officer and National Tax Advisor for the National 
Association for the Self-Employed. He is the primary consultant available to the self-em-
ployed and micro-business owners through the NASE TaxTalk service, offering personal-
ized tax advice and answers on everything from incorporation and automobile expenses 
to home-office deductions and travel expenses. Hall offers his advice at tax seminars for 
NASE Members across the country. He has also testified on behalf of the NASE and its 
members to the United States Congress on inequities in the federal tax code. 

Hall was born and raised in Dallas, Texas, and graduated from the University of Texas at Austin in 1981 
with a degree in Accounting. He began his career with the international accounting firm of KPMG, work-
ing with clients in banking, insurance and other financial services. Hall has served as the Chief Financial 
Officer for a medium-sized bank and a long-term care provider. He has been involved in providing con-
sulting and tax services to small businesses for the last 15 years as owner of his own accounting firm. 

Hall’s tax preparation expertise has been featured in Good Housekeeping, Wall Street Journal, Washington 
Post, Chicago Tribune, BusinessWeek, The New York Times, and numerous radio programs.
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About the NAse
The National Association For The Self-Employed
The National Association for the Self-Employed (NASE) is the nation’s leading resource for the self-em-
ployed and micro-businesses. The association helps remove financial and knowledge hurdles to starting 
and growing a micro-business. It does so by delivering a broad range of benefits to help entrepreneurs 
succeed and to drive the continued growth of this vital segment of the American economy.

Since its founding in 1981, the NASE has championed the interests of micro-businesses and provided 
an array of business, financial and personal benefits that lower everyday costs for self-employed indi-
viduals.

Today the NASE represents more than 600,000 people, including members and their dependents. The 
association actively advocates for micro-business issues in Washington, D.C., with a strong legislative 
agenda that includes seeking tax equality in health care, tax relief, retirement security, Social Security 
reform and support for federal small-business programs.

The association serves its members by bringing big-business benefits to the micro-business community. 
Members receive significant discounts on a variety of useful benefits—from tax resources and health 
insurance to business supplies and financial products.

NAse resources
The association offers a wealth of tax, financial, management and marketing information to its members 
through a collection of publications, Web sites and micro-business consultants.  

These resources are free and easily accessible online at www.NASE.org.

TaxTalk
CPAs with experience in small- and micro-business tax issues give you specific answers to your personal 
tax questions. The answers to your specific questions are posted on a private, secure server available 
to you 24 hours a day from anywhere in the world. Ask follow-up questions at any time, and there 
is no limit to the number of questions you can ask. You will get accurate answers—for free. NASE 
Members can go to www.NASE.org and select TaxTalk from the Knowledge Center, or use the Quick 
Link “TaxTalk.”

Tax Resource Center
This is a one-stop tax resource for self-employed individuals and micro-business owners. Sign up for tax 
reminders personalized for your business and never miss a tax deadline. Use the interactive calculators 
to help you complete Schedule C and other tax forms.  Plus get tax tips to help reduce your tax liability. 
Visit the Tax Resource Center at www.NASE.org. 



ABCs of Finance
Get quick, knowledgeable answers from experienced consultants who respond to your questions at ABCs 
of Finance. These professionals bring years of experience in public accounting and as Controllers, Chief 
Financial Officers and Treasurers. Their expertise is centered on supplying the self-employed and small- 
business owner with an understanding of accounting and financial issues in today’s world. Visit www.
NASE.org and click on ABCs of Finance from the Knowledge Center, or enter the Quick Link “ABCs.”

ShopTalk 800®
Got questions about starting, managing and growing your micro-business? The micro-business consultants 
at ShopTalk 800 have answers. These professionals have helped more than 70,000 NASE Members get 
accurate answers to micro-business questions.  Put these specialists to work for your business. You can get 
advice on any topic—at no extra cost to an NASE Membership. The ShopTalk 800 consultants will answer 
your question online or over the phone. Go to www.NASE.org and visit the Knowledge Center, or call  
800-649-NASE to find out more.

EstateTalk
Many individuals think that only the very wealthy need wills, trusts, guardians and administrators. In real-
ity, almost everyone can benefit from a will and an estate plan. At no cost to you, a licensed attorney will 
answer your questions online on the process of will and estate planning. Visit www.NASE.org and select 
EstateTalk from the Knowledge Center.

Legislative Action Center
All the important legislative news you need, without the Washington spin.  The NASE Legislative Action 
Center is your window on Washington.  Find out how your legislators vote on micro-business legislation.  
Read in-depth reports about issues that impact your micro-business.  Easily send letters and e-mails to your 
Members of Congress.  Subscribe to the weekly Washington Watch e-newsletter for the latest news about 
legislation and regulations that impact you. Click on the “Advocacy” tab at www.NASE.org.

Self-Employed Magazine
This print publication of the NASE is available online.  Read in-depth business articles geared toward self-
employed individuals and micro-business owners.  Go to www.NASE.org and visit the Knowledge Center.

how to coNtAct the NAse
To find out more about the NASE or to join the association, use these contacts:

•  Online: www.NASE.org

•  By Telephone: 800-649-NASE 

•  By Mail: P.O. Box 241, Annapolis Junction, Maryland 20701-0241
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INTRODUCTION

We see it every day. A self-employed consultant with a file full of questions about which expenses are 
deductible on Schedule C. A bakery owner who’s about to be audited by the IRS for incorrectly categoriz-
ing and deducting business expenses on Schedule C. A graphic artist who doesn’t understand depreciation 
of business equipment. A freelance sales representative who could have saved a bundle of money with just 
a little advance tax planning before the end of the year.

These are creative, intelligent and motivated sole proprietors. They start businesses, play by the rules, 
maybe hire a few employees and then find themselves bewildered by the financial demands and complexity 
of income taxes. 

That’s why we wrote this book.

As certified public accountants, we know the challenges and obstacles faced by micro-business owners and 
self-employed individuals. We also understand the tax issues and inequalities they encounter in the course 
of building their businesses. And we think these business owners deserve some straightforward answers, 
especially when it comes to preparing and filing their income tax returns.

That’s what this book is all about. It’s designed to help sole proprietors understand their tax liabilities and 
to help them prepare their tax returns. Micro-business owners and entrepreneurs don’t have the luxury of 
putting high-powered tax accountants on staff to figure out confusing and complex tax laws. By walking 
through Schedule C—line by line—this book helps sole proproprietors get a better grasp of business ex-
penses and how to report those expenses so that they are categorized properly. Correctly reported business 
expenses reduce the risk of examination by the IRS.

If you’re a sole proprietor responsible for filing Schedule C, this book helps you accurately categorize your 
business expenses and report them on each line. But this book can do much more for you.

You can use it to plan your tax strategies early in each year. By knowing which business expenses will be 
deductible, you can estimate your tax liability and find ways to reduce your taxes. Using this book and 
Schedule C may even help you find new deductions you weren’t aware of—deductions that will put real 
dollars in your pocket.

You can also use this book in conjunction with Schedule C to organize your bookkeeping and record keep-
ing. Whether you use computer software or a paper ledger to track expenses, you can set up your record 
keeping to reflect each line on Schedule C. At the end of the year, you simply fill out Schedule C using 
your records that match the schedule line-for-line. This book covers the most common scenarios for filling 
out Schedule C. It answers basic questions and gives guidance for each line. However, it doesn’t delve into 
every intricacy of the tax code.
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And it can’t replace the knowledgeable advice you can get from a tax professional who understands your 
unique business transactions. If you have a complex tax issue—or even a simple one that you don’t fully 
understand—talk to your tax professional, because your facts and circumstances are critical to tax planning 
and filing. Don’t depend on this book for all your answers. Get accurate advice that applies specifically to 
your business situation.

We hope this book gives you information and knowledge you can use to build a stronger business. We 
hope it takes some of the frustration out of handling your tax responsibilities as a sole proprietor. And we 
hope you find it useful in running your business.

Robert Hughes Keith Hall
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abOUT  
SCHEDULE C

Before we wade into the actual line-by-line explanations of Schedule C, there are a few general rules you need 
to know.

busINess expeNses
When the IRS refers to business expenses, it’s talking about the operating costs of running your business. 
These are costs that exclude expenses you have to capitalize or the costs of goods sold.

To be deductible on Schedule C, a business expense must be an ordinary and necessary cost of operating 
your business. An ordinary expense is one that is common and accepted in your industry or your trade. A 
necessary expense is one that’s appropriate and useful for your industry or your trade. 

cAtegorIzINg busINess expeNses
As you’ll see, properly categorizing each of your business expenses and reporting them on the appropriate 
line of Schedule C isn’t always an easy task. There are gray areas. 

But it is critically important to understand as much as you can about properly categorizing business 
expenses—and to report them correctly. If you don’t report your expenses on the proper line, you can raise 
unnecessary questions about the deductibility of the expense.

receIpts ANd record keepINg

If the IRS elects to review your business tax return, you will have to defend your categorization of expenses. 
You could also be asked to show that expenses were ordinary and necessary to your business. And you 
could be told to produce the actual receipts for the expenses you deduct.
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2    SCHEDULE C: from A to Z

For those reasons, it’s crucial that you maintain good financial records for your business. That means keep-
ing business and personal expenses—as well as business and personal bank accounts—separate. It means 
getting receipts for expenses and filing them for future reference. It means taking the time to keep your 
financial books in order.

The more written documentation you maintain for your business finances, the better. These can include:

• Calendars that show time, place, date and purpose of business meetings

• Diaries or logs to note expenses that aren’t accompanied by a receipt, such as parking and tips

• Mileage logs that show where, when, why and how far you drove for business purposes

• Written leases and contracts pertaining to your business

• Copies of tax forms you file

• Correspondence with local, state or federal agencies

• Paid invoices from suppliers and contractors

• Copies of invoices and sales receipts you provide to customers

• Deposits slips and statements from your bank

• Business licenses

And the list goes on. If in doubt about a piece of paper related to your business—keep it. The records 
could come in handy when you’re filling out Schedule C, and certainly when the IRS asks for information 
associated with your business and your business tax return.
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who should FIle schedule c?
Whether or not you file Schedule C depends upon your type of business entity. The chart below shows the 
different types of business entities along with the corresponding forms that should be filed.

busINess eNtItY Form to use
Sole Proprietor Form 1040 Schedule C

C Corporation Form 1120

S Corporation Form 1120S

Partnership Form 1065

Limited Liability Company

Electing corporation status

Electing partnership status with 2 or more  
members

Single member electing sole proprietorship 
status

Form 1120

Form 1165

Form 1040 Schedule C

Husband-wife business jointly owned and operated 
other than operated as a corporation Form 1065

Self-employed person File based on business entity

Statutory employee Form 1040 Schedule C

Minister Form 1040 Schedule C

Farmer Form 1040 Schedule F

Income from non-business activity Form 1040 Line 21





COmpLETINg 
SCHEDULE C

This book describes the Schedule C tax form line by line. But that may not be the easiest way for you to complete the 
form. Here is an approach to completing your Schedule C that will save you some time and a few headaches.

 1.  Get a blank copy of the Schedule C to keep in front of you. You can download a copy directly from 
the IRS Web site at www.irs.gov. 

 2.  Use a pencil when completing the first copy and have an eraser close by.

 3.  Keep this book and a copy of the IRS instructions to the Schedule C at hand.

 4. Fill in lines A through H first before you start with the numbers.

 5. If you have inventories, fill in Part III, Cost of Goods Sold, on page 2.

 6. Complete Part IV, Information on Your Vehicle, on page 2.

 7. Calculate your vehicle expense using both available methods—the standard mileage rate method 
and the actual expense method—in order to determine which option will provide you the largest 
deduction.

 8. Fill in line 9, Car and truck expenses.

 9. Complete Form 4562, Depreciation and Amortization. 

 10. Fill in line 13, Depreciation and section 179 expense deduction.

 11. Fill in all other required income and expense lines, using this book and the IRS Schedule C instruc-
tions along the way.

 12. Fill in line 29, Tentative profit (loss).

 13. Complete Form 8829, Business Use of Your Home, if you have an office in your home. A detailed 
line-by-line breakdown of form 8829 is included in this book, too.

 14. Complete line 30, Expenses for business use of your home, with the information from Form 8829 
above.

   15. Fill in line 31, Net profit (or loss). If you have a loss, go back and recalculate Form 4562, if you 
claimed a section 179 expense, and Form 8829, since some items are limited based on the earnings 
from the business. 
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gETTINg 
STaRTED

LINES A THROUGH H
These lines identify your business and your accounting methods.  

Name of proprietor
Enter your name here, not the name under which you conduct your business. 

For example, if your name is John Smith, and your business name is John Smith Consulting, don’t put 
John Smith Consulting on this line. Put only your name, John Smith, on this line. Even if your business 
does not have a name, or if the name of your business is simply John Smith, put only your name on this 
line.

If you and your spouse jointly own and operate the business, don’t put both names on this line. In fact, 
you shouldn’t even use Schedule C. You should prepare and file Form 1065, U.S. Partnership Return of 
Income.

If you are a single member of a limited liability company, don’t use the name of the limited liability com-
pany. Instead put only your name.

Social Security number (SSN)
Put your Social Security number in this space. The Social Security number requested in this space relates to 
the “Name of Proprietor” discussed above. Regardless of the entity form in which you operate your busi-
ness, use the Social Security number for the name of the proprietor.

Report the Social Security number of the sole proprietor even if your business has an employer ID number 
(EIN).
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LINE A
Principal business or profession, including product or service
On this line describe your business or professional activity that you conduct to earn money. If your busi-
ness does several things, then determine which activity within your business is the “principal” or “primary” 
source of your income.

Let’s say you have a courier service. You bill customers for those services. But in addition you provide spe-
cialized packing and crates for shipments. You also bill customers for that service. If the courier service part 
of the business generates the higher income of the two, then report on this line “courier services for other 
businesses” rather than “packing and crating services for other businesses.”

Caution:  If you operate more than one business, you must file a Schedule C for each unrelated busi-
ness entity. Use a separate Schedule C for each business for which you have a business license, bank 
account or fictitious business name or that you view to be a separate business.

LINE B
Enter code from pages C-9, C-10 and C-11
This box is primarily for statistical data collection information for the IRS. The pages “C-9, 10 and 11” 
refer to the instructions for Schedule C. These pages contain a listing of the standardized North American 
Industry Classification System (NAICS). There are instructions on those pages to assist you in determining 
which NAICS code you should use for your business.

Simply review the list and select the code that best describes what your business does. 

Above, I used the example of the delivery service. The NAICS code from page C-11 would be 492000, 
“Couriers and Messengers.” Even though your courier service provides packaging and crating, your pri-
mary business is courier services. Use the NAICS code that best matches your primary business. 

LINE C
Business name
If your business doesn’t have a name, leave this line blank. If you operate under your name only (the same 
name you used on the “Name of proprietor” line), then don’t put your name here. On this line put only 
your business name if you have a name for your business other than your own.



LINE D
Employer ID number (EIN)
If your business has an EIN, report it on this line. If you don’t have an EIN, leave this box blank.

Your business may not have an EIN. An EIN is a nine-digit number assigned by the IRS. To receive an 
EIN, you must complete and file Form SS-4. 

The IRS requires that you have an EIN if you have employees. You also need an EIN if you’re required to 
file a separate excise, estate, trust, or alcohol, tobacco, and firearms tax return.

You might also need an EIN if you open a business checking account in a business name other than your 
own.

Caution: Don’t put your Social Security number in this box. If you don’t have an EIN, leave the box 
blank.

LINE E
Business address
If you operate your business from your home, it’s not necessary to put your home address on this line.

If your business address is other than your home address, write your business address on this line. Use a 
street number (a physical address) rather than a mailbox number. The IRS wants to know where you oper-
ate your business, not just where you get your mail.

LINE F
Accounting method
On this line simply check the box that describes the accounting method you use in your business.

The majority of businesses use either the cash or accrual method of accounting, but some specialized in-
dustries use accounting methods specific to their trade.

For example, a construction contractor may use the cash or accrual method of accounting, but also use 
“percentage of completion.” The contractor should check box 3, “Other,” and write in “percentage of 
completion” on the line. 
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Cash accounting
If you use the cash method of accounting, you generally report income when you receive payment and 
record expenses when you actually pay the bill. 

Here’s an example. Jill, a graphic artist, uses the cash method of accounting. She designs a brochure for 
Bob’s Truck Repair. Jill delivers the brochure and sends Bob a bill for $500. Jill only includes the $500 in 
income when she actually gets the money from Bob. Also, for her business Jill buys paper supplies from 
ABC Papers. ABC sends Jill an invoice for her purchases. Jill only takes an expense deduction when she 
actually pays the ABC invoice.

Accrual accounting
If you use the accrual method of accounting, you report income as you earn it. Regardless of when you 
actually receive the money from customers you billed, you still report the income as you earn it.

Likewise, you record expense deduction when you incur the expenses, regardless of when you actually pay 
for them.

Here’s an example. Joe, an architect, uses the accrual method of accounting. He drafts house plans for his 
client Marsha. Joe delivers the house plans and his bill to Marsha. He reports his fee as income when the 
job is done, even if he hasn’t received the money yet.

Caution: If you have questions about which accounting method your business uses or should use, 
contact a business accounting and tax professional for advice. Also be aware that changing account-
ing methods from the one you now use to a different one requires approval from the IRS.

LINE G
Did you materially participate in the operation of this business?
This line seems simple because it requires a straightforward “Yes” or “No” answer. However, the answer has 
far-reaching implications as to the deductibility of losses and credits that your business may incur. 

A discussion of material participation goes well beyond the scope of this line-by-line guide to completing 
Schedule C.

To correctly answer line G, research the material participation and passive activity loss rules on page C-3 
in the instructions for Schedule C. You should read the instructions to fully understand how they apply 
in your specific circumstances. Also, you should strongly consider the advice of a tax professional to assist 
you in answering this question.



LINE H
If you started or acquired this business in the current year
If you started the operations of the business listed on line A during this year, check the box. If you operated 
the business in a prior year, leave the box blank.

The day you open your doors is the day that your business starts. For example, in October 2008, you be-
gan researching and preparing to start your own business. But you didn’t actually open your doors until 
January 2009. In that case, your started your business in January 2009, and you would therefore check the 
box on Line H.
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paRT I:  
INCOmE

This part of Schedule C calculates your gross income from your trade or business. Any income you derive from 
your trade or business is reported in this part of Schedule C.

Most business income is from the sale of products or services. In most instances, you will receive income 
in the form of cash, checks, electronic funds transfer, credit card payments and debit card payments. But 
even if you receive no cash and instead receive goods or services in exchange for your services or products, 
you still have gross income that must be reported in Part I.

bArter INcome
Bartering is simply the exchange of goods or services.  You must report barter income as part of your gross 
receipts in the same manner as other income.

