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Completely revised and updated for 2017—the must-have resource for saving thousands of

dollars at tax time!Whether you’re a consultant, small-business owner, or independent

contractor, you want to keep more of what you earn. Lower Your Taxes—Big Time! 2017

provides everything you need to know about saving money on April 15—and every other day of

the year. Sandy Botkin has taught hundreds of thousands of taxpayers how to save over $300

million on their taxes with his Tax Reduction Institute seminars. Now, the acclaimed tax expert

shows you how to legally and ethically take advantage of the tax system to get a yearly subsidy

of $5,000 or more back from the IRS—and bulletproof your records forever.Packed with money-

saving strategies, this essential guide includes: • Advice on properly documenting any business

deduction• Expert guidance for getting big tax subsidies for starting a home

business• Legitimate ways to turn tuition, entertainment, orthodontia, vacations, and other

expenses into huge deductions• Important information on small-business tax changes and

extensions recently passed by the American Taxpayer Relief Law, and more• Latest tax law

changes arising from the Protecting Americans From Tax Hikes Law

About the AuthorSandy Botkin is a CPA and former Attorney for the IRS. One of the most well-

known national lecturers in the field of tax reduction and audit proofing techniques, he has

toured with Tony Robbins, Donald Trump, and John Grey. Botkin knows the ins and outs for

those who are business-owners or self-employed and is the author of the audiotape series Tax

Strategies for Business Professionals and Tax Advantages of a Home-Based Business.--This

text refers to an out of print or unavailable edition of this title.
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of or inability to use the work, even if any of them has been advised of the possibility of such
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claim or cause arises in contract, tort or otherwise.ContentsIntroduction: Rich or Poor—Your

ChoicePart 1. Wealth-Building Tax Secrets for Small and Home-Based Business

OwnersChapter 1. Why You Would Be Brain Dead Not to Start a Home-Based Business (If You

Don’t Already Have One)This chapter explains why everyone who is employed should have

some kind of business, preferably a home-based business. If you don’t have one, you are



losing thousands each year.Chapter 2. How to Deduct Your FunHow to deduct your golf,

sporting tickets, movies, and plays—and audit-proof all these deductions. You will learn some

IRS inside secrets and learn about the great $75 exception to keeping receipts, as well as the

home entertainment exception. You will be having twice as much fun if you know it’s deductible!

Chapter 3. How to Turn Your Vacation into a Tax-Deductible Write-OffThis chapter deals with

how to deduct your travel and vacation expenses. It will put thousands in your pocket.Chapter

4. Income Shifting and Income Splitting: One of the Greatest Single Wealth-Building

SecretsHow would you like to completely deduct the equivalent of your kids’ college education,

room and board at college, and their weddings? You can, with income shifting. This chapter

also deals with a great tax planning technique called the gift-sale technique and the “Botkin

Trust,” which allows a double deduction for equipment—and has been approved in numerous

Supreme Court cases. I love this chapter!Chapter 5. How to Turn Your Car into a Tax-

Deductible GoldmineLearn the five methods of IRS-bulletproofing your automobile deductions.

This is a must if you use your car for business.Chapter 6. Home Office: The Misunderstood Key

to Saving $15,000 Every Five YearsThis chapter explains how to convert your home into a tax-

deductible money machine, using little-known audit-proofing strategies. One of my students

told me that this chapter reduced her taxable income by $100,000.Chapter 7. Beating the

Dreaded IRS AuditWhat do you do when you get a letter from the IRS “inviting you in for a

chat”? This chapter covers what your chances are of being audited, your audit rights, how to

reduce your chances of being audited, what to do if you don’t have the money to pay the IRS,

and much more. This is a great chapter and you should read it carefully.Chapter 8. How to

Shield Yourself from the IRS Weapon of Classifying a Business as a HobbyThis chapter

illustrates the practical steps necessary to withstand any “hobby attack” by the IRS. I have

been so successful with clients who have used this information that many accountants have

asked me for copies of this book because of this chapter alone. If you are running a business

out of your home, this chapter could save you a bundle and prevent lots of IRS problems.Part

2. How to Incorporate to Shelter Your WealthChapter 9. Finding the Best Corporate Entity for

Your BusinessHere’s a great overview of the pros and cons of incorporating vs. being a sole

proprietor or being a limited liability corporation.Chapter 10. Forming a Nevada Corporation or

a Limited-Liability Corporation in NevadaMany well-known, wealthy personalities (and many

con artists) incorporate in Nevada. You will learn exactly why. This has been a well-kept secret

—until now!Chapter 11. How to Eliminate up to 40 Percent of Your Social Security and

Medicare Tax with an S CorporationThis technique works especially well for Middle America

businesses.Chapter 12. How to Get Assets and Money into a Corporation Tax-FreeThis

chapter explains what should and what should not be transferred to a corporation. It also

covers a crucial topic that has killed many businesses: dealing with co-owners and partners.

Finally, if you terminate your corporation at a loss, it explains a method that will give you an

ordinary loss rather than a less-valuable capital loss.Part 3. Every Fringe Benefit Available to

Small and Home-Based BusinessesChapter 13. Fringe Benefits You Will Love, Part 1This

chapter deals with most of the wonderful tax-free fringe benefits that you can have in almost

any small business that are not covered in other chapters. I will discuss such perks as payment

for parking, transportation, exercise equipment, employee achievement awards, and much

more.Chapter 14. Fringe Benefits You Will Love, Part 2This chapter continues the discussion of

tax-free fringe benefits from Chapter 13, with parking, transit passes, vanpools, cafeteria plans,

qualified profit-sharing plans, SEPs, SIMPLE IRAs, and more.Part 4. Miscellaneous Tax

StrategiesChapter 15. The Four Most Overlooked Real Estate Tax Deductions in AmericaHere

are the big four: (1) the large deduction for mortgage points, (2) the new universal exclusion



that will allow you to avoid up to $500,000 of gain on your properties every two years, (3)

choosing to make “repairs” vs. “improvements” on your property, and (4) one of the biggest tax

deduction mistakes in divorce situations. In fact, do not get divorced without reading this

chapter!Chapter 16. Making Colleges Less Expensive with Tax PlanningThis chapter highlights

qualified tuition plans for your kids’ future education, which will enable you to pay for college

with tax-free savings. This chapter also explains the benefits of both the Lifetime Learning

Credit and the Hope Tax Credit, both of which result in a dollar-for-dollar reduction in your

taxes. The chapter also covers the rules of deducting student loan interest.Chapter 17. Tax

Planning for Stock and Bond InvestmentsThis chapter deals with many of the most important

tax issues for investors so that they can substantially reduce their taxes on these

investments.Chapter 18. Trader versus Investor: The Best Kept Secret AroundThis chapter will

discuss the little known benefit of being a stock and commodities trader.Chapter 19. Tax

Scams and Other ShamsThis chapter deals with some of the latest tax and other scams that

are being perpetrated today.Chapter 20. The Top 10 Tax QuestionsThis is one chapter you

don’t want to miss.Appendix A: 2016 Tax RatesAppendix B: How to Find a Good

AccountantAppendix C: Health Savings AccountAppendix D: What the New Health Reform

Law Means to YouIndexIntroductionRich or Poor—Your ChoiceWhen a person with money

meets a person with experience, the person with experience will get some money and the

person with money will get some experience.—Harvey MacKay,How to Swim with Sharks

Without Being Eaten AliveThis is not a financial planning book or a book about money.

However, it will probably put more money in your pocket each year than any other book you’ve

read. This is also not a book about investing or wealth building. However, the information

contained here could probably create more wealthy people than any wealth-building book.

Finally, this is also not a book that will show you how to do your own taxes. In fact, there are no

tax forms in this book. However, it will probably reduce your taxes more than any idea that an

accountant has given you and more than any idea that you may have read about in any other

book.Lower Your Taxes—Big Time! is a practical book on tax strategies and IRS audit-proofing

techniques. You will not only learn to significantly reduce your taxes with proven strategies

developed over many years; you will, at the same time, lower your chances of being audited

and make your tax return “IRS-bulletproof.” This sounds contradictory, but I promise you that

these statements are true.Read the quote at the beginning of this chapter again. I intend to

give you the experience you need so you can become both “a person with money” and “a

person with experience.” There are costly ways to gain experience, as anyone who has been

thoroughly audited will tell you, and not-so-costly ways. This book is the not-so-costly way for

you.The idea for this book began to develop when I was a trainer of IRS attorneys. While

working at the IRS, I realized that many people were overpaying their taxes due to a lack of

knowledge or lack of information. In fact, the turning point of my life occurred as a result of

reviewing a friend’s tax return. My friend knew that I was an attorney for the IRS and asked me

to review his tax return for omitted deductions. Although his return had been prepared by a

major accounting firm, I recommended that he file an amended return and get back over

$16,000! As a result of this refund, my friend and his wife had their first vacation outside the

U.S.This experience led me to start my own company, TRI Seminars, Inc. (Tax Reduction