For example, you are a house painter and you paint your accountant’s house. In exchange your accountant 
creates a business plan for you. The value of the business plan is the amount of barter income you received 
for painting your accountant’s house.  On line 1 of Part I, you must report the barter income that you have 
received. 

In addition, you and the accountant should exchange Forms 1099-B, Proceeds from Broker and Barter 
Exchange Transactions, to show the value of the barter arrangement.  Form 1099-B may be obtained by 
calling the IRS at 800-829-3676 or by downloading the form online at www.irs.gov.

more thAN oNe busINess
If you operate more than one business, you must complete a separate Schedule C for each business. Be sure 
that the income reported on each Schedule C pertains to that trade or business.
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Items Not reported IN pArt I
These items are not reported as gross income in Part I:

ø  Loans for any purpose or from any source.

ø Appreciation in the value of any property you own. Appreciation is taxable when you sell or other-
wise dispose of your property.

ø Certain exchanges of like-kind property. Sometimes called “tax-free or tax-deferred exchanges,” 
these transaction have specific conditions that must be met.  Consult with your tax professional 
before entering into property exchanges.

ø Consignment of your products given to others to sell. If you have products or merchandise on con-
signment, you don’t report the income until the merchandise is actually sold.

ø If you sell business assets, such as equipment, buildings or land, the income your business derives 
is reported on other schedules in your tax return.

LINE 1
Gross receipts or sales
Total all of the income you have received for the sale of your goods or  
services.  Enter that amount on line 1.

You may receive Form 1099-MISC from your customers. In box 7 
of Form 1099 is the total amount that a customer paid to you during the  
current year.  Include that amount on line 1, “Gross receipts or sales.”

If you didn’t receive a 1099-MISC, but derived income from the sale of goods or service, include that 
amount on line 1.  The key is that even if you did not receive a form 1099-MISC, you still must include 
the income that you received.

If you received barter income, include that amount on line 1.

The box on line 1 is for statutory employees.  Statutory employees are full-time life insurance agents, 
commission drivers, traveling salespersons and certain home workers.  If you receive a Form W-2, and 
“statutory employee” is checked in box 13, you are a statutory employee.  On line 1 you must report the 
statutory income shown in box 1 of Form W-2.  Be sure you also check the box on line 1.

Caution: If you received income from your trade or business and income as a statutory employee, 
you must file two Schedule Cs.



LINE 2
Returns and allowances
Some businesses account for returns of merchandise separately so that they can track information about 
sales.  If you included returns and allowances on line 1, “Gross income,” then you can exclude returns and 
allowances on line 2.

Here’s an example. Sherry buys your merchandise with the understanding that it can be returned for a full or 
partial refund. Sherry returns the merchandise, and you give her a full refund.  If you include the original 
sale amount on line 1, then report the refund amount on line 2.

LINE 3
Subtract line 2 from line 1.  This total represents your net sales.  This is a good place to stop and check 
your math, before going further.

LINE 4
Cost of goods sold
On this line, enter the amount from Part III, Cost of Goods Sold, line 42. You can find it on page 2 of 
Schedule C. For instructions about calculating your cost of goods sold, see Part III on page 61 of this book.

If your business doesn’t produce merchandise for sale or doesn’t buy and resell merchandise, then you will 
not have any amount to report on this line.

LINE 5
Gross profit
Subtract line 4 from line 3. This total represents your gross profit.

Gross profit is your total gross income minus returns and allowances on line 2 and cost of goods sold on 
line 4.

You can use this amount to assess whether your gross receipts, returns and allowances, and cost of goods sold 
are reasonably accurate. Here is an example. You expect to make a 25 percent profit on the sale of your mer-
chandise. When you divide line 5 (gross profit) by line 1 (gross sales), the result is 48 percent. The result should 
be about the same as you expected for your percent of profit, in this example 25 percent. But your calculations 
show your gross profit at 48 percent. This means you could have made an error in your reported gross income 
or cost of goods sold. Check your math to make sure that you are not over- or under-reporting your income.
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LINE 6
Other income
On this line report other types of income you received from your trade or business.  Don’t include on this 
line any income from the sales of your products or services.

Items of income to include here:

•  Interest on business cash, such as checking or savings accounts.

•  Interest on business investment accounts (but not retirement accounts).

•   Bad debts that you deducted in a previous year, but for which you received money this year.   
These are called “Bad debt recoveries” and should be reported here.

•   Prizes and awards in connection with your business. For example, your business entered a raffle 
through the local chamber of commerce and won a $500 gift certificate. Report the $500 on line 6.

LINE 7
Gross income
Add lines 5 and 6.  Again, this is a good place to check your math.

Note that this line is called “Gross income,” and line 1 is called “Gross receipts.”  If you operate a ser-
vice business and don’t have any cost of goods sold or other income, these two lines may show the same 
amount.  Generally, however, line 1 and line 7 will be different amounts.



paRT II:  
ExpENSES

LINE 8
Advertising
At first glance, line 8, “Advertising,” looks like one of the easiest to decipher on Schedule C. But be careful. 
You probably have more advertising expenses than you realize—and they must all be included here.

When calculating your expenses for line 8, think of advertising in broad strokes. Include on this line all of 
your costs for marketing, promoting, publicizing and advertising your business.

Broadcast and print advertising
Let’s start with the most obvious deductions for this line: traditional forms of advertising. On line 8, in-
clude the cost of running ads on radio or television. Also deduct the cost of placing ads on billboards or in 
newspapers, magazines and newsletters. This includes trade publications and association newsletters, such 
as the local chamber of commerce newsletter. 

In addition to placement costs, advertising production costs are included on this line. For instance, if you 
pay a graphic designer to create your ad, deduct the fee on line 8. The same is true for a copywriter. If you 
hire an advertising agency to produce broadcast or print ads for your business, the full cost is included on 
this line. Perhaps you design, write and produce ads on your computer. But you hire an advertising consul-
tant to give you advice about where to place the ads. In that case, deduct the fee you pay to the consultant 
as an advertising expense.

The cost of classified advertising—whether to promote your business or find employees—is also deducted 
on line 8. 

Costs you incur to produce printed flyers are deducted on line 8. That includes printing, graphic design, 
copywriting and other production expenses. The flyers may be given to customers, posted on bulletin 
boards around your city, distributed to neighborhood businesses or homes, or mailed. If you mail the fly-
ers, the postage cost is not included on line 8, but on line 48, “Other expenses.” If you pay an independent 
contractor to deliver your flyers, that expense is included on line 10, “Commissions and fees,” not on line 8. 
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Expenses for advertising in the yellow pages or the white pages are included on line 8. If you pay to list your 
business in a trade group or association directory, that cost is also deductible on line 8. Some chambers of 
commerce and business associations produce city maps that show the location of businesses. If you pay to be 
included on the map, that’s an advertising expense as well. Take the deduction on line 8.

Many micro-businesses support the local community by purchasing ad space in annual calendars that are 
produced by nonprofit organizations, then sold as fund-raisers. Some businesses also buy ad space in pro-
grams that accompany a nonprofit’s fund-raising event. If your business participates in either of these, the 
amount you pay for advertising is deductible on line 8. 

Signage
The costs of signs that promote your business are also advertising expenses and de-
ducted on line 8. This includes signs placed inside or outside of your business.

Caution: The costs for signs that are more permanent in nature and that will 
benefit your business for more than one year aren’t deductible on line 8. These 
expenses are capitalized and recognized as expense through depreciation on 
line 13, “Depreciation and section 179 expense deduction.”

Let’s say you own a restaurant. You produce table-top tent cards to announce the daily dinner special. The 
costs of those cards are considered advertising expenses.The same is true for a retail shop. You create sale cards 
that are displayed on shelves, racks or merchandise. The cards are advertising. Deduct their costs on line 8.

If your retail business purchases shopping bags imprinted with your business logo or name, deduct the cost 
of the bags and the printing on line 8. However, if you buy generic shopping bags that don’t advertise your 
business, then you deduct the cost of the bags on line 22, “Supplies.”

Other signage costs that are deducted on line 8 include:

•  Magnetic vehicle signs
•  Painted signs on vehicles
•  Outdoor directional signs that help customers locate your business
•  Painted signs on exterior windows or building walls
•  Indoor or outdoor banners that advertise your business

Online advertising
If you pay to promote your business on the Internet, those expenses are deductible as advertising costs on 
line 8. Here are a few of the most common costs:

•  Banner ads
•  Ads in e-magazines
•  Ads run on another Web site
•  Ads placed in e-newsletters (other than one produced by your business)

•  Fees paid for listings on search engines

Open for Business



In addition, if you pay someone to design, update, write and host a Web site for your business, these costs 
are deductible on line 8. Expenses for tracking hits and generating traffic reports are also deductible ad-
vertising expenses.

E-mail marketing is also considered an advertising expense. Fees you pay to contractors for designing, pro-
ducing, writing and generating e-mail marketing campaigns are deducted on line 8. If you purchase lists 
of names for your campaign, that expense is deductible, too. 

Newsletters
Many micro-business owners use printed and electronic newsletters to keep in touch with clients, an-
nounce new products and services, report industry trends and distribute customer surveys. If your business 
publishes a newsletter—online or offline—you deduct most of the expenses on line 8. All production costs 
of newsletters are reported on line 8: graphic design and artwork, copywriting, proofreading, printing or 
fees for electronic distribution. 

However, if you mail or ship a printed newsletter, the postage or shipping costs are reported on line 48, 
“Other expenses.” 

Some self-employed professionals purchase preprinted newsletters from industry associations. The newsletters 
are personalized by imprinting the professional’s business name and contact information on the preprinted 
newsletter. The cost of purchasing such a newsletter is deductible as an advertising expense on line 8.

Marketing materials
Marketing materials consist of brochures, videos, CD-ROMs, Rolodex cards, direct mail pieces, price lists 
you give to customers and a host of other items printed with your contact information. All of the expenses 
required to create and produce these materials are deductible on line 8. You can also deduct the cost of 
purchasing mail lists of prospective customers.

Be aware that the costs for mailing or shipping marketing materials are not deducted on line 8. They’re 
included on line 48, “Other expenses.”

Caution: Letterhead, envelopes and business cards are not considered marketing materials, and 
expenses for these items are not included on line 8. Instead, costs for these materials are deducted 
on line 18, “Office expense.”

Public relations
All of the expenses related to PR for your business are deducted on line 8. These include:

•  Developing and printing press kits
•  Writing and distributing press releases
•   Photographs of products, your office or building, employees, owners and customers that are used 

for PR purposes
•  Writing and placement of articles in publications
•  Costs associated with public relations events, such as press conferences
•  Fees you pay to PR professionals for working with the media on your behalf
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Although print publications generally don’t charge a fee for running your press release, the same isn’t true 
of companies that distribute press releases electronically. These companies almost always charge a fee—and 
you can deduct it on line 8.

In addition, if you provide product samples to the media for review, deduct your actual cost of the product 
(not its retail value) on line 8. Of course this applies only if you allow the media to keep your product. If 
the product is returned to you, you don’t get a deduction.

Promotions 
There are as many ways of promoting your business as there are sole proprietors. Regardless of the methods 
you use, the deductible expenses for promotions go on line 8.

For instance, if you host a grand opening gala to introduce prospective customers to your new enterprise, 
all of the related expenses are included on line 8—catering, a live band, decorations, signage and the list 
goes on.

Caution: Throwing a big holiday bash doesn’t count as a promotion. And the expenses you incur 
aren’t deductible on line 8. However, the party counts as an entertainment expense if the event 
meets these requirements:

q   The attendees are existing or prospective customers

q   You discuss business at the party

q   You have a reasonable expectation of generating a business benefit from the event

If your event meets those requirements, then you can deduct 50 percent of the expense on line 24b, 
“Meals and entertainment.”

On a smaller scale, you may purchase key chains (or pens or magnets or mouse pads) imprinted with the 
name of your business. If you give these promotional items to clients and prospective customers, the costs 
are fully deductible, even if you don’t give them all away.

If you mail or ship the giveaway items, however, the shipping or mailing costs are deducted on line 48, 
“Other expenses.”

Caution: You may at times purchase giveaway items that aren’t imprinted with the name of your busi-
ness. Books, candy and fruit baskets fit this example. In this case, the items are considered gifts, not 
promotional items. As gifts, the costs are limited to $25 per year per recipient and are deducted on line 
48, “Other expenses.”

Trade shows
Maybe you set up a booth at a local career fair in hopes of attracting employees. Or maybe you travel 
across the country to show your products at an industry trade show. Either way, most of your expenses are 
deductible on line 8.

These include the cost of producing the actual booth that you use as well as the cost of transporting the 
booth. They include the fees you pay to display your booth at the show—from the space and drapery 



rentals to carpenters and electricians. They also include any number of ancillary items you need to rent or 
buy—name tags, special equipment, a listing in the trade show directory and so on.

However, your expenses for travel to and from the trade show and your accommodations during the show 
aren’t deducted on line 8. They’re included on line 24, “Travel, meals, and entertainment.”

The same is true when you hire additional personnel to work the booth. That expense doesn’t go on line 
8. If you hire workers and pay a predetermined wage, include that cost on line 26, “Wages.” If you hire 
sales people who earn a commission on the products they sell while at the show, report those commission 
expenses on line 10, “Commissions and fees.”

Other advertising expenses
Sole proprietors are shrewd at finding innovative ways to advertise and promote their businesses. So it’s 
impossible to list every conceivable advertising expense. But here are a few more examples of expenses that 
are deductible on line 8:

•  T-shirts or uniforms imprinted with the name of your business for the local peewee volleyball team

•  Marketing materials designed for faxing to customers and prospective clients

•  Posters promoting your business

•  Promotion items for vehicles, such as sunshades imprinted with the name of your business

•  Desk and wall calendars imprinted with your business information

LINE 9
Car and truck expenses
If you use a car or truck in business, you can deduct the operating and maintenance 
costs on line 9. But be careful. This line of Schedule C is highly abused and subject to 
close scrutiny by the IRS.

On line 9, deduct all automobile expenses related to your business. This includes 
driving to a client’s office, to the office supply store, to the post office, to multiple job 
sites, etc. It also includes driving for out of town business trips. 

If you’re a claiming a deduction on line 9 you must also complete either:

•  Part IV, Information on Your Vehicle, on page 2 of Schedule C
   or
•  Form 4562, Depreciation and Amortization

Completing one of these before you tackle line 9 will help you figure your deduction for line 9. See the 
instructions later in this book for help completing Schedule C, Part IV.
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Methods of deducting expenses
There are two methods for figuring your car and truck expenses: standard mileage rate and actual expenses. 
You can generally choose to use the method that gives you the largest deduction.

You can switch between using the standard mileage rate and actual expenses from year to year to get the 
largest deduction—but only if you use the standard mileage method the first year you place the vehicle in 
service for your business. If you use the actual expense method the first year, you must use that method for 
the entire time you use that vehicle for business purposes.

Caution: Regardless of which method you use, you must have documentation to support the de-
duction. That generally means keeping a detailed log to support your business use of the vehicle. 
Mileage estimates aren’t acceptable to the IRS. If you use the actual expense method, you should 
also keep receipts to substantiate all of the car expenses.

If you lease a car or truck that you use for business purposes, you can still take a deduction for operating 
expenses on line 9. You can use either the standard mileage rate or actual expenses.

Standard mileage rate
This method is the easiest to use. Each year the IRS sets a standard mileage rate. 
Simply multiply the number of business miles you drive by the mileage rate in 
effect for the current year.

The rate was 55 cents per mile for 2009. Be sure to check the mileage rate in ef-
fect for the correct year. 

Here’s an example of using the standard mileage rate. Assume you drove 10,000 business miles during 
2009. The mileage rate for 2009 was 55 cents per mile. Multiply 10,000 miles by .55. Your total car ex-
pense deduction is $5,500.

Caution: The standard mileage rate changes every year. In some years, the IRS has even set two dif-
ferent rates within the same year, as they did in 2008. You can find the current year’s mileage rate in 
the Schedule C instructions under line 9.

If you use the standard mileage rate, you can’t deduct any of the actual expenses you incur for operating or 
maintaining your car. However, parking and tolls can be deducted in addition to the standard mileage rate.

Caution: If you want to use the standard mileage rate for a car you lease, you must use that method 
for the entire time you lease that car. You can’t change to the actual expense method even if it gives 
you a larger deduction.

Actual expenses
This method of calculating car expenses is more difficult than using the standard mileage rate. But, in a year 
when you have high repair and maintenance costs, you might get a larger deduction by using this method.

If you use the actual expenses method, you simply add up all of the operating and maintenance costs you 
incurred for the car during the current year. Operating and maintenance costs include:

•  Gas and oil
•  License and registration fees



•  Insurance
•  Garage rent
•  Tires
•  Minor and major repairs
•   Maintenance items such as oil changes and tire rotations
•   Interest you pay on the car or truck loan

•  Car washes and detailing

If you use your car solely for business purposes and never for commuting or personal purposes, it’s easy to 
figure your actual expenses. Just add up all of your costs and report the total on line 9.

If you use your car for personal as well as business purposes, you must allocate your expenses between 
personal use and business use. Here’s the step-by-step process for allocating expenses:

•   First complete Part IV on page 2 of Schedule C (or Form 4562 for depreciation). This will show you 
how many total miles you drove during the year. It will also show you how many miles you drove 
for business, personal purposes and commuting.

•   Divide the number of business miles you drove by the total miles you drove for the entire year.  
The result is your percentage of business use.

•   Multiply your total actual expenses by the business percentage. The result is your car expense  
deduction. 

After you figure your car expense deduction, add any parking or toll fees you paid. Then report the total 
on line 9.

Here’s an example. You drove a total of 20,000 miles during the year. Of that 20,000, you drove 15,000 
miles for business purposes. Divide 15,000 (business miles) by 20,000 (total miles). The result is 75 per-
cent. Your total actual expenses for the year were $4,000. Multiply $4,000 by .75 (your business usage). 
The result is $3,000.  You paid $25 in parking and toll fees for the year.  Add that $25 to your $3,000 car 
expense. Report the total, $3,025, on line 9.

Caution: Don’t include any depreciation expense in your actual expenses. Your depreciation is cal-
culated on line 13. 

Caution: There are complex rules to determine if 100 percent of your auto lease payments can be de-
ducted. See IRS Publication 463, Travel, Entertainment, Gift and Car Expenses, for more information.

Use of more than one vehicle
If you drive more than one vehicle for business purposes during the year (other than a fleet), include the 
total expenses for all of the vehicles on line 9. 

Here’s an example. You drive a truck to different construction job sites. You use the standard mileage rate 
to figure your deduction for the truck. You drive a car when visiting clients or running business errands. 
You use the actual expense method to figure your deduction for the car. Add the deduction for your truck 
and your deduction for your car. Report the total on line 9.

Part II:  EXPENSES    23



24    SCHEDULE C: from A to Z

Fleet operations
According to IRS rules, you operate a fleet of vehicles if you use five or more vehicles simultaneously in 
your business.