Institute) of Germantown, Maryland, which teaches people how to significantly and legally

reduce their taxes and, at the same time, IRS-bulletproof their records.The ProblemI have seen

time and again many people spending hours fighting over a $200 overcharge by their credit

card company, yet spend little or no time learning how to reduce their tax bite by thousands of

dollars, which would be very easy to do. I often have 100 people in a seminar where I can



guarantee to show tax savings of at least several thousand dollars a year, unlike some

motivational speakers who have thousands of participants with few or no guarantees. I used to

wonder why most people don’t understand the importance of tax strategies. As a result of

many interviews, studies, and phone conversations, I came to realize that there were several

myths that were impoverishing a great majority of people in this country.Myth 1: I didn’t make a

lot of money this year so I don’t need to know about tax planning. This is absolutely false. If you

are a consultant or have a small or home-based business, you have access to the last great

tax shelter left in this country. (If you don’t have a home-based business, read Chapter 1,

where I’ll convince you why you should start one!) If your deductions in your business exceed

your income, you can use that business loss against any form of income that you or your

spouse have, such as rents, dividends, pensions, or even wages.1Example: John and Mary

earned $40,000 in salary but had a side home-based business that generated a loss of

$15,000. They may use this loss to offset their salary in computing their taxable income. Thus,

they only pay tax on $25,000 of income.If your business losses exceed your whole year’s

income, don’t fret. The government actually allows you to carry back all business losses for two

years. You can also offset the last two years of federal taxes and, in most cases, state taxes

that you paid in the last two years. Or you can carry over business losses 20 years and offset

up to the next 20 years of earnings.2Example: John has a net loss from his business of

$10,000. If John had $40,000 of taxable income that he paid tax on two years ago, he can use

this $10,000 loss and reduce his taxable income to $30,000. This is treated as if he had earned

only $30,000 two years ago instead of the $40,000 that he earned and paid tax on. The result

is that he will get a refund due to the carryback of the loss. In fact, even if he paid no taxes in

prior years, he can carry over this loss and offset the next 20 years of earnings.Isn’t life grand!

My point is, knowing about tax planning strategies is important regardless of your income

level.Myth 2: My home-based/small business has to have a profit at least three out of five

consecutive years. Did you believe this myth too? Hundreds of people, including accountants,

have said this to me. This is absolutely false. Congress simply wants you to run your business

like a business and not like a hobby. If you do, you can have losses for many years.3 This will

be discussed in depth in Chapter 8.Myth 3: My accountant takes care of my taxes. A similar

myth is “My spouse takes care of my taxes.” This is the biggest myth of all. These seven words

impoverish more people than any other myth. It’s like saying, “My doctor takes care of my

body.” Wouldn’t it be great if we never had to exercise and could eat all the fattening foods and,

once a year, our doctors would give us a “Roto-Rooter” job? The point is that the tax savings

your accountant can find for you after December 31 are small compared with what you can

save if you are pursuing your own tax strategies before December 31.Myth 4: Tax knowledge

won’t save me that much money anyway. Did you know that taxes are the number-one expense

in this country? If you add up your federal, state, and Social Security taxes, you may find that

what you pay in taxes rivals or exceeds what you pay for food, lodging or mortgage payment,

transportation, and clothing combined!4In a great book entitled The Millionaire Next Door: The

Surprising Secrets of America’s Wealthy,5 the authors analyzed the mindset of

multimillionaires in order to determine what makes them tick. They found a number of

interesting correlations among millionaires. First, most millionaires are frugal and live beneath

their means. Sam Walton, for example, drove a pickup truck. Second, most millionaires believe

that if you want to get rich, you must get your taxes down to the legal minimum. They know that

we have two tax systems in the U.S. You may be thinking, “Right—one for the rich and one for

the poor.” No, that’s not correct. There is one tax system for employees and for those who don’t

know the rules. This system is designed to take your wealth. The second tax system is for self-



employed people who know the rules. This tax system is designed to create economic growth.It

has been estimated that small businesses generate the majority of job growth in the U.S. It isn’t

IBM or Microsoft, but small and home-based businesses. Thus, when lobbyists come to

Congress to get some good tax laws passed for small businesses (and there are good tax

laws), the small business lobbyists can sometimes get what they want. The reason is that

Congress knows that small business is the economic engine behind our economy. In fact,

states that have low taxes on business tend to be more economically successful because they

attract business and jobs. The key is to take advantage of these good tax laws, which means

that you have to know about them. The problem is, as a professor of mine many years ago

said, “We don’t know what we don’t know.” This is, unfortunately, especially true about tax

knowledge.The authors of The Millionaire Next Door concluded that most people who became

millionaires didn’t win a lottery, inherit a lot of money, or make a big stock market gain. They

were, for the most part, average folks who saved a little bit each year, probably from the taxes

saved with good planning, and invested the money in an average investment for 30 or more

years.At first I didn’t believe this, so I ran some numbers. If Tom invests $10,000 annually into

his retirement plan for 30 years (assuming that he has no initial savings), he will have $790,582

in his retirement plan, such as a Roth 401(k) at retirement, at the end of 30 years.6 This all

assumes that he deposited his $10,000 yearly contribution at the end of each year, which is

what most folks do. However, if he had the foresight to make these yearly contributions at the

beginning of each year, his total at retirement would rise to $838,017! This is almost $48,000

more at retirement on the same contributions! Thus the very important point is this: The earlier

in the year you make your contributions, especially for all retirement plans, the more you will

have at retirement. This point cannot be overstated. Notice that if the investment were to be

made for five more years, which would be 35 years, at the beginning of each year, your

projected amount at retirement would be $1,181,208. Thus a measly five more years, putting

away $10,000 per year, would get you an extra $343,191. If you were to put away $10,000 per

year for 40 years instead of the original 30 years, you would have $1,640,477 at retirement,

which is almost double what you would have had after 30 years!What This Book Will CoverWe

will be covering a wide area of tax knowledge.Chapter 1. Why You Would Be Brain Dead Not to