If you operate a fleet, you cannot use the standard mileage rate to figure your expense deduction on line 9. 
This applies even if one of the vehicles is your personal car used exclusively by you. If you operate a fleet, 
you must use the actual expenses method to figure your expense deduction on line 9.

Here’s an example. Sally has a courier service. She uses six cars in her business. The cars are used simultane-
ously by Sally and her employees. Sally must use the actual expense method to figure her expense deduc-
tion on line 9 for all of her cars.

Other expenses deductible on line 9
The costs listed here are deductible on line 9 if you incur them in the course of doing business. To report 
these expenses, simply add them to your car deduction and enter the total on line 9.

•  Parking fees (other than garage rent if you use the actual expenses method)

•  Toll fees

•   Transit fares (buses, subways, taxis, etc.) you incur for local transportation. If you incur any of these 
expenses while on a business trip away from home, report the costs on line 24, “Travel, meals, and 
entertainment.” Otherwise, include those items on line 9.

Expenses NOT deductible on line 9
ø   Commuting expenses—the costs of traveling from your home to your office or from your home to 

a customer’s place of business.

ø  Miles you drive for personal purposes.

ø   If you fly to a destination for a business purpose and then rent a car, that expense is not deductible 
on line 9. Instead, report that expense on line 24, “Travel, meals, and entertainment.”

ø   If you must rent an automobile for a short time to replace the car you normally use for business, that 
expense is not deductible on line 9. Instead, report that cost in Part V, “Other expenses.”

Here’s an example. You normally use your personal car for business purposes. When your car breaks down, 
you take it to your mechanic for repairs. The repairs take a week to complete. During that week, you rent a 
car. You use the car for both business and personal purposes. Calculate the business miles you drive during 
the week and divide that number by the total miles you put on the rental car. This gives you the business 
percentage use of the rental car. Multiply the total cost you pay for the rental car by the business use per-
centage. Enter the total in Part V, “Other expenses.”

For more information
For more help on figuring your car and truck expenses, see IRS Publication 463, Travel, Entertainment, 
Gift and Car Expenses.



LINE 10
Commissions and fees
On this line deduct commissions and fees you pay to nonemployees to  
produce revenue for your business.

This can include commissions you pay to independent sales representatives who sell your products or ser-
vices. It can also include commissions you pay to someone who prospects for your business or a finder’s fee 
you pay for business that someone outside of your company brings in.

For example, Brian is a bookkeeper. He contracts with an independent telemarketer to find potential cli-
ents who might need his bookkeeping services. For each prospect that is converted to a client, Brian pays 
the telemarketer a commission, which is a percentage of the client’s annual billing. This commission is 
deductible on line 10.

Here’s another example. Beth sells collectible dolls. She rents a booth in a local antique mall. In addition 
to paying rent for her booth, she pays the mall a 5 percent commission of her total monthly sales. Beth 
deducts the commissions on line 10. However, she deducts her rental payments on line 20b, “Rent or lease 
of other business property.”

Or take this example. John is a sculptor. He pays his agent a 15 percent commission of the total price each 
time the agent sells one of his sculptures. John deducts those commissions on line 10.

Caution: Commissions you pay to employees are reported on line 26, “Wages.” Employees can be 
compensated in many ways, including hourly wages, bonuses, salary, by production and commis-
sions. Even if you compensate employees on a commission-only basis, don’t deduct that expense on 
this line. Report that amount on line 26, “Wages.” Report on line 10 only the commissions you pay 
to nonemployees who produce revenue for your business.

Business investments
You can also deduct on line 10 fees you pay in association with business investment activities. Fees for 
opening, closing or transferring business investment accounts are also deductible. 

Caution: Brokerage fees for the buying or selling of stocks, bonds and mutual funds are not deduct-
ible on line 10. Those fees are considered part of the purchase price (in the case of a buy) and a 
reduction of the sale price (in the case of a sale). Those brokerage fees are part of the purchase price 
and sale price of securities transactions as reported on Schedule D, Gains and Losses.

Caution: Don’t include on line 10 fees associated with any retirement, pension or profit-sharing 
accounts, either business or personal. Also don’t include fees you incur in your personal, non-retire-
ment investment accounts.

Other fees deductible on line 10
Fees for credit reports on customers, suppliers, employees, yourself as a business owner and your business 
are deductible on line 10.
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Fees NOT deductible on line 10
ø    Fees you pay to independent contractors, unless the fees are commissions or finder’s fees you pay to 

produce revenue, as discussed above. Other fees you pay to independent contractors are reported 
in the category of expense for which the contractor’s services are provided. For instance, fees to an 
advertising consultant are deductible on line 8, “Advertising.” Fees for a contractor to repair your 
printer are deducted on line 21, “Repairs and maintenance.”

ø   Fees you pay for attorneys, tax preparers and other professionals. Those are deducted on line 17, 
“Legal and professional services.”

ø   Wages, bonuses and commissions you pay to employees. Those expenses are deducted on line 26, 
“Wages.”

ø   Fees for Internet use. Those are deducted on line 18, “Office expense.”

ø    Fees you pay to city, state or federal governments for business licenses. Those are deducted on line 
23, “Taxes and licenses.”

ø    Shipping and delivery fees. Report those in the category of expense for which the fees were used. For 
instance, if you ship your computer to the manufacturer for repairs, report that shipping fee on line 
21, “Repairs and maintenance.” If the shipping and delivery fees are in connection with inventory 
or products you ship, those fees are deducted on line 39 as part of your cost of goods sold. If the fee 
doesn’t fall in a specific expense category, report it on line 18, “Office expense.”

ø   Fees you pay to attend business-related seminars, workshops and conferences. Those are considered 
educational expenses and are reported on line 48, “Other expenses.”

ø    If you work in a home office, don’t deduct homeowner association fees on line 10. Those will be in-
cluded on line 30, “Expenses for business use of your home,” if you take the home office deduction.

LINE 11
Contract labor
On this line include all payments that you made to independent contractors for services 
that were provided to your business.  If the services were provided in direct connection  
with the production of your merchandise, do not include those items on line 11.  Instead  
those payments for services would be included as cost of goods sold in Part III of the 
Schedule C. 

Also do not include payments made to your employees in the form of salaries or wages. Wages paid to 
employees would be included on line 26.

Caution:  The classification of an individual providing services to your business as an indepen-
dent contractor or as an employee is not a matter of choice. The specific facts and circumstances 
of the relationship will dictate whether the worker is an employee or an independent contractor. 
Unfortunately, the lines between employee and independent contractor are not all that clear. Here 
are some guidelines that the IRS uses when trying to distinguish employee status. The key point is 
that the classification is not one of choice, but is based on the facts of the situation.



Individuals performing services are employees if the person for whom the services are performed has the 
right to control and direct them in the details and means by which the services are performed.  Workers 
are independent contractors if the person for whom the services are performed has the right to control and 
direct them only as to the result to be accomplished. Independent contractors typically include physicians, 
lawyers, dentists, veterinarians, contractors, subcontractors, public stenographers, auctioneers and others 
who engage in an independent trade, business or profession in which they offer their services to the public. 
As a general rule, this means that the individual has other clients beside you.  In this case the payments 
would be reported on line 11.

The determination of whether an individual is an employee or an independent contractor is based on the 
facts and circumstances surrounding the employment arrangements. Factors to be considered include the 
right to direct the performance, the right to discharge the worker and the provision of tools of the trade or 
a workplace by the person for whom services are provided. If these factors are present, the person perform-
ing the services is treated as an employee even if designated as a partner, coadventurer, agent, independent 
contractor or any other title. The person for whom services are performed has control over the performance 
of the services if he has the right to direct them and to enforce compliance with his instructions, even if no 
instructions are actually given. Thus, an employer has control over employees who work without receiving 
instructions because they are either highly proficient or conscientious.  In these cases the payments would 
not be reported on line 11, but would be included on line 26, “Wages.”

This can be confusing and is often a tough concept to nail down. The IRS uses Form SS-8 to determine 
employee or independent contractor status. The form consists of three pages of questions, both objective 
and subjective. You can download the SS-8 form from the IRS Web site at www.irs.gov and review the list 
of questions to see how the IRS might view your situation. Even if you do not file the form asking for an 
IRS determination, it will give you a good idea of the types of things the IRS looks at. 

LINE 12
Depletion
A deduction is allowed for the use of natural resources when that use is in connection with your trade 
or business. If your business involves mining, maintenance of wells, natural gas, timberlands, etc., the 
production of income related to that business uses those natural resources. The IRS recognizes that those 
resources are being used up, and therefore a deduction for that use is included on line 12 of Schedule C.

Key points to keep in mind in claiming the deduction for depletion are that you must have an economic 
interest in the property, and your goal for the extraction of the natural resources is to make money.

The deduction is similar to the deduction for depreciation that would be included on line 13. The basic 
method for calculating the amount of the deduction is called “cost depletion” since the deduction is based 
on the adjusted cost or basis in the property, which is also similar to depreciation. Another method is called 
the percentage depletion method and is available for all depletable property except for timber.

As you might guess, the calculation of the depletion deduction can be quite complicated, and it applies to 
only a small number of small-business owners who file a Schedule C. If your business includes the use of 
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natural resources that will allow you to take advantage of a depletion deduction, the best advice here is to 
make sure you visit with your personal tax advisors about your specific facts and circumstances to maxi-
mize your allowance deduction.

LINE 13
Depreciation and section 179 expense deduction
When you purchase property to use in your business, you generally can’t take a business deduction for 
the full cost in the year you acquire the property. Instead you must usually deduct the cost over a period 
of years. By deducting a part of the cost each year, you eventually get business expense deductions for the 
entire cost. That’s what depreciation is all about.

There is an alternative to depreciating business property. It’s known as the “section 179 expense deduc-
tion.” This special tax provision allows you the option of claiming a deduction for the entire cost of a 
qualifying business asset in the first year the asset is placed in service. There are limits and restrictions on 
this option, which we’ll talk about later.

Form 4562, Depreciation and Amortization
To claim depreciation or a section 179 expense deduction on line 13, you must complete and file Form 
4562, Depreciation and Amortization. Download the form at www.irs.gov.

Your depreciation deductions from line 22 of Form 4562 will be carried over to line 13 on Schedule C. 

Who must file Form 4562
You must file Form 4562, Depreciation and Amortization, if you 
meet any of these tests:

q    You are claiming depreciation on business property 
you purchased and placed in service during the current year.

q   You are claiming depreciation on a vehicle or other listed property.

q   You are claiming a section 179 expense deduction.

You don’t have to file Form 4562 if you are claiming continued depreciation on property that’s not consid-
ered “listed.” Also, if you are claiming automobile expenses based on the standard mileage rate (as opposed 
to actual expenses), you don’t have to file Form 4562.

Caution: Don’t combine depreciation expenses for more than one business on the same Form 4562. 
If you operate more than one business, use a separate Form 4562 to claim depreciation or a section 
179 expense deduction for each business.



Listed property
Certain types of business properties are considered “listed property.” Listed property is subject to special 
depreciation rules. Listed property includes:

•  Cell phones

•  Vehicles under 6,000 pounds

•   Computers and peripheral equipment, such as printers and monitors—unless these are used at 
a regular business office, including an office that qualifies for a home office deduction

Other property that can be depreciated
You can depreciate business property on Form 4562 if it meets these requirements:

q    Must be property that you own

q    Must be used in your trade or business

q    Must have a useful life of more than one year

q    Must be property that wears out, gets used up or becomes obsolete

Here are some examples of business property that you can depreciate:

•  Production machinery and equipment

•  Office equipment, such as copiers

•  Tools

•  Telephone equipment

•  Vehicles

•  Computer software (except antivirus software)

•  Furniture and fixtures

Property NOT depreciable on line 13
Certain types of property can’t be depreciated. Examples include:

ø   Property put into service and disposed of within the same year

ø   Inventory

ø   Land

ø   Repairs and replacements to property that don’t increase the value of the property, make it more useful 
or lengthen its useful life
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Section 179 expense deduction
This tax provision gives you the option of claiming a deduction for the entire cost of qualifying business 
assets in the first year that you place them in service. Even if you elect to use section 179, you must still 
complete Form 4562, Depreciation and Amortization.

The section 179 expense deduction is a bonanza for small-business owners. If you qualify for section 179, 
you get a handsome deduction that significantly reduces your income tax expenses for the year.

To qualify for the section 179 expense deduction, the property must meet these requirements:

q   It must be tangible personal property that you actively use in your business or trade, for which a 
depreciation deduction would be allowed.

q  It must be newly purchased property that you didn’t previously own. 

q  It must be used more than 50 percent in your business.

Certain types of property don’t qualify for section 179 expense deduction. These include:

ø   Property you acquire by inheritance or gift

ø   Property you acquire from another business that you own

There are limits and restrictions to section 179. For instance, in 2009 the maximum deduction is $250,000 
(as shown on line 1 of Form 4562). To fully understand section 179, read IRS Publication 946, How To 
Depreciate Property. 

Completing Form 4562
Form 4562 is complex and detailed. Before completing the form, it’s helpful to read IRS Publication 946, 
How To Depreciate Property. 

Here, I’ll outline the best approach to filling out Form 4562: 

1.  Part V: Complete this section first. It relates to vehicles and other listed property. 

2.  Part I: Complete this section second. This will help you calculate your section 179 expense deduction.

3.   Part II: Complete this section next if you placed new property (other than listed property or cars) into 
service during the current year.

4.   Part III: Complete this section if you have depreciation for any property that was placed in service 
before the current year.

5.   Part IV: Complete this section last. It totals your depreciation deductions. Line 22 on Form 4562 
provides the total depreciation deduction you can take for the current year. Transfer the amount 
from Form 4562, line 22, to Schedule C, line 13. 

6.   Part VI: This part relates to your amortization deductions, not your depreciation deductions. 
Any amortization deductions you have in this section are carried over to your Schedule C, Part V, 
“Other Expenses.” 



LINE 14 
Employee benefit programs
Deductions on line 14 include the cost of employee benefit programs that you provide to your employees 
and the families of your employees.

Benefit costs to include on line 14
The most common employee benefits include:

•  Employee and employees’ dependents’ health insurance

•  Accident insurance related to employees

•  Group term life insurance

•  Dependent care assistance programs

•  Benefits paid under a medical reimbursement plan

•  Employer provided education assistance

There are certain limits and restrictions on some employee benefits, depending on your type of business. For 
example, health insurance premiums paid for the business owner would not be included on this line.  Rather, 
those premiums are to be included on line 29 of page 1 of Form 1040. And there are maximum limits per 
employee on the amount of education assistance that can be provided. If your business qualifies for these 
types of employee benefits, include the costs on line 14. 

For more information, see these IRS publications:

•  Publication 15, Circular E, Employer’s Tax Guide

•  Publication 15-A, Employer’s Supplemental Tax Guide

•  Publication 15-B, Employer’s Tax Guide to Fringe Benefits

Expenses NOT deducted on line 14
ø   Expenses associated with employee pension and profit-sharing plans, including SEPs, SIMPLEs, IRAs 

and annuities. Deduct those costs on line 19.

ø   Amounts you pay for your own benefits, such as health insurance or retirement plan contributions. 
These amounts may still be deductible, but are not included on Schedule C. Health insurance premi-
ums you pay for your own coverage are included on Form 1040, line 29. Retirement contributions you 
make on your own behalf are reported on your Form 1040, line 28. 

ø   Leased vehicles and other leased property that you allow employees or service providers to use. Deduct that 
expense on line 20, “Rent or lease.”

ø   Other property that you own and allow employees or service providers to use. Report that expense 
on line 13 as a section 179 or depreciation deduction. For instance, you buy a billiards table for use 
in the employee lounge. Don’t deduct the expense of the table as an employee benefit. Report the 
cost on line 13. 

Part II:  EXPENSES    31



32    SCHEDULE C: from A to Z

ø   On-site employee facilities. Maybe your business provides on-site child care or an on-site gym. The 
expenses associated with these facilities are not deducted on line 14. Instead, you report the costs of op-
erating the facilities in the appropriate category. For instance, wages for personnel to oversee the child 
care facility or gym are reported on line 26. Equipment expenses for the facilities are reported on line 
13. The cost of utilities is reported on line 25.

ø   Personal use of business equipment, such as computers, printers and fax machines. The cost of the equip-
ment is reported on line 13.

ø   Nominal secretarial services, such as typing personal letters. You may allow employees to occasionally 
use the servies of secretaries or administrative assistants for personal matters. However, you deduct the 
wages of the secretaries and assistants on line 26.   

ø   Nominal legal services provided to your employees by your business attorney. This might include re-
viewing lease agreements or offering consultations. Although you may provide this as a fringe benefit, 
the costs you incur are reported on line 17, “Legal and professional services.”

LINE 15
Insurance
On this line, deduct the premiums you pay for insurance policies that protect  
your business. Of course, there are exceptions and requirements you must meet,  
as listed later in this chapter. 

Common insurance deductions on line 15
Here’s a list of the most common types of insurance expenses that are deductible on line 15:

•   Fire, theft, flood and other property and casualty insurance (note the home office exception later in 
this chapter)

•  Merchandise and inventory insurance

•  Credit insurance that covers losses from unpaid debts

•  Malpractice insurance that covers your personal liability for professional negligence

•  Professional liability insurance

•  General liability insurance for your place of business

•   Business interruption insurance that covers loss of profits if your business must shut down because 
of fire, flood or other causes

•  Errors and omissions insurance

•  Business overhead insurance that pays overhead expenses during your disability

•  Employee performance bonds that insure faithful performance by your employees

For example, doctors and dentists can deduct the cost of medical malpractice insurance. If your office is in a 
floodplain, you can deduct the cost of business interruption insurance that would cover your loss of profits if a 
flood wiped out your business. Perhaps you install carpet for living and are worried that someone will trip on the 
carpet and suffer injury. In that case, you could acquire liability insurance and deduct the expense on line 15.



Workers’ compensation insurance
Workers’ compensation insurance that is required by state law is usually deductible on line 15. Even if 
your state has optional workers’ compensation insurance requirements, you can deduct the expense on this 
line. 

Some companies won’t do business with self-employed individuals unless they carry workers’ com-
pensation insurance for themselves. If you must pay for workers’ compensation in order to establish 
or continue a working relationship, the premiums are deductible on line 15.

For instance, a self-employed logger works on a timber company’s land. The company requires the logger 
to acquire workers’ compensation before renewing his contract. Since the insurance is required for the log-
ger to continue his business, the cost of premiums is an ordinary and necessary business expense. 

Insurance prepayments
At times, you may purchase a policy that covers more than the current year. In that case, you deduct only 
the portion of the premium that covers the current year. This holds true even if you use the cash method 
of accounting. 

For example, you purchase an insurance policy in July 2009 and pay the full annual premium of $1,200. 
The policy coverage extends from July 2009 through June 2010. That premium payment covers the last six 
months of 2009 and the first six months of 2010. For 2009, you deduct only $600 on line 15 (six months 
of coverage in 2009). You’ll deduct the remainder of the premium ($600) on your 2010 tax form.

Insurance expenses NOT deductible on line 15
ø   Health insurance, group term life insurance or accident insurance that you provide to your employ-

ees. Report those deductions on line 14, “Employee benefit programs.”

ø   Health insurance for yourself. Report these premiums on Form 1040, page 1, as “self-employed 
health insurance deduction,” on line 29.

ø   Homeowner’s insurance. If you work from a home office, the portion of your homeowner’s insur-
ance that applies to your home office is deducted on line 30, “Expenses for business use of your 
home.”

ø   Automobile insurance. If you use actual expenses to calculate the cost of using your vehicle in your 
business, the insurance premiums you pay are reported on line 9, “Car and truck expenses.” If you 
use the standard mileage rate to figure your automobile expenses, you can’t deduct any vehicle in-
surance premiums.

ø   Disability insurance for yourself that covers loss of earnings because of sickness or injury.

ø   Any portion of insurance premiums reported in Part III, “Cost of Goods Sold.”

ø   State unemployment insurance. Report that as a separate expense on line 48, “Other expenses.”

ø   Contributions to federal unemployment taxes (FUTA). Report that as a separate expense on line 
48, “Other expenses.” 

ø   Insurance to secure a loan.

ø   Amounts credited to a reserve you set up for self-insurance.
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LINE 16
Interest
On these lines deduct all of the interest you pay during the tax year on debts related to your business. These 
debts can be in the form of business loans, lines of credit, mortgages on business property, credit cards, 
home equity loans and loans that are part business and part personal.

If you use money from a loan of any kind to pay for a business expense, then the interest relates to your busi-
ness. You must meet all of the following requirements to be eligible to deduct the interest on a business debt:

q  You are legally liable for that debt.

q  You and the lender intend that the debt be repaid.

q  You and the lender have a true debtor-creditor relationship.

When you get a loan from a financial institution, it’s easy to prove the debtor-creditor relationship. The 
paperwork required to establish the loan spells out the relationship with payment terms, interest rates, due 
dates and provisions for nonpayment.

Many sole proprietors tap other sources for loans, including family and friends, suppliers, business associates, 
even customers. These are certainly legitimate loan sources and should not be overlooked in deducting business 
interest. Just be sure you have the proper written documentation to prove the debtor-creditor relationship.

16A. Mortgage interest (other than for a principal residence)
Interest that you pay related to a mortgage on real property (other than your main home) used in your 
business is included on line 16a.

When you pay mortgage interest during the year, you generally receive a Form 1098 from the lender. If 
you receive a Form 1098, enter that interest amount on line 16a.

If you don’t receive a Form 1098, you report the interest on line 16b. For instance, let’s say you and another 
person own the business property together, and the other person receives the Form 1098. On line 16b, 
enter the share of the interest you pay and attach a statement to your return showing the name and address 
of the person who received the Form 1098. In the left margin next to line 16b, write “See attached.” 

There is an exception to this rule. Let’s say you own the property with your spouse, and you file your taxes 
jointly, and your spouse receives the Form 1098. In that case, you enter the mortgage interest on line 16a. 

Home mortgage interest
In general, if you use your main home to secure a loan, the interest may be deducted 
in one of several different places on your tax return:  if you itemize deductions, on 
Schedule A; if you claim the home office deduction, Form 8829 and Schedule C; 
or on Schedule C as a business. The interest is usually deductible as qualified home 
mortgage interest; however, if the proceeds are used in your trade or business, that 
portion of interest can be deducted here.



16B. Other
Use line 16b to record interest you pay related to your business other than what is recorded on line 16a. 

Business lines of credit
Business lines of credit give you access to continued borrowing. You establish a line of credit with a lender, 
and then borrow the money, as you need it to pay business expenses.

Interest that you pay for lines of credit is deductible on line 16b as long as the borrowed funds are used 
for business purposes.

Credit card interest
If you carry balances on credit cards used exclusively for business purposes, you can de-
duct all of the annual interest on line 16b.

If you carry balances on credits cards that are used for personal and business purposes, 
you must allocate the interest appropriately. That means you determine how much of 
the interest you incurred for personal purchases and how much you incurred for business 
purchases. Only the interest charged for business purposes can be deducted on line 16b.

Interest from home equity lines of credit
If you secure a line of credit using the equity in your home, and commit all of the funds to financing your 
business, the interest you pay is deductible on line 16b.

However, if you use part of the funds to finance your business and part for personal expenses, then you 
must allocate the interest you pay between the two uses. Only the interest you pay on the business part of 
the loan is deductible on line 16b. 

Loans that are part business and part personal
If you use proceeds from a loan partly for business expenses and partly for personal expenses, you must 
divide the interest between the two. Only the interest you pay on the business part of the loan is deductible 
on Schedule C, lines 16a and 16b.

For instance, you take out a loan for $100,000. You use $20,000 (20 percent of the loan) for a personal 
vacation. You use $80,000 (80 percent of the loan) to renovate your office building. Only 80 percent of 
the interest you pay is allocated to business and deductible as a business expense on line 16b. The other 20 
percent is personal interest expense.

When you repay any part of a loan that’s allocated to business and personal use, as in the example above, 
treat it as being paid in the following order:

1. Personal use

2. Business use

This repayment schedule could impact the amount of interest that’s deductible as a business expense. It 
could also impact when you can take the business interest deduction. To keep things simple, it’s best to 
separate business loans from personal loans.

Part II:  EXPENSES    35



36    SCHEDULE C: from A to Z

Allocating loan interest
You must allocate (classify) interest expense so that it’s deducted on the correct line of your return. In gen-
eral you classify the interest you pay the same way you classify the loan proceeds. If proceeds from a loan 
are used to pay for business expenses, then the interest on the loan is deductible as a business expense. 

For example, you acquire a $10,000 bank loan. You deposit the money in your business banking account 
and use the funds to pay business bills. All of the interest you pay on the loan is a deductible interest ex-
pense. Report it on line 16b.

Another example. You acquire a $10,000 secured bank loan. You use your vintage Model T automobile, a 
personal asset, to secure the loan. But you spend the $10,000 to remodel your office. Even though the loan 
was secured with a personal asset, the proceeds of the loan were used for a business expense. Therefore, the 
interest you pay on the loan is a deductible business expense. Report it on line 16b.

Here’s another example. You acquire a $20,000 secured loan to help pay for your child’s college education. 
You secure the loan with property used in your business. Even though the loan was secured with a business 
asset, the proceeds from the loan were used for a personal expense. Therefore, the interest you pay on the 
loan is not a deductible business expense.

When to deduct interest expenses
Whether you use the cash method or accrual method of accounting determines when you actually deduct 
interest expenses.

•   Cash method: Generally you deduct only interest that you actually pay during the tax year that applies 
to that tax year. If you pay interest that applies to a future tax year, you can deduct only that part 
that applies to the current tax year. 

•   Accrual method: You deduct only interest that accrues during the tax year, regardless of whether you 
actually paid the tax. Don’t deduct any interest you pay before the year it’s due. 

Other interest deductions on line 16b
•   If you’re charged interest because of late payments of employment taxes, that interest is deductible 

on line 16b.

•   If you’re responsible for part of a business debt, you deduct on line 16b only your share of the total 
interest paid. 

•   If you pay off a mortgage early and incur a prepayment penalty, the penalty is considered interest. 
You can deduct it on line 16b.

Interest NOT deductible on lines 16a or 16b
ø  Interest you pay on personal loans.

ø   Mortgage interest if you have a home office. The portion of your home mortgage interest that ap-
plies to your home office is deducted on Form 8829, Expenses for the Business Use of Your Home. 
For a detailed discussion of the home office deduction and Form 8829, see the section on Line 30 
of this book.

ø   Interest you pay on debts that are related to investment property are not included on lines 16a or 16b. 

ø  Penalties you pay for late or underestimated tax payments.



ø   Expenses to obtain a mortgage on business or income-producing property. Costs such as mortgage 
commissions, recording fees and abstract fees are considered capital expenses and are added to the 
cost basis of the property. You can’t deduct these expenses on lines 16a or 16b. 

ø   If you have a debt that is used to pay for the production of real or tangible property, you must usu-
ally capitalize the interest. Capitalized interest is treated as a cost of the property produced. It’s not 
deductible on lines 16a or 16b.

For more information 
To find out more about deducting interest on lines 16a and 16b, see these IRS publications, which can be 
found at www.irs.gov:

•  Publication 535, Business Expenses

•  Publication 537, Installment Sales

•  Publication 550, Investment Income and Expense

•  Publication 936, Home Mortgage Interest Deduction

LINE 17
Legal and professional services
Legal and professional fees that are ordinary and necessary expenses directly related to 
operating your business are deductible as business expenses on line 17. Don’t deduct 
on line 17 legal and professional expenses related to your nonbusiness or personal af-
fairs.

Don’t deduct on line 17 legal and other professional fees you pay to acquire business 
assets, such as property or equipment. You add those expenses to the cost basis of the 
asset.

Also, if you incur legal and professional costs before you actually start your business, you must capitalize 
those expenses rather than report them on line 17.

Business start up expenses are those expenses you incur before you actually begin your business operations. 
They can include the following items:

•  Analysis or survey of potential markets, products, labor supply, transportation facilities, etc.

•  Advertisements for the opening of the business

•  Salaries and wages for employees who are being trained and their instructors

•  Travel and other necessary costs for securing prospective distributors, suppliers and customers

•   Salaries and fees for executives and consultants, or for similar professional services such as lawyers 
and accountants used to create business plans, business entities, accounting systems, etc.
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Business start up expenses are not deductible, but rather are capitalized and amortized over at least 60 
months beginning on the date you begin to operate your business.

Legal services
Sooner or later, legal advice is crucial to sole proprietors. It can get expensive. But the costs are deductible 
on line 17. Here are a few examples of services attorneys provide—and expenses you can deduct:

•  Filing for and reviewing patents, trademarks and copyrights

•  Preparing and reviewing contracts

•  Collecting business debts

•  Resolving business disputes

•  Consulting on employment issues

•  Representing you (as a business owner) and your business in legal matters

The expenses you incur to handle legal services for personal affairs are not deductible. For example, if 
you use an attorney to draw up an estate plan, the portion of the fee that is connected to your business is 
deductible. However, the portion of the fee related to your will is not deductible because that portion is a 
personal expense, not a business expense.

Another example is the legal cost you incur for collecting a bad debt. Unless the debt was created as part 
of your business (a customer who did not pay their bill), the legal fees are not deductible. If you make a 
loan to a friend, even though you paid the money from your business, the loan is not considered a business 
loan, and therefore any legal fees incurred to collect the money are not deductible. 

Tax services
Tax services are provided by a variety of professionals:

•  Individual tax preparers, such as CPAs, accountants and enrolled agents

•  Tax attorneys

•  Companies, such as H&R Block, Jackson Hewitt and Commerce Clearing House

•  Direct costs for preparing and processing your tax return online

Most of the costs you incur for tax services are deductible on line 17. Some examples:

•  Preparing tax returns for your business

•  Consulting on business tax matters

•  Representing you (as a business owner) and your business with the IRS or in tax court

If a tax professional prepares your complete tax return, only the fees you pay for preparation and filing of 
Schedule C and its related forms are deductible as business expenses. The other fees you pay for prepara-
tion of your personal return may be deducted on Schedule A if you itemize deductions.



Other professional services
Fees you pay to independent contractors should generally be deducted in the categories for which they 
provide services. For instance, if you pay a consultant for advice about advertising, include that expense 
on line 8, “Advertising.” If you hire an office organizer to clean up files and clutter, report that cost on line 
18, “Office expense.”

Professional service expenses that you don’t report on other lines of Schedule C can be deducted on line 
17. Here are a few examples:

•  Bookkeeping and payroll services.

•   Research assistance. For instance, writers, video producers and filmmakers often hire independent 
contractors to research projects. You might also hire someone to research competitors or competitive 
products.

•   Virtual assistant. This is someone who maintains his or her own office and works as an independent 
contractor for your business. Virtual assistants may write business letters, obtain pricing for office 
equipment, proofread business documents, make travel arrangements for your business trips, etc. 
You may pay the assistant hourly, by the project or on retainer. All of the fees are deductible on line 
17.

•   Business coach. Business coaches can help you set goals and create new strategies for your business. 
Fees for the services are deducted on line 17.

•   Protocol expert. Perhaps you’re doing business with a company in a foreign country. You need to 
know the protocol for business meetings, introductions, business dinners, etc. You hire a protocol 
expert to provide answers. That fee is deductible as a professional service expense.

LINE 18
Office expense
This line is not as obvious as it first appears. Most office expenses, such as supplies, utilities, 
furniture and rent are deducted on other lines on Schedule C. So what expenses do you  
report on line 18? Here are a few examples:

•    Maintenance services for living or artificial plants and fish aquariums. But, if you lease those items 
and maintenance is included in the lease cost, then report the full expense on line 20b.

•  Janitorial services for your office and cleaning of individual items, such as rugs or draperies.

•  Coffee or bottled water services.

•   Telephone answering service, except voice mail service that’s included as part of your telephone 
service.

•   Inexpensive items for office décor, such as posters, candles and flower arrangements. Purchases of 
depreciable art are not deductible on line 18. They must be capitalized and recognized as an expense 
through depreciation, which is then reported on line 13. If you lease artwork for your office, deduct 
that expense on line 20b, “Rent for other business property.”
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•   Signs you must display in your office or building to meet local, state or federal regulations, such as 
safety or licensing signs.

•  Window washing services.

•  Lawn maintenance around an office building used solely for business.

Expenses NOT deductible on line 18
ø   Furniture and fixtures. These items must be capitalized and recognized as an expense through de-

preciation, which is then reported on line 13, “Depreciation and section 179 expenses.”

ø  Home office expenses. Report those on Form 8829, Expenses for Business Use of Your Home.

ø  Office rent. Report that on line 20b, “Rent for other business property.”

ø  Leasing costs of office equipment, such as computers and copiers. Report those on line 20a.

ø  Utilities for your office. Report those on line 25, “Utilities.”

ø   Significant office renovations. These expenses are capitalized and recognized as expense through 
depreciation, which is reported on line 13, “Depreciation and section 179 expenses.”

LINE 19
Pension and profit-sharing plans
If you make contributions on behalf of your employees to certain retirement plans, you can deduct the 
contributions on line 19.

These types of plans are included:

•  Matching contributions to 401(k) plans

•  SEP (Simplified Employee Pension)

•  SIMPLE (Savings Incentive Match Plan for Employees)

•  Qualified plans, such as a Keogh

•  Annuity

•  Profit-sharing pension

•  Stock bonus pension

Amounts that you contribute to a plan on your own behalf are NOT deducted on line 19. They’re reported 
on Form 1040, line 28, “Self-Employed SEP, SIMPLE and qualified plans.”

When to deduct contributions
For SEP IRA or SIMPLE IRA plans, you can deduct contributions you make for each tax year if they are 
made by the due date of your federal income tax return for that year. The due date includes extensions for 
filing your return.



For example, you’re a sole proprietor operating on a calendar tax year. Your tax year ends on Dec. 31, 2007. 
You file your federal income tax return on April 15, 2008. You can make SEP IRA and SIMPLE IRA con-
tributions for 2007 up until April 15, 2008, when you file your return. The retirement contributions you 
make in 2008 (for 2007) are deductible on your 2007 tax return, provided they are made by the due date 
of the return. 

Retirement plan fees
You can also deduct on line 19 any administrative or trustees’ fees that you incur to maintain a retirement 
plan for your employees.

For more information
See these IRS publications for more information about retirement plan contributions and deductions:

•  Publication 535, Business Expenses

•  Publication 560, Retirement Plans for Small Business

•  Publication 590, Individual Retirement Arrangements

LINE 20
Rent or lease
Rent is considered any amount you pay for the business use of property you don’t own. However, not all 
rent or lease payments are deductible on line 20. See the list below of rent and related items that are not 
deductible on line 20—even though they may be deductible elsewhere on Schedule C. 

On line 20a, you generally report payments you made to rent or lease:

•  Vehicles

•  Machinery

•  Equipment (including office equipment such as computers and copiers)

On line 20b, you generally report your rent or lease payments for other business property, such as office 
space, land, retail space and buildings.

20A. Vehicles, machinery and equipment
How you deduct lease expenses for a vehicle depends upon whether you use actual expenses or take the 
standard mileage rate when figuring business use of your vehicle.

For instance, if you lease a car and you use the standard mileage rate for the entire term of the lease, then don’t 
report any lease expenses on line 20a. Instead, you simply report your standard mileage rate deduction on line 9.

But let’s say you lease a car and you deduct actual expenses. In that case, here’s how you report the business 
use expenses of the car:
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•   On line 20a, report your business portion of costs for gas, oil, repairs, insurance, tires, license plates, 
lease payments, etc.

Caution:  You must deduct the actual expenses of operating your leased vehicle if:

q    You use your leased vehicle for hire (such as a taxi) 
  or

q     You use more than one vehicle simultaneously in your business (such as in a fleet 
operation) 

If you are reporting lease payments on line 20b and if you lease the vehicle for 30 days or more, your de-
duction on line 20b may be reduced by an “inclusion amount.” The lease inclusion amount, for practical 
purposes, limits the amount of the lease deduction based on the fair market value of the vehicle. If the value 
of your business vehicle is greater than $12,800, you may have an inclusion amount, which means that you 
will not be able to deduct all of your lease payments, even if you use your vehicle 100 percent for business. To 
calculate your inclusion amount, see IRS Publication 463, Travel, Entertainment, Gift, and Car Expenses.

If you rent a vehicle in conjunction with a business trip, don’t deduct that cost on line 20a. Instead, report 
that expense on line 24, “Travel, meals and entertainment.” 

20B. Other business property
On line 20 you can deduct the amount you pay to cancel a business lease. Simply add the expense to your 
lease costs and report them on the appropriate line (20a or 20b).

You can also deduct on line 20 any nonrefundable deposits you must make to acquire the lease. 

On line 20 you can also deduct any taxes you have to pay to the landlord or to government taxing agencies. 
However, when you deduct those taxes depends upon the accounting method you use.

If you use the cash method of accounting, deduct the taxes as additional rent in the year in which you pay 
them.

If you use the accrual method of accounting, deduct the taxes in the year in which all of the following occur:

q   You have responsibility for paying the taxes on the leased property.

q   You know how much the taxes are.

q   You actually use the property.

Capitalizing rent expenses
Under certain circumstances, you must capitalize rent expenses rather than deducting them on line 20. In 
general, if you produce property used in your business or if you produce property for sale to customers, 
you must capitalize rent expenses.