Start a Home-Based Business (If You Don’t Already Have One) explains why everyone who is

employed should have some kind of business, preferably a home-based business. If you don’t

have one, you are losing thousands each year.Chapter 2. How to Deduct Your Fun deals with

entertainment—how to deduct golf, sports tickets, movies, and plays and how to audit-proof all

these deductions. You will also learn some IRS inside secrets and learn about the great $75

exception to keeping receipts as well as the home entertainment exception. You will love the

information in this chapter, since you will be having twice as much fun by deducting your

fun.Chapter 3. How to Turn Your Vacation into a Tax-Deductible Write-Off deals with how to

deduct your travel expenses and how to convert almost any vacation into a deductible business

trip. This chapter will put thousands in your pocket.Chapter 4. Income Shifting and Income

Splitting: One of the Greatest Single Wealth-Building Secrets is for anyone who is married or

who is single with children, whether young or adult, or people with friends. How would you like

to completely deduct the equivalent of your kids’ college education, room and board at college,

and their weddings? You can, with income shifting. This chapter also deals with a great tax

planning technique called the “gift-sale” technique. In fact, if everyone in the country knew

about this one technique, it could reduce the IRS treasury legally by billions of dollars! No

kidding. Finally, we will cover the “Botkin Trust,” which allows a double deduction for equipment

and has been approved in numerous Supreme Court cases. I love this chapter.Chapter 5. How



to Turn Your Car into a Tax-Deductible Goldmine is a must if you use your car for business or

incur automobile expenses for the job. Automobiles are the area that the IRS audits most

frequently because they are big-ticket items. You will learn how to make your car into a tax-

deductible goldmine and learn the five methods of IRS-bullet proofing your automobile

documentation.Chapter 6. Home Office: The Misunderstood Key to Saving $15,000 Every Five

Years explains how to convert your home into a tax-deductible money machine. It focuses

heavily on little-known audit-proofing strategies required by the IRS and shows a great way to

claim a home office year after year and pay very little tax on the sale of the home. One of my

students told me that this chapter reduced her taxable income by $100,000. It is a very

important chapter for anyone who works out of the house.Chapter 7. Beating the Dreaded IRS

Audit deals with a situation that worries far too many taxpayers. What do you do when you get

a letter from the IRS “inviting you in for a chat”? This chapter will cover what your chances are

of being audited, what your audit rights are, how to reduce your chances of being audited, what

to do if you don’t have the money to pay the IRS, and much more. This is a great chapter and

should be read carefully.Chapter 8. How to Shield Yourself from the IRS Weapon of Classifying

a Business as a Hobby deals with an IRS tactic that has become a major issue nationwide.

The IRS can eliminate virtually all business losses if you don’t run your endeavor correctly. This

chapter will illustrate all the practical steps necessary to withstand any “hobby attack” by the

IRS. I have been so successful with clients who have used this information that many

accountants have asked me for copies of this book primarily because of this chapter alone. If

you are running a business out of your home or have a side business, this chapter could save

you a bundle and prevent lots of IRS problems. It is well worth reading this chapter several

times.Chapter 9. Finding the Best Corporate Entity for Your Business will give you a great

overview of the pros and cons of incorporating vs. being a sole proprietor or being a limited

liability company. You will learn the inside secrets of what to look for in deciding whether

incorporating is right for you.Chapter 10. Forming a Nevada Corporation or a Limited-Liability

Corporation in Nevada provides some little-known information. Many well-known, wealthy

personalities (and many con artists) incorporate in Nevada. You will learn exactly why. This has

been a well-kept secret until now!Chapter 11. How to Eliminate up to 40 Percent of Your Social

Security and Medicare Tax with an S Corporation deals with one of the best-kept secrets

among accountants and wealthy clients for years. Now you can learn exactly what the rich

have known for years and learn a great way to substantially reduce those pesky, large Social

Security and Medicare taxes.Chapter 12. How to Get Assets and Money into a Corporation Tax-

Free deals with avoiding some of the pitfalls of forming a corporation. It will also emphasize

what should and, as important, what should not be transferred to a corporation. It covers a very

widespread and crucial area that has killed many businesses: dealing with co-owners and

partners. Finally, if you terminate your corporation at a loss, it explains a method that will give

you an ordinary loss rather than a less-valuable capital loss.Chapter 13. Fringe Benefits You

Will Love, Part 1 deals with most of the wonderful, tax-free fringe benefits that you can have in

almost any small business that are not covered in other chapters. I will discuss such perks as

payment for parking, transportation, exercise equipment, employee achievement awards, and

much more.Chapter 14. Fringe Benefits You Will Love, Part 2 deals with some of the

drawbacks to being a corporation, such as personal service corporations, accumulated

earnings taxes, and more. It’s essential for every person who’s thinking of incorporating to be

aware of these hidden congressionally mandated tax traps.Chapter 15. The Four Most

Overlooked Real Estate Tax Deductions in America deals with four major real estate problems

that affect almost every American at some point in their lives. It explains the large deduction for



mortgage points, deals with the new universal exclusion that will allow you to avoid up to

$500,000 of gain on your properties every two years, describes ways to dramatically increase

your return on investments with the right choice of repairs and improvements, and finally

reveals one of the biggest tax mistakes in divorce situations. In fact, do not get divorced without

reading this chapter!Chapter 16. Making Colleges Less Expensive with Tax Planning

addresses frequently asked questions concerning the deductibility of educational expenses

and details great tax credits available for education. This chapter will also cover the prepaid

tuition plans that will enable you to save money for your kids’ education on a tax-free

basis.Chapter 17. Tax Planning for Stock and Bond Investments deals with many of the most

important tax issues for investors in order to substantially reduce your taxes on these

investments. It also deals with some of the biggest mistakes that accountants and financial

planners have seen with clients.Chapter 18. Trader versus Investor: The Best Kept Secret

Around discusses the little-known benefit of being a stock and commodities trader. Traders can

get many of the benefits available to investors without suffering the disadvantages of reducing

their investment-related expenses. It is really a good chapter to read if you do a lot of short-

term trading in the market.Chapter 19. Tax Scams and Other Shams deals with some of the

latest tax and other scams that are being perpetrated today. Millions of Americans each year

seem to be caught by some of these. This chapter also deals with identity fraud and how to

both stop it and handle it if you become a victim.Chapter 20. The Top 10 Tax Questions

addresses some of the most universal tax issues in America. I’ve also chosen some questions

due to their inherent appeal. It will undoubtedly address some questions that you have asked

yourself at some point or are currently wondering about. This is one chapter that you don’t

want to miss.When I started writing this book, I had several goals in mind. First, I wanted to

show readers, especially consultants, small business owners, and home-based business

owners how to save thousands of dollars on their taxes. Second, I wanted to present the

material in a simplified format without any of the “accountant jargon” or “gobble-dygook.”

Finally, I wanted to emphasize the little-known, audit-proof documentation strategies needed to

survive any IRS audit. As you will see, practicality is the theme of this book, which includes

hundreds of practical tips and suggestions that will save you a bundle each year.This book is a

product of thousands of lectures I have delivered to over 100,000 students over the years. In

these lectures I constantly ask my students to evaluate what was scary to them or what they

didn’t understand. Thus, Lower Your Taxes—Big Time! is the result of an evolutionary process

of 25 years of work.I have also provided all the IRS annotations, which are the legal footnotes

for everything that will be discussed. Everything in this book will be supported with the

appropriate documentation; thus, there will be nothing that will trigger any audit. If there were

any “gray” areas, I omitted them from the discussion.Finally, throughout the book, you will find

icons that look like the one shown here: These indicate a concept, strategy, or action you can

take to lower your taxes—big time!I hope that you get as much enjoyment from reading this

book as I got in writing it.Dedication and AcknowledgmentI would like to dedicate this work to

my wife, Lori, and my children, Jeremy, Matthew, and Allison, for their endless patience, and to

my many students who have helped craft this work with feedback and suggestions. I wish to

thank Mary Glenn, my editor at McGraw-Hill, for her input and timely suggestions. Finally, I also

want to dedicate this book to the U.S. Congress, which makes this work not only possible, but

necessary.Notes1. Section 162 of the Internal Revenue Code (IRC) and Regulations.2.

Section 172 of the IRC.3. Section 183 of the IRC and Regulations thereunder.4. The Tax

Foundation and The Tax Adviser (American Institute of Certified Public Accountants), May

2000.5. The Millionaire Next Door: The Surprising Secrets of America’s Wealthy by Thomas J.



Stanley and William D. Danko (Longstreet Press, 1996).6. From the Vanguard prospectus, the

Growth and Equity Fund had a 10-year rate of return of 12.90 percent. I should note that I am

not necessarily recommending Vanguard. There are many good funds, such as Fidelity, AIM,

Janus, T. Rowe Price, and others.Part 1Wealth-Building Tax Secrets for Small and Home-

Based Business Owners1Why You Would Be Brain Dead Not to Start a Home-Based Business