For example, you rent construction equipment to build a storage facility for your business. The rent you 
pay for the equipment must be capitalized as part of the cost of the storage facility.

Another example. You make children’s toys. You lease a building to house your raw materials and produc-
tion equipment. The rent you pay on the building is not deductible on line 20a. Instead, you must report 
the rent expense on line 4, “Cost of goods sold.”



Expenses NOT deductible on line 20
ø   If you rent a house or apartment and use part of it for a home office, the rent would not be included 

on line 20.  However, you may be able to deduct a portion of the rent under the home office deduc-
tion included on line 30.

ø   If you will receive title to the property, the rent or lease payments are not deductible on line 20. This 
is common under conditional sales contracts.

ø   If part of each rent payment is applied toward an equity interest in the property, you can’t deduct 
on line 20 any of the rent you pay. This is common in lease-purchase options.

ø   Rent paid in advance is not deductible on line 20. If you pay rent in advance, you can deduct only 
the amount that applies to your use of the property during the tax year.

ø   You can’t take a deduction for payment of unreasonable rent. This sometimes happens when you 
rent from a relative. Rent paid to a related person is reasonable if it’s about the same amount you 
would pay to an unrelated third party. 

For example, if the rent is unreasonable, then only the reasonable portion is deductible. The issue of 
unreasonable rent is a consideration when you and the lessor (the owner of the property) are related. 
Even if you are related to the owner of the property, the rent may be deductible if it is the amount 
that you would pay in an arm’s length transaction when the owner is not related. The IRS has 
specific definitions for related persons that are stated in detail in IRS Publication 538: Accounting 
Periods and Methods.

ø   If you lease a retail space, such as in an antique mall or a station in a hair-styling salon, you may pay 
rent plus a percentage of your sales as a commission. In this case, deduct your lease payments on line 
20b. But deduct the commissions you pay on line 10, “Commissions and fees.”

ø   If you rent space for business signs, such as billboards, that rent expense is deducted on line 8, 
“Advertising.”

ø   If you rent a physical booth or other equipment for trade shows, those expenses are deducted on line 
8, “Advertising.”

LINE 21
Repairs and maintenance

Repairs you make to business equipment, office space, buildings and other property are 
deductible on line 21. Maintenance that you perform is also deductible on line 21.

You must distinguish between repairs and improvements. Repairs and maintenance keep 
your property in ordinary and efficient operating condition. Those costs are deducted 

on this line. Improvements add to the value of the property or prolong its useful life. 
Improvements are considered capital expenditures and must be added to the cost basis of 

the property. Improvements aren’t deducted on line 21. They must be recognized as expense through 
depreciation, which is reported on line 13.
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Also, if you added the expenses of repairs and maintenance to your cost of goods sold, you can’t take an-
other deduction for the same expense on line 21.

When figuring the cost of repairs, include supplies and labor. But you can’t deduct the cost or value of your 
own labor to complete the repairs or maintenance.

If you take the home office deduction, repairs and maintenance performed on your house are not deduct-
ible on line 21. Those expenses are reported on Form 8829, Expenses for Business Use of Your Home.

repAIrs: Take the deduction on line 21
IMPROVEMENTS: Do NOT take the 

deduction on line 21

Repairing a tear in your office carpet ø   Completely replacing the carpet in the 
office

Repainting the inside of your office or building ø   Remodeling the inside of your office or 
building

Repainting the exterior of your building ø   Installing aluminum siding

Fixing a leak in the roof ø   Replacing the roof

Replacing a computer hard drive that crashed ø   Adding memory to a computer

Replacing a floppy disk drive that is broken with 
another floppy drive

ø   Replacing a floppy disk drive that is 
broken with a CD-ROM or DVD drive

Performing regular maintenance on a copy machine, 
or replacing worn parts

ø   Replacing the entire motor of a copy 
machine

LINE 22
Supplies

This category includes consumable supplies—items that your business uses and replaces. 
Many of the items that fall into this category are small and seemingly insignificant. That 
means many sole proprietors overlook the expenses. That’s a mistake. These costs add 
up fast over the course of year. And every dollar you can deduct on this line will reduce 

your taxes.

If you work from your home office but don’t take the home office deduction, you 
can still deduct your expenses for office supplies on line 22.



Examples of supplies to include on line 22
•  Toner cartridges for fax machines, printers and copiers

•  Pens, paper, notebooks, file folders, paperclips, scissors, rubber bands

•  Appointment books and desk calendars

•  Wallboards, blackboards and wall calendars

•  Receipt and mileage notebooks

•  Desk accessories such as pen and paperclip holders

•  Lightbulbs, thumbtacks, extension cords

•  Floppy disks and CD-ROMs

•  Business cards, letterhead and envelopes

•  Briefcases and cases to carry laptop computers

•   Notepads, unless they’re imprinted with your business name and used as promotional items—then 
deduct them as advertising.

•  Labels, rubber stamps, staplers and staples 

When to deduct the expense of supplies
Generally, you deduct the cost of supplies in the year that you buy and use them. You can also deduct 
expenses for incidental supplies that are on hand at the end of the tax year if you meet both of these re-
quirements:

q    You don’t keep records of when supplies are used

q    You don’t take an inventory of supplies at the beginning and end of the tax year

If your situation fits these parameters, then you can deduct on line 22 the actual amount you spent on 
these supplies.

Items NOT deductible on line 22
ø    Computer software. Software is generally capitalized and recognized as expense through depreciation, 

which is deducted on line 13, “Depreciation and section 179 expense.”

ø  Cleaning supplies. Those are deducted on line 18, “Office expense.”

ø   Supplies that go toward making finished goods. Report the expense of those supplies on line 38, 
“Materials and supplies,” as a part of cost of goods sold.

ø   Items used to decorate your office. Those expenses are generally deducted on line 18, “Office expense.”

ø   Publications. If you buy business-related magazines, journals and newspapers for use by you or your 
employees, deduct the cost on line 48, “Other expenses.” If you purchase publications for use in a 
customer waiting room, report the expenses on line 18, “Office expense.”

ø   If you maintain an employee lunchroom or lounge, don’t deduct the costs of paper products you 
buy to stock the room (such as paper cups, plates and utensils) on line 22. Report those expenses on 
line 18, “Office expense.” If you provide snacks or soft drinks, those items are considered employee 
fringe benefits. Report those costs on line 14, “Employee benefit programs.”
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ø  Footrests and chair mats aren’t considered supplies. Report those costs on line 18, “Office expense.”

ø   Inexpensive surge protectors are included on line 22. But a longer-lasting, more expensive, unin-
terruptible power supply (UPS) is considered a piece of equipment. Deduct the cost on line 13, 
“Depreciation and section 179 expense.”

ø  Telephone answering machine. Report that deduction on line 13.

LINE 23
Taxes and licenses
You can deduct various business taxes, licenses and permits on line 23. But be careful. Certain taxes and li-
censes that are considered business expenses are reported on other lines of Schedule C rather than on line 23.

Employment taxes
If you have employees, you withhold the employees’ share of Social Security, Medicare, state income and 
federal income taxes. All of the taxes that you withhold from the paychecks of your employees are already 
included in employee compensation and are reported on line 26, “Wages,” not on line 23.

However, you must also pay the employer’s share of Social Security and Medicare taxes, federal unemploy-
ment taxes (FUTA), and state unemployment taxes (SUI). The total amount is reported on line 23.

As an employer, you may also be required to make payments to a state unemployment fund or a state dis-
ability benefit fund. Deduct those payments as taxes on line 23.

Caution: Don’t deduct your self-employment tax or federal income taxes on line 23. 

Business licenses and permits
License and regulatory fees you pay to state or local governments are generally deductible on line 23. These 
may include sales permits and business licenses.

However, some licenses and fees related to starting your business may have to be amortized. See IRS 
Publication 535, Business Expenses, for more information.

Certain government-granted licenses and permits are not deductible on line 23. These include liquor li-
censes, taxicab licenses and licenses issued for television or radio broadcasting. If you have a question about 
the deductibility of a license, see IRS Publication 535, Business Expenses, for more information.

Personal property tax
You can deduct taxes imposed by a state or local government on personal property you use in your busi-
ness. Personal property includes furniture, fixtures and office equipment.

You can also deduct registration fees for the right to use property within a state or local area. 

Caution: If you claim business use of a vehicle, don’t deduct license and registration fees or personal 
property taxes on line 23. If you report actual expenses, those are deducted on line 9, “Car and truck 
expenses.” If you use the standard mileage rate, you can’t take an additional deduction for the fees 
and taxes.



State and local sales taxes
State and local sales taxes that you pay in the course of doing business aren’t generally deductible on line 
23, but are included as an additional cost of the underlying expense item.

For instance, if you pay for a service, such as the printing of brochures, you may also pay a sales tax that’s 
included in the total cost of the job. That tax is reported as part of the service. It’s not separated out and 
reported on line 23.

If you purchase property (such as a computer) for your business, the sales tax is treated as part of the cost 
of the property. Don’t deduct the sales tax on line 23.

If you buy property or merchandise for resale, the sales tax, if any, is reported as part of the cost of the 
merchandise. Don’t deduct the sales tax on line 23; instead, those costs would be part of the costs of the 
merchandise, which would ultimately be included as a cost of goods sold when the property is indeed sold. 
If the property is depreciable, add the sales tax to the basis of the asset for depreciation.

Some state and local governments impose sales tax on the seller of goods or services. If you collect those 
taxes and include them in your gross receipts or sales, you can deduct them as a business expense on 
line 23.

Caution: Some states and local governments impose sales tax on buyers. If you collect those taxes 
from customers and pay those taxes to state or local governments, don’t deduct those taxes on line 
23. Those taxes are not reported in your gross receipts or sales, so they aren’t a deductible business 
expense. 

Real estate taxes
You can deduct on line 23 real estate taxes you pay on buildings, land and other 
business property.

Generally, you can’t deduct taxes that local governments may charge for improvements 
that increase the value of your property. That includes assessments for improvements 
such as roads, sewer lines, sidewalks, water mains and public parking facilities.

Also, don’t deduct utility expenses on this line. Charges for utilities such as water and  
sewerage are reported on line 25, “Utilities.”

Caution: If you work from a home office, the real estate taxes you pay on your house aren’t deduct-
ible on line 23. Report those on Form 8829, Expenses for Business Use of Your Home.

Other expenses deductible on line 23
•  Excise taxes

•  Occupational taxes charged by a locality

•  Federal highway use tax

•  State taxes levied on gross income that are directly attributable to your trade or business
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Expenses NOT deductible on line 23
ø   Income taxes. Most income taxes, including federal income taxes, can’t be deducted as a business 

expense. You can generally deduct personal state and local income taxes as an itemized deduction on 
Schedule A, but those items aren’t included on line 23. 

ø   Fuel taxes. Taxes on gasoline, diesel fuel and other motor fuels that you use in your business are 
included as part of the cost of the fuel. Don’t deduct these taxes as a separate item on line 23.

ø   Estate and gift taxes.

For more information
You can get more information about taxes and licenses in these IRS publications:

•  Publication 15, Circular E, Employer’s Tax Guide

•  Publication 510, Excise Taxes

•  Publication 535, Business Expenses

•  Publication 551, Basis of Assets

LINE 24 
Travel, meals, and entertainment
Line 24 is one of the most frequently used by small-business  
owners—travel, meals, and entertainment. This line is also one of  
the most confusing on Schedule C. To help you work through this line,  
we’ll provide step-by-step instructions for each section.

First, be aware that travel expenses are treated differently from meals and 
entertainment on line 24. 

Travel expenses are reported on line 24a. You can deduct 100 percent of travel costs that qualify as business 
expenses. 

Meals and entertainment expenses are reported on line 24b. But the actual deduction you can take for 
these expenses is limited. You must first calculate your deductible meals and entertainment expenses before 
reporting the number on 24b.

24A.  Travel
To deduct a travel expense on line 24a, the expense must meet all of these requirements:

q    The expense must be incurred while traveling overnight away from your tax home. Your tax home 
is your place of business, regardless of where you live. If you qualify for the home office deduction, 
your tax home and family home are the same.

q    The expense must be an ordinary and necessary business expense. An ordinary expense is one that 
is common and accepted in your trade or industry. A necessary expense is one that is helpful and 
appropriate for your business.



q    The expense must be reasonable, considering your specific business circumstances. You can certainly 
fly first class. You can stay at the best hotel in town. The IRS gives you some leeway on these expenses, 
but you can’t deduct extravagant or lavish expenses. Use your best business judgment here.

q    The expense must be incurred for your existing business. You can’t deduct travel expenses you 
incur when starting or acquiring a new business. However, you may be eligible to amortize travel 
expenses in connection with a business start up. See the discussion of business start up expenses 
under Part V, “Other Expenses,” in this book.

Here are some of the common expenses you report on line 24a:

• Lodging

• Air, bus and rail fare

• Tips for lodging, baggage handling, taxicabs, etc.

• Laundry and dry cleaning

• Local transportation at your destination, including airport shuttle, rental car and taxi fare

• Fax services and Internet connections

Caution: If you travel overnight using your own car, don’t deduct your automobile expenses on line 
24a. Instead deduct those costs on line 9, “Car and truck expenses.”

Caution: On line 24a, don’t deduct the cost of meals while traveling for business. Meal expenses 
are deducted on line 24b.

Sooner or later every small-business owner encounters this question: How do I handle travel that combines 
a business purpose with a personal purpose? The IRS is clear about the answer. You can deduct your travel 
expenses to and from the destination only if the trip is related primarily to your existing business. This rule 
holds true even if you conduct some business activities during a trip that is primarily personal.

To determine whether your trip is primarily business or personal, consider the amount of time you spend 
on activities. If you devote most of your time to business activities, then the trip is considered primarily 
business. If you spend most of the trip on personal activities, then the trip is obviously personal. If you take 
a trip that is primarily personal, and you conduct some business while at your destination, you can deduct 
those expenses that would otherwise qualify as business expenses.

Caution: Evaluate your travel expenses according to your facts and circumstances. And keep de-
tailed documentation for those trips you deduct. 

Here’s an example of a primarily personal trip. Harry is an independent sales representative. He sells light-
ing products to big companies. He and his wife fly from Dallas to Denver to go skiing for a week. While 
in Denver, Harry takes three days to visit wholesale lighting shops. He spends $70 on taxi fares to visit 
the shops. Because his trip was primarily personal, Harry can’t deduct any airfare or lodging costs as travel 
expenses. But he can deduct $70 in taxi fares because that cost was directly related to business activities.

As you can see in the above example, the motive and intent for the trip is paramount. On the other hand, 
if Harry took a business trip to Denver to spend three days visiting wholesale lighting shops, the case could 
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be made that the trip was a business trip. If the skiing was incidental to the business trip, Harry’s part of 
the airfare, meals and lodging could be deductible travel.

Here’s another example. Tricia develops database software for small companies. To keep up with the latest 
technology, she travels to the annual Comdex trade show in Las Vegas. She spends each day attending the 
trade show, seminars and conferences. In the evenings, she visits with her family who lives in Las Vegas. 
Tricia can deduct all of her travel expenses to Las Vegas because the trip was related primarily to her busi-
ness. However, the fees she pays to attend the trade show, conferences and seminars aren’t deducted on 
line 24a because they’re not travel expenses. Instead, she deducts those costs in Part V, “Other Expenses,” 
of Schedule C.

Here’s a final example. Rick owns a gift shop in Phoenix. Each year he travels to New York City to see 
the latest retail offerings at the Gift Show Convention. This year, he takes his wife and two children with 
him to New York. They fly to New York and stay in a hotel suite for three days. Each day, Rick attends 
the convention. In the evenings, he and his family go to dinner and a play. As travel expenses, Rick can 
deduct his airfare and lodging (but not that for his family), as well as the transportation costs of getting to 
and from the hotel and the convention site. All of those expenses are directly related to his business. Rick 
can’t deduct the cost of meals for his family, transportation costs for himself or his family in the evenings 
or tickets to plays for himself or his family. Those are personal expenses.

You must have adequate records to substantiate all travel deductions. These records must show the amount, 
time and place, and the business purpose of each expense. Using an expense log is the best way to keep these 
records. Each day, document your business activities and note any out-of-pocket expenses for which you 
don’t receive a receipt. Always get receipts and keep them with your travel log. The IRS requires that you keep 
receipts for all lodging expenses (regardless of the amount) and for any expense of more than $75.

24B. Meals and Entertainment
On line 24b, you enter your deductible meals and entertainment costs for the year. 

First, calculate the cost of all of your business meals and entertainment, but do not write it on line 24b. 
This includes meals and entertainment expenses you incur while traveling on business overnight as well as 
meal and entertainment expenses you incur in the city of your business.

Again, these expenses must be ordinary and necessary business expenses. An ordinary expense is one that is 
common and accepted in your trade or industry. A necessary expense is one that is helpful and appropriate 
for your business.

Deductible business meals fall into three different categories:

•   Meals when you conduct business with business associates or employees  
while in your city of business

•   Meals when you conduct business with business associates while you’re  
traveling overnight on a business trip

•  Meals when you dine alone while you’re traveling overnight on a business trip



To deduct a meal expense on line 24b, the expense must meet all of these requirements:

q    You (or one of your employees) must be present. If one of your employees takes the prospective 
client to lunch to discuss business, the meal is deductible.

q    The meal is not lavish or extravagant. There are times when nothing less than a four-star restaurant 
will do. The IRS recognizes this and gives you some latitude. Use your business judgment.

q   The meal is directly related to or associated with the active conduct of your business.

To be directly related, the meal expense must meet these requirements:

q   You realistically expect the meal will specifically benefit your business in some way.

q   During the meal, you engaged in business discussions with clients. 

The associated-with test is more lenient. Under this test, if you engage in business discussions either di-
rectly before or after the meal, then the meal expense is deductible.

There may be times when you must buy a meal for a business associate and the associate’s spouse or em-
ployee. This often happens when clients from out-of-town come to your city to conduct business. It might 
be impractical or impolite to invite the customer to dinner without also extending the invitation to the 
spouse or employee. In those circumstances, if the meal meets the qualifications for deductibility, the ex-
pense is deductible.

Some meal expenses aren’t deductible. If you dine alone while conducting local business, the cost of the 
meal isn’t deductible. Meals for your spouse or family members aren’t deductible. 

Let’s look at some examples.

Rob drives from Houston to Chattanooga for a business trip. Once in Chattanooga, he stays for two days. 
During his time there, he buys lunch for two business associates. Then he drives back to Houston. Rob’s 
meal expenses for the trip—including his time in Chattanooga—total $225. All of his meal expenses are 
deductible. He dined alone while traveling on a business trip. And he dined with business associates for 
the purpose of conducting business.

Here’s another example. Sarah leaves her home office and drives across town for a meeting with her ac-
countant. After the meeting, Sarah goes alone to a restaurant for lunch. She then returns to her home 
office. Her meal isn’t deductible because she dined alone in the local area in which her home business is 
located. 