(If You Don’t Already Have One)Chapter Overview• You will never get rich until you learn to

get your taxes down to the legal minimum.• There are two tax systems in this country—one

for salaried employees, one for small/home-based business owners.• A home-based business

will make you better off than a second income.• Traditional job security has declined over the

years and will continue to do so, making home businesses more attractive.• You will probably

save $2,000–$10,000 per year by starting your own part-time business.There are really two

sets of tax laws in this country. One is for employees; it allows deductions for normal employee

items, such as individual retirement accounts, 401(k)s (if you have one set up by your

company), interest and property taxes on your home, and charity. Then there are the laws for

small and home-based business people who conduct their business either full or part time. In

addition to the tax deductions employees can get, small business people can deduct, with

proper documentation, their house, their spouses (by hiring them), their business vacations,

their cars, and food with colleagues. They can also set up a pension plan that makes any

government plan seem paltry by comparison and deduct most of their “vacation” trips if they

combine them with an appropriate amount of business. (See the discussion in Chapter 3.)The

example below shows how a woman named Lori, who earned a $20,000 salary, took home

only $988 after she deducted all her work-related expenses. Yet she could have netted the

entire $20,000 had she earned it in a home-based business. This is an increase of almost 18

times her take-home pay as an employee.It illustrates why having more than one job in a family

does not produce any major effect on most people’s bank accounts because of the tax

laws.Let’s assume a husband earned $40,000 per year, which is $3,400 per month, and his

wife (I’m calling her Lori) wasn’t working. They had more month than money. (Sound familiar?)

Lori subsequently got an administrative job for $20,000 per year. When examining the

economics of getting this extra income for the family, the results were startling!Lori had to pay

federal and state taxes on her new income. Since they filed jointly, the family’s combined

income was what established their tax bracket. She paid $4,845 in new federal and state taxes,

most of which were nondeductible.Lori had Social Security withheld from her paycheck at the

rate of 7.65 percent, which amounted to an additional nondeductible amount of $1,530 being

extracted from her. She also has to commute to work 10 miles a day round trip, which is

probably conservative for most people. This results in nondeductible commuting costs of

$1,469 in 2013.1Lori also had child care expenses that give a partial tax credit. Quinn figured

that the amount spent over and beyond the tax credit was $6,250 per year.Lori also ate out

each day with colleagues, spending an average of $7 per day for lunch, five days per week.

This results in a nondeductible expense of $1,750 a year.2 (I would love to know where she ate

for only $7!)Now that Lori has a job, she has to have better clothing and much more dry

cleaning. Let’s assume Lori’s increased expenses here were an extra $1,200 per year,

nondeductible, of course.Finally, with both spouses working, Lori wasn’t in the mood to cook,

somewhat akin to my own life. Thus, there were more convenience foods and more eating out.

This resulted in increased food costs of a nondeductible $2,000 per year at the minimum.Add it

all up and Lori’s take-home pay was a paltry $988 a year, for which she had to put up with the

commute and the boss and the corporate hassles. (See the following summary of all these

numbers, so you can do the math yourself.)No wonder more and more people are starting up



home-based and consulting businesses. In fact, according to author David D’Arcangelo, there

are currently an estimated 37 million people working from their homes, “representing a 20-fold

increase over the last 10 years. What’s more is that number is expected to grow by 15 percent

annually and keep on growing!”3 This has become and will continue to become one of the

greatest mass movements in the U.S.If Lori started a home-based business, she would not be

spending dramatically more money then she is currently spending. She would eat out anyway,

go on trips, and have the same car expenses for repairs, gas, and insurance as she did before.

If she has a home-based and/or consulting business, however, many of her expenses become

deductible. This concept is known as “redirecting expenses.” With a home-based or consulting

business, she can now deduct some of the expenses that she is incurring anyway.More

Reasons to Start a Home-Based BusinessIn recent years, the era of large corporate profits

and economic growth came to an end. Moreover, many economists believe things won’t be

getting better any time soon.Remember the American Dream? You worked hard for one

employer, saved your money, and retired with dignity and security. Today, young and middle-

aged alike are realizing that their dream of having a job with a company forever is an illusion.