Here’s a final example. Judy is a fashion designer. Her client, Ted, comes to town to discuss buying some of 
Judy’s designs. Ted visits Judy’s showroom in the afternoon and purchases some of her designs. Ted’s wife 
has accompanied him on his business trip, and that evening Judy takes Ted and his wife to dinner. The 
meal expense is deductible for Judy because it is associated with the active conduct of her business. She 
can deduct the dinner expense for Ted’s wife because it would have been impolite to treat an out-of-town 
client to dinner without inviting the spouse.
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You must have documentation to substantiate your meal deductions. This documentation can be in the 
form of a receipt or be detailed in an expense log. In either case, you must note the business relationship 
of the people participating in the meal, amount, time and place, and business purpose. If the meal costs 
more that $75, the IRS requires that you have a receipt.

Entertainment expenses can include meals as discussed above. But it can also include much 
more. Entertainment is any activity that provides amusement or recreation. Tickets to sport-
ing events and theaters qualify as entertainment, for example.

To be deductible, entertainment expenses must be ordinary and necessary business expenses. 
They must be incurred while entertaining an existing customer, a potential client, a busi-
ness associate or an employee.

In addition, entertainment expenses must be either directly related to or associated 
with the active conduct of your business. (See the preceding explanation under meal 
expense deductibility.)

Let’s look at some examples.

Janis is a dentist. Once a month, she invites various dentists to the theater and to dinner 
afterward. Janis pays for the tickets and the dinner for all of the dentists. At the dinners, 
the dentists discuss new procedures and technologies. Janis can deduct the cost of the 

theater tickets and the dinners as an entertainment expense because it is associated with the active conduct 
of her business. Janis discussed business after the entertainment event.

Here’s another example. Ken writes screenplays. He attends a convention for agents and directors. At the 
convention, Ken maintains a hospitality suite where he can meet and greet agents and directors. The cost 
of the hospitality suite is a deductible entertainment expense because it is directly related to his business. 
Ken realistically expected to find an agent or director to buy his screenplay.

Here’s a final example. Mark invites Tom to join him for a round of golf at a club where Mark is a member. 
During the round, the two men discuss ways they can promote their business together. Mark pays for the 
round of golf. He also buys drinks and snacks in the clubhouse. He can deduct the golfing costs and the 
drinks and snacks as expenses on line 24b. However, he can’t deduct the dues he pays to be a member of 
the golf club.

There are restrictions on entertainment expenses. Here are some examples of expenses that are NOT de-
ductible as entertainment:

ø   Dues for a golf or athletic club, even if you regularly entertain clients or business associates at the 
club

ø  Fees paid to a hunting club

ø  Fees paid for a “dinner” or “supper” club

Caution: You have tallied 100 percent of your meals and entertainment expenses, but this number 
does not go on line 24b.  You have to calculate your deductible meal and entertainment expenses. 



Calculating your deductible expenses
After totaling all of your meals and entertainment expenses for the year, calculate 50 percent of that total. 
This is your deductible meals and entertainment expense.

Here is an example. Rob took two business trips in 2009. During one to Chattanooga, he spent $225 
on meal expenses. During another trip to Dallas, he spent $100.  To calculate he total deductible meal 
expenses for 2009, Rob would add the cost of the two trips ($325), and take 50 percent of that amount 
($162.50).  Therefore, Rob can deduct $162.50 on line 24b.

Caution: For the year 2009, only 50 percent of meal and entertainment expenses were deductible. 
However, in future years, the IRS may increase the amount of deductions you can take for meals and 
entertainment. Before completing line 24b, always look in the instructions for Schedule C to find the 
current year’s deduction limit.

For more information
Other rules apply for foreign conventions, sky-box rentals and luxury water travel. For more detailed 
explanations about the expenses covered in this chapter, read IRS Publication 463, Travel, Entertainment, 
Gift and Car Expenses.

Two other publications might also be helpful:

• Publication 334, Tax Guide for Small Business

• Publication 535, Business Expenses

LINE 25
Utilities
The costs of utilities for your business are deductible on line 25. These include:

•  Electricity

•  Gas, propane and heating oil

•  Water

•  Sewerage

•  Landfill charges for trash and refuse

Expenses NOT deductible on line 25
ø     Utilities for your home, even if you claim the home office deduction. Instead, deduct 

the portion of utilities used for your home office on Form 8829, line 20.

ø    Utilities paid for some other person or business. Unless the utilities are used in your trade or business, 
they are a nondeductible personal expense.

ø    Utilities in your home for business purposes, but for which you have not claimed (or do not 
qualify for) the home office deduction.
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LINE 26
Wages
Report on line 26 wages you pay your employees. This includes salaries,  
commissions, bonuses and other compensation. 

However, if you’re a manufacturer, not all of your employees’ wages will be  
deducted on line 26. The wages you pay production workers, supervisors and indirect factory  
workers are deducted on line 37 under cost of goods sold in Part III.

For example, you manufacture key chains. You have two production workers who make the key chains. 
You also have an administrative assistant who handles office duties. In this case, the wages for your two 
production workers are reported on line 37 as part of your cost of goods. The wages for your administrative 
assistant are reported on line 26.

Business owner’s income
Although you can deduct wages you pay to employees on line 26, you can’t deduct money that you pay 
yourself. The net earnings from self-employment are represented by the “bottom line” of your Schedule 
C, regardless of how much money you actually pay yourself during the year. Therefore, don’t include pay-
ments to yourself on line 26 or on any other line of Schedule C.

Reimbursed employee expenses
For tax purposes, reimbursed employee expenses can be treated in two different ways, depending upon 
whether the reimbursements are made under an “accountable plan” or a “nonaccountable plan.” As you’ll 
see, an accountable plan requires more record keeping, but it will save you and your employees money. 

•  Accountable plan

Under an accountable plan, reimbursements are excluded from the employee’s gross income. You don’t 
include the reimbursements in an employee’s wages, so you don’t deduct the reimbursements on line 
26. Instead, deduct the reimbursed expenses in the categories to which they pertain. For instance, if you 
reimburse an employee for travel, you deduct that expense on line 24a, “Travel, meals and entertain-
ment.” 

So what qualifies as an accountable plan? You have an accountable plan if you meet three require-
ments:

q    The reimbursements must be deductible business expenses the employee incurs while work-
ing for you.

q    You require substantiation for the expenses. Employees must provide a log, account book, 
statement of expense or similar record that details the expense. Details to support the expense 
include amount, time, use and business purpose, as well as receipts to document expenses.

q    Employees must provide substantiation of expenses within about 60 days and return any 
excess reimbursements to you within about 120 days.



•  Unaccountable plan

Reimbursements made under an unaccountable plan are included in an employee’s wages. You report 
them on IRS Form W-2. Deduct all W-2 wages on line 26.

Because you treat reimbursements as part of employees’ compensation, you’re required to withhold 
income and employment taxes on the reimbursements. You also have to pay the employer’s portion of 
payroll taxes on the reimbursed amounts.

Employment credits
If you hire workers who meet certain employment requirements, you may be entitled to tax credits. These 
credits are then deducted from your total cost of wages reported on line 26. You must complete the follow-
ing forms before claiming an employment credit:

•  Form 5884, Work Opportunity Credit

•  Form 8844, Empowerment Zone Employment Credit

•  Form 8845, Indian Employment Credit

•  Form 8861, Welfare-to-Work Credit

Expenses NOT deductible on line 26
ø     Employee fringe benefits. Deduct expenses for fringe benefits on line 14, “Employee benefit pro-

grams.” 

ø     Pension, profit-sharing and retirement plans. Report those expenses on line 19, “Pension and profit-
sharing plans.”

ø     Wages that you report on line 37 under cost of goods sold.

ø     Commissions and fees you pay to independent contractors. Report those expenses on line 10, 
“Commissions and fees.”

For more information
See these IRS publications for more help:

•  Publication 15, Circular E, Employer’s Tax Guide

•  Publication 15-A, Employer’s Supplemental Tax Guide

•  Publication 15-B, Employer’s Tax Guide to Fringe Benefits

•  Publication 535, Business Expenses
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LINE 27
Other expenses
Include on this line any expenses that you haven’t categorized on other lines within Schedule C. 

However, an important part of the preparation of your Schedule C is the appropriate classification of 
expenses. It’s easy to allow yourself to include items as other expenses that should be classified elsewhere.

The IRS also recognizes this, since each item that you include on line 27 as an other expense must also be 
detailed on line 48, Part V, Schedule C. In fact the detail listed in Part V and summarized on line 48 is the 
amount to be included on line 27, so the two are really the same information.  

Therefore, for a detailed discussion of expenses to include on line 27, see the section on Part V, line 48 in 
this book for more information.

Again, the key point is not to include items here just because it is easy. Take the time to evaluate the most 
appropriate line for each business expense. Only include amounts on line 48 and line 27 that do not fit 
on any other lines of Schedule C.

LINE 28
Total expenses
This line tallies up all of your business expenses except business use of your home. Add lines 8 through 27 
and enter the total on line 28, “Total expenses.”

Tips
•  Don’t include expenses for the business use of your home on line 28. 

•   Don’t forget to carry over your total other expenses from Schedule C, page 2, Part V, line 48, to page 
1, Part II, line 27.

•   Make sure that you’ve reported each expense in its proper category. Also make sure that you haven’t re-
ported an expense more than once. For instance, if you hire an outplacement firm to help secure new 
jobs for laid-off employees, that expense is reported on line 17, “Legal and professional services.” 
Make sure you don’t also include that expense in Part V, “Other Expenses,” on line 48.

•  Check your addition of lines 8 through 27.

•  Finally, check your addition again.



LINE 29
Tentative profit (or loss)
Subtract line 28 from line 7 in Part I. This is your tentative profit or loss. It doesn’t include the deductible 
expenses for the business use of your home. We’ll get to that next.

If you have a loss, enter the figure in parentheses (xxx) on line 29.

If you show a profit, congratulations! Keep up the good work.

Tip
Check your math at least twice. Mathematical discrepancies are the number one reason that the IRS 
changes the tax information submitted via tax returns. So check your math now to save yourself a few 
headaches later.

LINE 30
Expenses for business use of your home
The expenses associated with maintaining a home office are deductible on line 30. But before you can 
claim a deduction, you must complete Form 8829, Expenses for Business Use of Your Home.

Later in this book, we’ll go through Form 8829 line by line. First, however, you must determine whether 
or not your home office qualifies for the deduction.

Regular and exclusive use
To claim a deduction on Schedule C for the use of your home office, the office space must be used “regu-
larly” and “exclusively” for business.

Meeting the exclusivity test is usually the most difficult for small-business owners. “Exclusive” means that 
the space is used solely for business. If your office has a TV that your kids use to play video games, the space 
is not used exclusively for business. If you use the space to entertain guests or house your mother-in-law 
when she visits, the space is not used exclusively for business. If your office doesn’t meet the exclusivity test, 
then you can’t take the home office deduction.

There are some exceptions to the “exclusive” rule. 

The first exception is storage. You can deduct expenses for space that you use for business storage if your 
home office is the only office location for your business. You can take the deduction even if you store busi-
ness and personal items in the same area.

The second exception to exclusivity is if your business is a day-care center operated from your home. In this 
case the space can be used for a day-care facility and for personal purposes. You must allocate the amount 
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of time you use the space for day care and the amount of time that you use the space for your family. We’ll 
talk more about this usage later.

Your home office space must also meet one of these qualifications:

q    It is your principal or main place of business.

q    It is a place where your customers meet with you in the normal course of your business.

q    It is a separate structure, not attached to your home, that is used exclusively in your trade or 
business.

LINE 31
Net profit or loss
This is the final tally, and we are almost there. Subtract line 30 from line 29 and enter the amount on line 
31. If you have a loss, enter the figure in parentheses (XXX). Check your math. Once you have checked all 
of your math, take a few minutes and check the math again.

If you show a profit
Congratulations! Your business is in the black. This is your net profit, also called 
your earned income from self-employment.

The next step is to carry your profit (earned income) amount to Form 1040. 
Simply take the amount shown on line 31 and enter it on Form 1040, line 12. 

Also enter your profit amount on Schedule SE, Self-Employment Tax, line 2.

That’s it. Gather up the forms and explanation statements you filled out in conjunction with Schedule C. 
Attach Schedule C and your supporting forms (SBE for Auto Deductions, 4562 for Depreciation, 8829 
for Home Office Deduction, and other supporting statements) to Form 1040.

If you show a loss
If you show a loss, the amount you can deduct in the current year may be lim-
ited. Before you enter your loss on line 31, go to line 32. See the next instruc-
tions for information about completing line 32 and the amount of the loss that 
is deductible.

LINE 32
Investment risk
If you show a loss on line 31, you must check box 32a or 32b to describe your investment in your business 
activity. If you show a profit on line 31, don’t complete line 32.



The loss that you incur from your Schedule C business is limited to the amount that you have “at risk” in 
the business. This means that the IRS will not allow a deduction for a loss that’s greater than the amount of 
money that you’ve actually put into the business. The amount “at risk” is more than just your cash. It also 
includes loans, property, cash and other investments you’ve made in your business. 

Box 32a
Check box 32a if all of your investment in the business is at risk. Your investment is considered at risk for 
the following items:

q   Money and property you contribute to the business

q    Amounts you borrow for use in the business if you’re personally liable for repayment or if you pledge 
property (other than property used in the business) as security for a loan

If you check box 32a, then carry over the amount of the loss you reported on line 31 to Form 1040, 
line 12. 

Caution: If you check box 32a, but answered “No” to question G in Part I, you may need to com-
plete Form 8582 to calculate your deductible loss.

Box 32b
Check box 32b if some of your business investment is not at risk. This could include the following:

q    Non-recourse loans that are not secured by your own property (other than property used in the 
business). These loans may have been used to acquire the business, finance the business or to 
acquire property used in the business. Non-recourse loans are those that you are not personally 
required to pay back if your business defaults on the loan. 

q    Cash, property or borrowed amounts used in the business (or contributed to the business or used 
to acquire the business) that are protected against loss by a guarantee, stop-loss agreement, or other 
similar arrangement (excluding casualty insurance and insurance against tort liability). 

q    Amounts borrowed for use in the business from a person who has an interest in the business, other 
than as a creditor, or who is related to a person (other than you) having such an interest. 

Here’s the key point to line 32b: If you don’t stand to lose the money, then the losses will not be deduct-
ible. Generally, if you have amounts in the business for which you are not at risk, you’ll have to complete 
Form 6198 to figure your allowable loss. In addition, if you answered “No” to question G in Part I, your 
loss may be limited further. See instructions for Form 8582 for details.

For more information
See these IRS publications for more information about at-risk rules:

•  Publication 535, Business Expenses

•  Publication 925, Passive Activity and At-Risk Rules
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paRT III:
COST OF gOODS 

SOLD

If you sell merchandise to produce income for your business, use this section to calculate your cost of goods sold.

This section applies to any business that sells merchandise to customers. If you make or manufacture prod-
ucts, you must complete this section. If you buy merchandise and resell it to customers, you must complete 
this section—even if you don’t keep any inventory on hand.

If you sell merchandise to customers, but have no inventory on hand at the end of the year, you must still 
complete this section to calculate your cost of goods sold.

If your business doesn’t produce merchandise for sale or doesn’t buy and resell merchandise, then you don’t 
need to complete this section. 

LINE 33
Method used to value closing inventory
Check the box that shows the method you use to determine the value of your closing inventory. 

Most sole proprietors use the cost method of inventory valuation. The cost method means that the value 
of the inventory in your possession is exactly what you paid for it.

For example, you paid $10 each for 600 toy cars. That $10 includes all costs related to the cars, such as taxes, 
freight and storage. Your closing inventory is the number of cars you have in your inventory, multiplied by 
the $10 you paid for each one. Even if the market price for the cars has fallen below $10, and you won’t be 
able to sell the cars for more than $7, you still report the full amount you paid for the cars.

If you value your inventories by any method other than cost, check box (b) or (c). Your method of valuing 
inventory can be any method approved by the IRS.

Caution: You are required to use the cost method of valuing inventory if you use the cash method 
of accounting. 
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LINE 34
Was there any change in determining quantities, costs or 
valuations?
Answer this question yes or no based on your facts and circumstances.

You must answer yes to this question if any of the following apply for the current tax year:

q   You changed the method by which you value your inventory.

q   You changed the method by which you account for the amount of items in your inventory.

q   You changed your inventory accounting methods.

If you answer yes on line 34, you must attach a statement to your Schedule C. In the statement, explain 
what change you made and how it affected the amount of your closing inventory.

LINE 35
Inventory at beginning of year
The ending inventory for the prior year is the beginning inventory for the current year. You can find this 
amount on your prior year Schedule C, line 41.

If there’s a difference between the opening inventory of the current year and the amount on last year’s tax 
return, attach a schedule to explain the differences. The amounts should match from year to year.

LINE 36
Purchases less cost of items withdrawn for personal use
Simply add up the amounts you paid for merchandise during the year and report the total on this line.

The cost of merchandise that you withdrew from sales must not be included on this line. For example, if 
you used products for advertising or promotional purposes, the costs of those products are not included on 
line 36. The cost of merchandise you took for personal use is also excluded on this line.



LINE 37
Cost of labor
Include on this line only the direct and indirect costs of labor to actually produce the merchandise you sell 
to customers. This line is most frequently completed by businesses in the manufacturing, construction and 
mining industries.

Let’s take an example. You sell appliances. You hire a person to load, unload and stock appliances in your 
store. Don’t report that person’s wages on line 37. Instead report that expense on line 26, “Wages.”

Here’s another example. You make furniture. You hire a man to help you assemble the furniture. You hire 
a woman to work as a bookkeeper. The man’s labor helps you produce your merchandise. The cost of his 
wages is reported on line 37. But the woman’s wages are not deductible on line 37, because she doesn’t 
produce merchandise. Deduct her wages on line 26.

LINE 38
Materials and supplies
Only manufacturers must complete this line.

Report on line 38 only the cost of materials and supplies you use in your manufacturing process. 

Caution: Don’t report on line 38 other materials and supplies you use in your business. For instance, 
office supplies such as pens and paper are reported on line 22, “Supplies.”

LINE 39
Other costs
Again, only manufacturers need to complete this line. 

Examples of other costs that are included on line 39 include containers, freight-in, and direct or indirect 
overhead expenses that are necessary expenses of the manufacturing operation.

LINE 40
Add lines 35 through 39
Add your amounts on lines 35 through 39. As always, check your addition again and again. An incorrect 
number here will distort your cost of goods and your net income—and will result in the wrong amount 
of tax on your tax return.
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LINE 41
Inventory at end of year
By now, you’ve physically counted the items in your inventory on the last day of the year. The inventory 
list has been “extended” (your cost per item multiplied by the number of items) so that you now have the 
value of your closing inventory. Report that amount on this line.

Your ending inventory this year will generally be your beginning inventory next year.

LINE 42
Cost of goods sold
This is another “do the math” line item. Subtract line 41 from line 40. Report the total on this line. 

This amount represents your cost of the merchandise sold during the tax year. Transfer this amount to Part I, 
line 4, on page 1 of Schedule C.



There’s no business deduction calculated in this in this section. It’s an informational section only. But it’s critically 
important. The IRS uses the information in this section to review and substantiate your vehicle deductions on 
line 9 of Schedule C. 

If you’re filing Form 4562, Depreciation and Amortization, to depreciate a vehicle used in your business, 
you don’t need to complete this part of Schedule C. Just leave it blank. 

If you take a deduction for the business use of a vehicle and don’t claim depreciation on the vehicle using 
Form 4562, then complete the information requested in Part IV.

If you’re not claiming car or truck expenses on line 9 of Schedule C, you don’t have to complete this sec-
tion.  Just leave it blank.

If you use a fleet of two or more vehicles simultaneously in your business, don’t complete Part IV. See line 
9 instructions in this book for more information.

use oF more thAN oNe VehIcle
If you use more than one vehicle in your business during the year (other than a fleet), leave Part IV blank 
and attach a separate schedule that you create.

For example, you drove one car from January 1 until May 15. You then sold that car and purchased a new 
one. You drove the new car for the remainder of the year. Or perhaps your family owns two cars, and you 
drove both at different times for business purposes.

In those circumstances, you don’t complete Part IV. Instead, use a separate sheet of paper to list the infor-
mation for each of the vehicles you drove. Include on the sheet the exact information for each vehicle that 
is required in Part IV. On line 43 of Part IV, write “See Attached Schedule.” Leave Part IV blank and attach 
the vehicle schedule you created to page 2 of Schedule C.

paRT IV: 
INFORmaTION ON 

YOUR VEHICLE

Part IV:  INFORMATION ON YOUR VEHICLE    65



66    SCHEDULE C: from A to Z

LINE 43
When did you place your vehicle in service?
Simply fill in the month, day and year you began using this vehicle in your business. This is considered the 
“placed in service date.” 

Caution: Be sure you use the date that you began using the vehicle in your business. This date may 
be different from the date you actually purchased the vehicle.

LINE 44
Total miles you drove
Enter the total number of miles you drove for each individual 
purpose.

•   Line A Business: This is for business miles only. Record the 
total miles you drove this vehicle for business purposes 
during the year.

•   Line B Commuting: Enter the miles you used your vehicle 
for commuting to and from your primary business office. 
If you claim the home office deduction, you should not 
report any commuting miles.

•   Line C Other: In this space enter all miles you drove other than for business and commuting. Include 
all of the personal miles you drove.

When the miles entered in Business, Commuting and Other are totaled, you’ll have recorded all of the miles 
put on your business vehicle for the year.

LINE 45
Was your vehicle available for personal use?
If you were able to use the vehicle for personal purposes at times other than your normal work hours, 
answer yes to this question.

If not, answer the question no.

Caution: If you claim the home office deduction, the answer to this question will always be yes.



LINE 46
Do you have another vehicle for personal use?
If you have a vehicle other than the one for which you entered miles on line 44, answer this question yes.

If you don’t have a vehicle other than the one you use for business, answer the question no.

LINE 47a
Do you have evidence to support your deduction?
The IRS wants to know in advance if you have documents to support the deduction you have taken for 
the business use of your vehicle.

Certainly, if you take a vehicle expense deduction, you will answer this question yes.

If you answer no to the question, then you should not take the vehicle expense deduction. You can’t take 
a deduction based on an estimated amount of miles or expense.

LINE 47B
Is the evidence written?
Answer either yes or no to this question. If you answer yes, be sure that you  
actually have written documentation that supports your vehicle deduction.

The best evidence to support a vehicle deduction is contemporaneous and written. 
You should use a log to record the total miles you drive each day. It should show the miles allocated to 
business, personal, commuting and other (such as medical). For business miles driven, your record should 
show the purpose of the miles, including names and addresses of places and people visited.

In addition, keep a record of the actual expenses incurred on the vehicle and the receipts. Remember, you 
can calculate your vehicle deduction using either of two methods: actual expense method or the mileage 
method. You can use whichever method provides you with the largest deduction. So thorough, contempo-
raneous, written records concerning your vehicle are valuable resources. 

Caution: You can switch between using the standard mileage method and actual expenses from 
year to year to get the maximum deduction—but only if you use the mileage method the first year 
you place the vehicle in service for your business. If you use the actual expense method the first year, 
you must use that method for the entire time you use that vehicle for business purposes.
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In Part V, report business expenses that you didn’t report on lines 8 through 26 or on line 30 of Schedule C. Don’t 
take the easy way out and include expenses here that should be included on a separate line of Schedule C.

LINE 48
Total Other Expenses
When reporting expenses on this line, be as specific as possible. List the type and amount of each expense 
separately in the space provided. If you need to, attach another sheet of paper that provides line-by-line 
details of the total expenses you report on line 48.

The amounts included in Part V are totaled on line 48. You then carry that total forward to line 27 of 
Schedule C. 

Following are some of the common expenses you can report in Part V.

Business banking fees
In Part V, deduct fees you pay in conjunction with business bank accounts. This includes checking, savings 
and money market accounts. You might incur fees for:

•  Service charges

•  ATM use

•  Overdrafts

•  Online bill payments

•  Copies of cleared checks

•  Duplicate statements

•  Debit card use

•  Stop payments

paRT V: 
OTHER ExpENSES
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Business credit card fees
If you have credit cards that you use exclusively for business, you can deduct the related 
fees. These might include:

•  Annual fees

•  Late payment fees

•  Fees for going over your line of credit

•  Fees for additional or replacement cards

•  Cash advance fees

Caution: In Part V, don’t deduct the interest you pay for carrying a balance on your business credit 
card. Report the interest expense on line 16b, “Other interest.”

Business organization dues
Fees and dues to certain business-related organizations are deductible on line 48. These include:

•  Chambers of commerce

•  Trade associations

•  Professional organizations such as bar associations and medical associations

•  Civic or public service organizations

•  Business leagues

•  Boards of trade

•  Real estate boards

Caution: Fees for hotel and airline clubs, country clubs, athletic clubs and the like are not deductible 
and are therefore not included in Part V. However, if you pay athletic or gym club memberships for 
your employees, the membership fees are deductible on line 14, “Employee benefit programs.” 

Telephone, including lines you use for Internet connections
Part of the telephone expenses for your home office may be deductible, even if you 
don’t claim the home office deduction.

The IRS assumes that you have at least one personal telephone line in your home. If you use that one 
line for business and personal purposes, you can’t deduct any of the base-rate or regular fees as a business 
expense in Part V. 

However, if you use that personal line to make long-distance calls related to your business, then the long-
distance charges are 100 percent deductible in Part V. When you receive your telephone bill, simply circle 
the business-related calls, total them up at the end of the year and report that total in Part V.

If you have two or more telephone lines in your home that are used for business purposes, the entire 
charges for all the lines after the first are deductible, including the base rate. Remember, the lines must be 
used for business purposes in connection with your active trade or business.



Other common expenses that you can deduct in Part V
•   Postage, shipping and delivery fees, except those included as part of cost of goods sold

•   State unemployment insurance

•   Merchant fees—the amounts credit card companies charge for processing transactions

•   Penalties and fines you pay for nonperformance or late performance of a contract

•   Small tools, such as screwdrivers and hammers

•   Publications and subscriptions to magazines, newsletters and newspapers used in your business

•  Gifts that are business-related. These might include gifts to suppliers, clients, contractors and 
business associates. Gift expenses are limited to $25 per year per recipient. But if you give gifts to 
employees as part of an achievement award or as a fringe benefit, report that expense on line 14, 
“Employee benefit programs.”

•  Antivirus computer software. In most cases, you must depreciate the cost of computer software. 
Antivirus software is the exception. Deduct the full cost in the year you purchase it.

•   Part of the cost of qualified clean-fuel vehicles used in your business. Examples of clean fuels include 
natural gas and hydrogen.

•  At-risk loss deduction. If you had a nondeductible loss in the previous year because of at-risk rules, 
you may be able to deduct that loss on the current year’s Schedule C.

Amortizing business start up costs
Start up expenses occur before the day your business opens its doors. Those start up costs can’t be deducted 
as regular business expenses on lines 8 through 26 on Schedule C. Instead certain business start up costs 
can be amortized and deducted in Part V. By amortizing these costs, you take the deductions over a num-
ber of years instead of taking them all at once in the year you start your business.

If your start up expenses actually result in you launching a business, you can amortize the costs in Part V. 
That means you deduct the start up expenses in equal installments over at least 60 months, starting with 
the month when you open your business. 

Start up costs include expenses for creating an active business, investigating the creation or researching the 
acquisition of a business. 

To qualify as a start up cost that can be amortized and included in Part V, it must meet these two tests:

q   It’s a cost that you could deduct if you operated an existing business.

q   It’s a cost that you incur before the day you open your business.

For example, expenses that would be amortized as deductible start up costs include:

•  Costs of product and market research to determine the feasibility of starting a specific kind of 
business

•  Costs related to selecting a business site

•  Professional and consulting fees paid in forming your business
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•  Advertising for the opening of your business

•  Salaries for training employees

To claim business start up amortization expenses for the first tax year  
you’re in business, you must complete Form 4562, Depreciation and 
Amortization. Enter your amortization costs in Part VI of that form. 
Carry that amount over to Schedule C, Part V, “Other Expenses.”

You must also attach a statement to your Form 4562 that details your  
amortization costs. The statement must contain all of the following information:

q   A description of the business to which the start up costs pertain

q   An itemized list of each start up cost you incurred

q   The month your active business began or the month you acquired the business

q   The number of months in your amortization period (not less than 60)

Although you must file Form 4562 for the first year you claim amortization, you don’t necessarily have to 
use the form in future years. In the future, if you file Form 4562 for other reasons, such as putting a capital 
asset into service, then continue to enter your business start up amortization in Part VI of Form 4562 and 
carry that amount to Schedule C, Part V. If you don’t file Form 4562 in a particular year, simply show your 
amortization deduction in Part V of Schedule C. 

Figuring your amortization is easy. First total up all the costs you paid before your business actually 
started. Divide that total by the length of your amortization period (60 months or longer). The result is 
the monthly deduction amount. 

Let’s take an example. You decide to open a dry cleaning store. You spend $6,000 in start up costs before 
you ever open the doors. That includes finding a store location, training employees, lining up suppliers, 
advertising your grand opening and everything else you need to launch your business. You finally open the 
doors on Sept. 14, 2009. 

In 2009, you decide to amortize your business start up costs for a period of 60 months. Divide your to-
tal costs of start up ($6,000) by your amortization period (60 months). The result is $100. That’s your 
monthly amortization deduction. 

When you file Schedule C for 2009, you’ll also complete Form 4562, Part VI. You’ll carry that amount 
over to Part V on Schedule C. For 2009, the total will be $400. That’s $100 per month, multiplied by the 
four months in 2009 that you operated your business.

When you file Schedule C for years after 2009, your total amortization will be $1,200. That’s your monthly 
amortization deduction of $100 multiplied by the 12 months of the year that you operated your business. 
You’ll report that $1,200 in Part V.



Other amortization expenses deductible in Part V
Amortization costs associated with intangible assets are reported in Part V. Examples of these include:

•  Amounts you pay to acquire, register, expand, protect or defend trademarks or trade names 

•  Amounts you pay for research and experimentation

•  Goodwill

•  The cost of pollution-control facilities

Expenses NOT deductible in Part V
ø    Penalties or fines you pay to government agencies because you violate a law. These might include fines 

you pay for violating city housing codes. Truckers may incur fines for violating state maximum 
highway weights or air quality laws. Those fines aren’t deductible in Part V.

ø   Charitable contributions.

ø   Political contributions.
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If you meet the requirements outlined earlier, then you must complete Form 8829 to take the home office 
deduction.

Complete a separate Form 8829 for each home that you used for business during the year. These line-by-
line instructions will help you correctly complete Form 8829.

Name of proprietor
Enter the name of the business owner on this line. Don’t enter your business name. Also enter the business 
owner’s Social Security number. Don’t enter your Employer Identification Number (EIN).

Part I

Part of Your Home Used for Business

LINE 1 (FORM 8829)

Enter the area in square feet of the part of your home that you use  
exclusively for business. Include space you use for business storage.

Use square footage to calculate your home office area. If you use one room for your home  
office, and the room is 12 feet by 15 feet, then your home office area is 180 square feet (length  
multiplied by width). If you use more than one room exclusively for your business, calculate the total 
square footage for all rooms and enter it on line 1.

If you operate a day-care facility, enter the total square footage you use, even if the space is used for busi-
ness and personal purposes.

FORm 8829

Expenses for  
business Use 

of Your Home
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LINE 2 (FORM 8829)

Enter the total square footage of your home, including the area used for a home office or a day-care facility.

LINE 3 (FORM 8829)

Divide line 1 by line 2. This is the percentage of the space used as your home office compared to the total 
area of your home.

For example, your home is 2,000 square feet. Your home office area is 180 square feet. The figure you enter 
is .09 (180 divided by 2,000).

LINES 4 through 6 (FORM 8829)

If your business is not a day-care center, skip these lines and go to line 7. If you  
operate a day-care facility in your home, complete lines 4 through 6.

Lines 4 through 6 adjust the overall percentage on line 3 for day-care centers that  
do not use the space exclusively for business.

On line 4, enter the total number of hours that you used the space as a day-care  
center during the year. To make the calculation, multiply the total number of days you  
used the space as a day-care center by the number of hours per day that you used it. 

For example, you used the space eight hours per day for 200 days during the year. Multiply 8 by 200. Your 
total is 1,600 hours. Enter 1,600 on line 4. 

Line 5 is already completed for you. Don’t enter anything on this line.

Divide line 4 by line 5. Enter the result on line 6. This is the percentage of the total hours available that 
you used the space for the day care. In our example, the percentage would be 18 (1,600 divided by 8,760); 
therefore, enter .18 on line 6.

LINE 7 (FORM 8829)

This line reports the percentage of business use of your home. If you don’t operate a day-care facility in 
your home, simply enter on line 7 the percentage you reported on line 3. 

If you operate a day-care center, multiply line 6 by line 3 and enter the total on line 7.

Line 7 is now the percentage of your home that is used for business. This is a key figure in your tax calcula-
tions and will impact the amount of expenses you can claim for your home office deduction.



Caution: Check your math before moving on to the remainder of Form 8829.

Part II

Figure Your Allowable Deduction

LINE 8 (FORM 8829)

On line 8 enter the total net earnings from your business, before the inclusion of the expenses related to 
the home office. This amount can be found on your Schedule C, line 29, “Tentative profit (loss).”

Also include on line 8 any gains related to your home that you reported on Form 1040, Schedule D. You 
may have such gains or losses if you sold your home during the year.

If you have an office in addition to your home office, then you’ll need to allocate the earnings from the 
business between the offices. If this applies to you, see the instructions for Form 8829 for additional de-
tail.

The home office deduction is limited to the earnings from your business. So if you don’t have earnings 
from your business, a portion of the home office deduction as calculated on Form 8829 will not be de-
ductible. However, even if you show a loss on line 8, you may still be entitled to deductions found later 
on Form 8829. 

Direct and indirect expenses on lines 9 through 21
The amounts to be reported on lines 9 through 21 are the actual expenses you paid during the year to 
maintain your home and your home office. These expenses must be classified as either “direct” or “indi-
rect.” The distinction is important because all direct expenses are deductible, but only a portion of indirect 
expenses is deductible.

•    Direct expenses: These are expenses that are specific to your home office and are not related to any 
other part of the house. These expenses benefit only the business portion of the house. Direct 
expenses could include utilities if your home office has separate utility meters. Painting or repairs 
made only to the home office space are direct expenses. Report your direct expenses in column (a). 
Don’t include any direct expenses in column (b).

•    Indirect expenses: These are expenses that benefit the entire house, including the space used for your 
home office. Utilities supplied to the entire house, mortgage interest related to the home loan and 
real estate taxes levied on the entire property are examples of indirect expenses. Report indirect ex-
penses in column (b). Don’t include any indirect expenses in column (a).
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Lines 9 through 11
The expenses you report on lines 9 through 11 include casualty losses (line 9), mortgage interest (line 10) 
and real estate taxes (line 11). Enter only amounts on these lines that would be deductible whether or not 
you used part of your home for a business. For instance, if your mortgage interest deduction is limited on 
Form 1040, Schedule A, enter on line 10 only the portion that is deductible on your Schedule A.

Even if you reported a loss on line 8, these amounts may be deductible as a business expense in future years. 
They will, in effect, increase your loss from the business in the current year. This loss will be available to 
offset business income in future years.

LINE 9 (FORM 8829)

On line 9, enter casualty losses that you incurred during the year. Don’t forget to differentiate between 
direct casualty losses and indirect casualty losses.

If you had a qualifying casualty loss during the year, you must complete IRS Form 4684, Casualties and 
Thefts. On line 9 report the amount from Form 4684, line 18.

On Form 4684, the amount of casualty losses that you may qualify for can be limited based on your ad-
justed gross income. The amount from Form 4684, line 18, that you include on Form 8829, line 9, is only 
the amount that would have been allowed if you deducted the amount on Form 1040, Schedule A. The 
remainder, the excess casualty losses, will be reported on line 27 of Form 8829. 

LINE 10 (FORM 8829)

Enter deductible mortgage interest that you paid on the house where your home 
office is located. Don’t include mortgage interest on properties such as second 
homes. Include on line 10 only the amount of mortgage interest you can deduct 
on Form 1040, Schedule A. If you have excess mortgage interest, that amount 
will be deducted later on Form 8829.

LINE 11 (FORM 8829)

Enter real estate taxes you paid on the house where your home office is located. 

Don’t include real estate taxes you paid on other properties, such as a second home.



LINE 12 (FORM 8829)

Add lines 9 through 11 column (a). Enter the total on line 12a.

Add lines 9 through 11 column (b). Enter the total on line 12b.

These are the total direct and indirect expenses of maintaining your home.

LINE 13 (FORM 8829)

Multiply the total on line 12b by the percentage from line 7. Enter the result on line 13. 

Line 13 determines the percentage of indirect costs that are deductible, based on the percentage of square 
footage your home office occupies in your house.

Most small-business owners who take the home office deduction don’t have direct costs to report on lines 
9 through 11. Since most use a room within their houses as the home office, they don’t have a separate 
mortgage or a separate real estate tax bill related to a specific room. So don’t be confused if column (a) for 
lines 9 through 11 is blank on your Form 8829.