Just pick up any national paper and you will see companies downsizing, rightsizing, and

capsizing. (Remember Enron and WorldCom.)If this isn’t bad enough, under recent tax laws,

employees are shafted more than ever with limits and thresholds for their employee deductions

and higher Social Security tax limits. This results in more couples working than ever before

and, on many occasions, working at more than one job. It is now almost impossible to have

only one job in the family and make ends meet!Finally, with both spouses away from the home

most of the day, we have more children fending for themselves until their parents get home and

less discipline in the home. (I wonder if some of the shootings that occur in school today aren’t

caused, in part, because many parents aren’t home to take care of their children and supervise

them properly.)The reasons so many people are going into a home-based business or

becoming consultants rather than joining a traditional business are many. There is no commute

(unless you have a really big home), no boss, little if any chance of lawsuits, much less

overhead, and no employees or very few employees. It is for these reasons, according to

Entrepreneur Magazine, that 95 percent of the home-based businesses succeed in their first

year and achieve an average income of $50,250 per year, with many earning much

more.StrategyIf you don’t have a home-based or small business, start one immediately!I

should note that, in addition to all the benefits noted above, Congress will subsidize you while

you’re growing your small business. If your business produces a loss in the first year or so, you

can use that loss against any other income that you have. It can be used against wages earned

as an employee, dividends, pensions, or interest income, or against your spouse’s earnings if

you filed a joint return. If the tax loss exceeds all your and your spouse’s income for the year,

no problem. You can carry back the loss two years and get a refund from the IRS (and from

some states) for up to the last two years of income taxes paid or you can carry over the loss 20

years. You read it right: you can offset up to 20 years of income!Example: Mike earns $50,000

in a job with the government. If he starts a home-based business that generates a tax loss of

$10,000, he pays tax on only $40,000.Hot TipYou can probably save $2,000–$10,000 a year by

starting your own part-time business.In fact, if everyone in America who is employed full-time

got a part-time business and used the strategies suggested in this book, each employee could

easily reduce his or her taxes from $2,000 to $10,000 or more each year. If all the employees

and small business people applied this information, the tax bite in the U.S. would be reduced

by a whopping estimated $300 billion each year. (Of course, Congress would have to change

the laws if this occurred.)Finally, I want to note that you should not set up a business just to



save taxes. Tax savings should be the icing and not the cake. Otherwise, you could run afoul of

the hobby loss statutes (see Chapter 8).What Types of Businesses Should I Consider?This is

one of my most frequently asked questions. Actually, starting a business is not as hard as most

people think. In most cases, there is little or no licensing required and you can operate it out of

your home with few or no overhead costs. The key is deciding what type of business is right for

you.The best business for most people is the one that excites them and/or about which they

have substantial knowledge. Consider the things that you are good at or really like to do.

Consider your hobbies. I know one person who became an antique dealer because he and his

wife loved collecting antiques. Perhaps you like writing and want to be a freelance writer or

freelance editor. Tutoring and training such as giving SAT lessons or music lessons from the

home are becoming fast-growing businesses.Many people become distributors of products or

services out of their homes. If you are good with people, you should also consider one of the

many good network marketing companies. Why? These companies have proven products and

sales literature and you usually don’t have to store or finance inventory or even ship it to

customers. The company does all that for you. It will even give you an account of all your sales

and of all your distributors’ (downline) sales. There is no overhead, such as rent and

employees, so there’s no liability exposure, which can occur in traditional businesses.

Moreover, just about every product that you can think of is currently being marketed using the

network marketing approach.In addition, most network marketing companies provide some

form of residual income that provides a continual stream of income from your distributors from

year to year and month to month. Finally, you get the same or even better tax benefits with

network marketing than you would with any traditional business.The only downside to network

marketing is that some of these operations are shaky. If you go this route, you want to

associate with a company that has been around a while and has a proven track record of

success and proven marketing programs. Many of these companies have a very high failure

rate within the first two years of operation. I would recommend that you consider only

companies that have been around and continuously successful for at least two years. Check

out the various distributors that you want to be associated with. You want successful people

who will teach you and support you. Your best friend may or may not be the ideal

person.Research has constantly shown that it is rarely the business that determines success

or failure. It is usually the business owner. Why does one person succeed and another fail at

the same business? Two words: knowledge and action. Some people want the benefits of

having their own business, but they don’t take action. The result is business failure. Then there

are the people who are always working. They take action all day but still fail. The reason is that

they are not taking the correct actions, the knowledgeable actions that will bring the desired

results. Again, the result is business failure.StrategyGet LUCK—Labor Under Correct

Knowledge.It’s like drilling for oil. If you set up a drilling rig in your backyard, it’s going to fail to

produce oil unless your backyard is in Texas or Alaska. The same rig in a good oil field will

produce a gusher because it was placed where oil was known to exist.The point is that most

people who start businesses or become consultants do so without all the necessary

knowledge. Consequently, many people quit before they acquire through experience the

knowledge that they need—and also without realizing that they are getting substantial tax

breaks.The choice between being rich and being poor, for you and for millions of others, is the

opportunity that starting your own consulting or small business offers. If you have one going

already, then you need to make sure that you’re enjoying the many tax advantages your

brilliance in so doing offers you.Summary• Job prospects are declining and will continue to do

so.• You will never get rich unless you get your tax affairs down to the legal minimum.• There



are two tax systems in this country: one is for employees and one is for small businesses,

consultants, and home-based businesses.• Everyone should have a home-based business

immediately!Notes1. This allowed figure for 2016 is 54 cents per mile.2. This assumes a two-

week vacation.3. David D’Arcangelo, Wealth Starts at Home (McGraw-Hill, 1997), p. 13.2How

to Deduct Your FunTaxes are the price that we pay for civilization.—Oliver Wendell Holmes,