LINE 14 (FORM 8829)

Add the total from line 12a and line 13. Enter the result on line 14.

Caution:  Be careful on this one.  Be sure to use the total on line 12a and the total on line 13.  Do 
not use the total that is included on line 12b.

LINE 15 (FORM 8829)

Subtract line 14 from line 8. Enter the total on line 15. If the answer is zero or less, enter 0.

Lines 16 through 21
These lines are similar to lines 9 through 11. On each of these lines, continue to differentiate between 
direct and indirect expenses, as discussed above. It’s possible that you won’t have any expenses to report in 
column (a) since those apply specifically to your home office, not to your entire home.
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LINE 16 (FORM 8829)

Enter excess mortgage interest you paid related to your home. This is the amount that would not be de-
ductible on Schedule A.

LINE 17 (FORM 8829)

Enter the amount of insurance that you paid related to your home. This includes property insurance as 
well as liability insurance.

LINE 18 (FORM 8829)

If you rent rather than own your home, include the rent that you paid during the year on 
line 18.

Caution: If your housing is provided free of charge, and the value of the housing 
is tax exempt, you cannot deduct the rental value of any portion of the housing.

LINE 19 (FORM 8829)

Enter the total amount you paid for repair and maintenance on your home. 

Be sure to differentiate between direct and indirect expenses on this line. If a repair is related solely to the 
home office, make sure you include the amount in column (a), direct expenses. 

Caution: The expenses of improvements made to your home aren’t deductible on this line. Only the 
costs of repairs are deductible. Improvements increase the value or extend the life of your home. 
Repairs keep your house in good working condition. For example, replacing a few roof shingles is a 
repair. Replacing the whole roof is an improvement. 

LINE 20 (FORM 8829)

Enter the total utilities paid in connection with your home. Include payments for electricity, gas, water, 
sewer, security, etc. Don’t enter any telephone expenses on this line.

LINE 21 (FORM 8829)

Enter all other expenses related to the maintenance and operation of your home. This is the catchall line 
for expenses not listed on other lines.



LINE 22 (FORM 8829)

Add lines 16 through 21, column (a). Report the total on line 22 column (a).

Add lines 16 through 21, column (b). Report the total on line 22 column (b).

Make sure you have separated the direct from the indirect expenses.

This line is the total of expenses related to your home office that would not be deductible on your Form 
1040, Schedule A. 

LINE 23 (FORM 8829)

Multiply the total on line 22, column (b) by the percentage on line 7. Enter the result on line 23.

This line reduces the indirect expenses included in lines 16 through 21 to include only the business per-
centage of those expenses. 

LINE 24 (FORM 8829)

Enter any unused home office expenses carried over from the previous year. If you have a carryover amount, 
it will be included on your tax return from last year, on Form 8829, line 42, Operating expenses.

LINE 25 (FORM 8829)

Add line 22, column (a), line 23, column (b) and line 24, column (b). Enter the total on line 25.

LINE 26 (FORM 8829)

Enter the smaller of line 15 or line 25. 

This line represents your allowable operating expenses. 

LINE 27 (FORM 8829)

Subtract line 26 from line 15. Enter the result on line 27. 
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LINE 28 (FORM 8829)

On this line, report any excess casualty losses that you did not report on line 9 above.

Here’s how to determine the amount of excess casualty loss:

•  If you had a casualty loss in the current year, you reported it on Form 4684, Casualties and Thefts. 

•   On line 9 of Form 8829, you reported the amount of casualty loss that would have been allowed if de-
ducted on Form 1040, Schedule A. 

•  Subtract line 9 from the total amount you entered on Form 4684, line 18.

•  Enter the result on line 28.

LINE 29 (FORM 8829)

Before you can report an amount on this line, you must complete Part III, Depreciation of Your Home. 

After completing Part III, carry the amount on line 41 to line 29.

LINE 30 (FORM 8829)

Include on line 30 any carryover amounts from the prior year for excess casualty losses and depreciation. 

Carryover amounts to be included on line 30 of this year’s tax return will be on your tax return from last 
year, Form 8829, line 43, excess casualty losses and depreciation.

LINE 31 (FORM 8829)

Add lines 28, 29 and 30. Enter the total on line 31.

This amount represents the total expense for excess casualty losses, depreciation and any carryover amounts 
from the prior year. 

LINE 32 (FORM 8829)

Enter the smaller of line 27 or line 31.

This is your allowable deduction for excess casualty losses, depreciation and carryover amounts from the 
prior year.



LINE 33 (FORM 8829)

Add lines 14, 26 and 32. Enter the result on line 33. 

This line represents the total deductible costs associated with your home office.

LINE 34 (FORM 8829)

The casualty losses that are allowed in connection with your home office are deductible, but not on Form 
8829.

Enter on line 34 any amounts from lines 14 and 32 that relate to casualty losses. Also enter the total from 
line 33 on Form 4684, Section B.

LINE 35 (FORM 8829)

Subtract line 34 from line 33. Enter the result on line 35.

This is your home office deduction. Enter the amount from this line on Schedule C, line 30.

Part III

Depreciation of Your Home
In claiming the home office deduction, you’ve reclassified a portion of your principle residence as busi-
ness property. Because this portion is business property, you’re allowed a deduction for the use of the asset 
through depreciation.

The allowed depreciation related to your home office is dependent upon the cost basis that you have 
in the property, the business percentage related to your home office and IRS prescribed depreciation 
percentages.

Part III of this form gives you step-by-step instructions on calculating the depreciation related to your 
home. Keep in mind that you can deduct depreciation on your home only if you claim the home office 
deduction.
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LINE 36 (FORM 8829)

Enter the smaller of your home’s fair market value or its adjusted cost basis.

The fair market value is the amount that you could sell the house for today, including the land or lot on 
which it sits.

The adjusted cost basis typically includes the price you paid for the house (and land) plus any major  
improvements you’ve made.

LINE 37 (FORM 8829)

Enter the value of the land that you included on line 36. 

For instance, on line 36 you entered $200,000 as the adjusted cost basis of your home. That included the 
house, valued at $150,000, and the land on which it sits, valued at $50,000.

In that instance, you would enter $50,000 on line 37.

LINE 38 (FORM 8829)

Subtract line 37 from line 36. Enter the result on line 38.

The amount on line 38 is now the basis of your home, excluding the land. This is the gross amount that 
may be depreciated.

LINE 39 (FORM 8829)

Multiply line 38 by the percentage on line 7. Enter the result on line 39.

This is the total basis of your home office.

LINE 40 (FORM 8829)

On line 40, enter your depreciation percentage.

The percentage to use on line 40 depends upon your specific circumstances.

If you used your home office for the entire year, then the percentage to use on line 40 is generally 2.564 
percent.



However, if the current year is the first year that you are claiming depreciation for business use of your 
home, then you will enter a different percentage. To determine the percentage to use, follow these steps:

•  Identify the first month you used the home office for business in the chart below.

•  Report the corresponding percentage on line 40.

For example, if you began using your home office in June, enter 1.391 on line 40.

These amounts are based on a straight-line depreciation using a 39-year useful life and then allocated based 
on how many months you used the property for business. You can find this same chart in the instructions 
for Form 8829.

LINE 41 (FORM 8829)

Multiply line 39 by line 40. Enter the result on line 41. Also report this amount on line 29 of Form 8829.

This is the allowable depreciation related to your home office. 

IF You FIrst used               
the home oFFIce IN

use the FollowINg 
perceNtAge oN lINe 40

January 2.461%
February 2.247%
March 2.033%
April 1.819%
May 1.605%
June 1.391%
July 1.177%
August 0.963%
September 0.749%
October 0.535%
November 0.321%
December 0.107%
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Part IV

Carryover of Unallowed Expenses

LINE 42 (FORM 8829)

Subtract line 26 from line 25. Enter the result on line 42. If the amount is less than zero, enter 0.

This line represents the total operating expenses associated with your home office that you could not de-
duct this year. You can carry over this amount to your next year’s return. 

Tip
It is important for sole proprietors to keep their tax records for at least three years.

LINE 43 (FORM 8829)

Subtract line 32 from line 31. Enter the result on line 43. If the amount is less than zero, enter 0.

This line represents the total excess casualty losses and depreciation associated with your home office that 
you could not deduct this year. You can carry over this amount to your next year’s tax return.

summArY
There you have it, the home office deduction, line by line. Attach Form 8829 to your Schedule C.

Make sure that you keep all of your calculations and your notes with a copy of your tax return. Those items 
will not only help substantiate your deduction if necessary, but will also provide you with a road map for 
next year.

For more INFormAtIoN
For more help with the home office deduction, read IRS Publication 587, Business Use of Your Home.



helpFul Irs publIcAtIoNs
The IRS offers a library full of publications that address business expenses, tax deductions and tax plan-
ning. Here’s a list of publications that might be helpful in running your business:

Publication 15, Circular E, Employer’s Tax Guide

Publication 15-A, Employer’s Supplemental Tax Guide

Publication 15-B, Employer’s Tax Guide to Fringe Benefits

Publication 334, Tax Guide for Small Business

Publication 463, Travel, Entertainment, Gift and Car Expenses

Publication 510, Excise Taxe

Publication 525, Taxable and Nontaxable Income

Publication 529, Miscellaneous Deductions

Publication 535, Business Expenses

Publication 536, Net Operating Losses (NOLs) for Individuals, Estates and Trusts

Publication 537, Installment Sales

Publication 538, Accounting Periods and Methods

Publication 547, Casualties, Disasters and Thefts

Publication 551, Basis of Assets

Publication 560, Retirement Plans for Small Business

Publication 587, Business Use of Your Home (Including Use by Day-Care Providers)

Publication 590, Individual Retirement Arrangements

Publication 910, Guide to Free Tax Services

WHERE TO gET  
Tax HELp  

FROm THE IRS
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Publication 925, Passive Activity and At-Risk Rules

Publication 936, Home Mortgage Interest Deduction

Publication 946, How To Depreciate Property

Publication 1542, Per Diem Rates

helpFul Irs tAx Forms 
IRS tax forms and their line-by-line instructions are also useful. Here’s a short list of forms and schedules 
for sole proprietors. 

Form 1040, Individual Income Tax Return

Form 1040, Schedule C, Profit or Loss from Business

Form 1040, Schedule SE, Self-Employment Tax

Form 4562, Depreciation and Amortization

Form 8829, Expenses for Business Use of Your Home

Form 2106, Employee Business Expenses

gettINg publIcAtIoNs ANd Forms
You can download the forms and publications you need at the IRS Web site, www.irs.gov. To order print 
publications or forms by telephone, call 800-TAXFORMS (800-829-3676).

tAxpAYer AdVocAte
If you’ve unsuccessfully attempted to solve a problem with the IRS, contact the Taxpayer Advocate. This 
advocate represents the taxpayer’s interests within the IRS by helping resolve problems that haven’t been 
handled properly through standard IRS channels.

To contact a Taxpayer Advocate:

•  Call the Taxpayer Advocate at 877-777-4778 or 800-829-4059

•  Call the IRS at 800-829-1040

   or
•  Complete IRS Form 911, Application for Taxpayer Assistance Order, which can then be sent to the 

Advocate.

For more information see IRS Publication 1546, The Taxpayer Advocate Service of the IRS.



Irs oNlINe
You can access the IRS online at www.irs.gov.

The Web site has areas of special interest for small-business owners and self-employed individuals. You 
can also download forms, instructions and publications. 

Irs bY phoNe
•  To ask tax questions: 800-829-1040

•  To order forms, instructions or publications:  
800-829-3676

•  To listen to recorded messages covering various  
tax topics, including the status of your refund:  
800-829-4477

Irs e-FIle
You can file your taxes online for fast payment and to easily authorize an electronic withdrawal by the IRS 
or a refund deposit.  Plus, the IRS sends an official acknowledgment that your return was received.  For 
more information, visit www.irs.gov/efile. 

Where to Get  TAX HELP FROM THE IRS    89





INDEx

Symbols

401(k)  40

A

Accounting method  7, 9–10, 
42, 62

 Accrual  9–10, 32, 42
 Cash  10, 33, 36, 42, 61
Advertising  17–21, 26, 39, 43, 

45, 62, 72
Allocating loan interest  36
Amortization  5, 21, 28, 30, 65, 

72–73, 88

B

Bad debts  16, 38
Business start up costs  71–72
Business use of your home  5, 26, 

33, 36, 40, 44, 47, 56, 
57–58, 75–86, 87, 88

C

Car and truck expenses  5, 
21–24, 33, 46, 49, 
65–67, 

Casualty losses  78, 82, 83, 86
Closing inventory  61, 62, 64
Cost of goods sold  5, 15, 16, 

26, 33, 42, 44, 45, 47, 
54, 55, 61–64, 71

Cost of labor  63

D

Day-care center  57, 75, 76, 87
Debt 16, 32, 34, 36, 37, 38
Depletion  27–28
Depreciation  5, 18, 21, 23, 27, 

28–30, 31, 39, 40, 43, 
45, 46, 47, 58, 65, 72, 
82, 83, 84–85, 86, 88

Direct expenses  77, 80, 81

E

Employee benefit programs  31, 
33, 45, 55, 70, 71

Employer Identification 
Number (EIN)  7, 9, 75

Employment credits  55
Entertainment  20, 21, 23, 24, 

42, 48–53, 54, 87
Exclusive use  57–58

F

Federal unemployment taxes 
(FUTA)  33, 46

Fees  17, 18, 19, 20, 21, 22, 23, 
24, 25–26, 37, 38, 39, 
41, 43, 46, 50, 52, 55, 
69, 70, 72

 Business banking fees  69
 Business credit card fees  70
 Commissions  17, 21, 

25–26, 37, 43, 54, 55
 Merchant fees  71
Fringe benefits  31, 45, 55, 87

G

Gifts  16, 20, 23, 24, 30, 42, 
48, 53, 71, 87

Gross profit  15
Gross receipts  13, 14, 15, 16, 47
Gross sales  14–15

H

Home equity lines of credit  34, 35
Home office  26, 29, 32, 33, 

34, 36, 40, 43, 44, 47, 
48, 51, 53, 57–58, 66, 
67, 70, 75–86

I

Improvements  43, 44, 47, 80, 84
Income 3, 5, 7, 8, 10, 27, 30, 

37, 40, 41, 46, 48, 58, 
61, 63, 78, 87, 88

 Barter 13, 14
 Business owner’s 54
 Gross 13 -16, 47, 54, 78
 Other 16
Independent contractor  17, 26, 

27, 39, 55
Indirect expenses  77, 79, 80, 81
Insurance  14, 23, 31, 32–33, 

42, 59, 71, 80
 Disability insurance  33
 Health insurance  31, 33
Interest  16, 23, 27, 34–37, 43, 

70, 77, 78, 80
Inventory  26, 29, 32, 45, 61, 

62, 64
Investment 16, 25, 36, 37, 58, 59
 Investment risk  58–59
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L

Lease  2, 22, 23, 25, 31, 32, 39, 
41–43

Legal and professional services  
26, 32, 37–39, 56

Licenses  2, 8, 22, 26, 46–48
 And permits 46
 Taxes and 26, 46-48
Listed property  28, 29, 30
Loans  14, 23, 33, 34, 35, 36, 

38, 59, 77

M

Marketing materials  19, 21
Materials and supplies  45, 63
Meals  20, 21, 24, 42, 48–53, 54
Mortgage interest  34–37, 77, 

78, 80

N

NAICS code  8
NASE  iii–v
Net loss  5, 58
Net profit  5, 58

O

Office expense  19, 26, 39–40, 
45, 46, 81

Office supplies  44, 63
Online advertising  18–19
Ordinary and necessary business 

expenses  1, 50, 52

P

Penalties and fines  71, 73
Pension and profit-sharing plans  

25, 31, 40–41, 55
Postage  17, 19, 71
Promotions  20–21
Public relations  19–20

R

Record keeping  1, 54
Reimbursed employee expenses  

54–55
Rent  21, 23, 24, 25, 31, 39, 

40, 41–43, 49, 53, 80
Repairs and maintenance  26, 

43–44
Returns and allowances  15

S

Schedule SE  58, 88
Section 179 expense deduction  

5, 18, 28–30, 31, 40, 
45, 46

SEP (Simplified Employee 
Pension)  31, 40–41

Shipping  19, 20, 26, 71
SIMPLE (Savings Incentive 

Match Plan for 
Employees)  31, 40–41

Social Security number (SSN)  
7, 9, 75

Standard mileage rate  5, 22, 
23, 24, 28, 33, 41, 46

Supplies  18, 39, 44–46, 63

T

Taxes  30, 33, 34, 36, 42, 44, 
46–48, 55, 61, 77, 78, 89

 Personal property  46
 Real estate taxes  47, 77, 78, 79
 Sales taxes  47
 State unemployment taxes  46
Taxes and licenses  26, 46–48
Tax credit  55
Tax services  38, 87
Telephone  29, 39, 46, 70–71, 80
Tentative profit  5, 57, 77
Trade shows  20–21, 43
Travel  20, 21, 23, 24, 37, 39, 

42, 48–53, 54, 87

U

Utilities  32, 39, 40, 47, 53, 77, 80

W

Wages  21, 25, 26, 27, 32, 37, 
46, 54–55, 63

Workers’ compensation  33
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The National Association for the Self-Employed is the nation’s 
leading resource for the self-employed and micro-businesses, 
bringing a broad range of benefi ts to help entrepreneurs succeed 

and to dri ve the continued growth of this vi tal segment of the American economy. The NASE is a 501c 
(6) nonprofi t organization and provides big-business advantages and advocacy ef for ts to hundreds 
of thousands of micro-businesses across the Uni ted States. For more information, visi t  the 
association’s Web si te w w w.NASE.org

Retail Price $19.95

�is updated book from CPAs Robert Hughes and 
Keith Hall o�ers bright prospects for maximizing tax 
deductions for sole proprietors and micro-business 
owners. Schedule C: from A to Z de-mysti�es federal 
tax codes and guidelines that speci�cally apply to the 
self-employed, with the aim of helping business owners 
increase cash available to help their businesses prosper 
and grow. Using a simple-to-follow tutorial approach, 
the book takes owners step-by-step through each line of 
the Schedule C form for sole proprietors and includes 
information to help �lers understand and comply with 
IRS rules. �e book o�ers tips on how to organize 
business expenses and other data throughout the year to

yield more thorough record-keeping and better, more 
productive reporting. As an added bonus, the book also 
includes a line-by-line breakdown of Form 8829, commonly 
referred to as the home o�ce deduction.

In writing Schedule C: from A to Z, authors Robert 
Hughes and Keith Hall have drawn heavily from their 
experience in working with the self-employed as certi�ed 
public accountants. As micro-business owners themselves, 
Hughes and Hall have witnessed �rst-hand how various 
laws and regulations a�ect micro-businesses, and know 
the issues, challenges and opportunities faced by 
America’s 26 million self-employed.
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