Jr.I’m proud to be paying taxes in the United States. The only thing is, I could be just as proud

for half the money.—Arthur GodfreyChapter Overview• Deduct your meals.• Learn when you

need a receipt and when the IRS doesn’t require receipts.• Deduct theater tickets, golf, plays,

and other associated entertainment.• Deduct season tickets.• Know when a spouse’s meals

would be deductible.• Know how to audit-proof all entertainment for the IRS.• Deduct home

entertainment.• Learn about a special exception for parties at home.• Learn how to deduct

large parties without ever discussing business.• Provide lunches for employees.• Deduct

business club dues and dues to civic organizations.• Find out about the “sales seminar at

home” exception.You are going to love this chapter. It deals with deducting your fun and audit-

proofing your records for the Internal Revenue Service (IRS). It also will cover some exceptions

that most people and even most accountants don’t even know about. It will apply to you if you

have a small business but also if your job requires you to entertain prospects or subordinates

in order to obtain more business or to help motivate employees.I should note that prior to 1987,

you were allowed to deduct 100 percent of any entertainment cost for you or a prospect.

However, as a result of some “tax simplification laws,” your entertainment deductions normally

are limi-ted to 50 percent.1 (In fact, whenever you hear that a member of Congress wants “tax

simplification” or “tax reform,” it doesn’t mean what you think it means. It normally means “stick

it to the taxpayer.”) There are some exceptions to this 50 percent rule, which will be outlined in

this chapter. However, unless noted, the deductions in this chapter will be limited to 50

percent.A question that comes up frequently in my seminars is, “When do I have to keep

receipts?” The IRS has been very taxpayer-friendly lately with respect to receipts. No receipts

are needed for entertainment expenses under $75 per expense.2Example: John takes Mary

out for a prearranged lunch and discusses business. John spends $25 on pretzels. (Hopefully,

they’re good pretzels!) John does not need a receipt because the cost of the entertainment is

under $75.Example: If John spent $85 for lunch, which includes drinks, he then would need a

receipt.Author’s note: Although you technically don’t need entertainment receipts for under $75,

I would keep them anyway. IRS agents love seeing receipts, and it will avoid most problems. If

you lose a receipt or forgot to get one, you can always use this IRS regulation in an audit.There

are several legal requirements for you to deduct your meals with prospects. First, tax law

requires that a business meal be arranged for the purpose of conducting specific business.

Your prospect must reasonably expect a business reason for the meal or

entertainment.3Strategy 1Discuss business when you eat.Example: Sam went to Greasy

Lloyd’s Restaurant for lunch and happened to discuss business with the waitress. This would

not be a deductible business meal because Sam didn’t have business intent to meet with the

waitress, nor did she reasonably expect to discuss business with Sam as part of the

lunch.Example: Let’s assume the same facts as above, but the waitress was Sam’s neighbor

and told Sam to stop by the restaurant where they could discuss Sam’s services as a financial

consultant. As part of the discussion, Sam also orders lunch while he is talking with her. This

would be a deductible business meal because this was clearly a prearranged meeting with an

actual business discussion.A second requirement of the tax law is that you must discuss

business before, during, or after a business meal to qualify for the business meal deduction.4

This was put in because before the tax simplification law (1986 Tax Reform Act), you could



have a quiet business meal and not say anything.As long as your prospect was a legitimate

prospect, this meal was deductible. The law was changed to require you to discuss some

specific business. The key is that you must have and document a clear and specific business

discussion.The third requirement is that the meal must take place in surroundings conducive to

a business discussion.5 The IRS presumes that the active business discussion requirement is

not met if the business meal occurs under circumstances where there is little or no possibility

of engaging in business.6 Eating dinner in a nightclub with a continuous floorshow is an

example of a nonbusiness setting; the same would be true for a large cocktail party.7 Food

purchased at the theater would not be a business meal either.The final requirement is that you

must substantiate your meal or entertainment adequately even if a receipt is not required.8

Here are the exact five questions that you will need to audit-proof your entertainment

forever:9• Who was entertained (business relationship)? The IRS wants you to identify the

person or persons entertained, with names, occupations, official titles, and other corroborative

information to establish the business relationship.• Where did the entertainment take place?

The nature and place of the entertainment (dinner at Greasy Lloyd’s) must be described. When

a charge slip or receipt is obtained, the nature and place usually are self-evident.• When did

the entertainment take place? The definition of time is usually the date when the entertainment

takes place. When entries are made in a diary-type of document, the date on the diary page is

adequate support for time.• Why did the entertainment take place (business purpose)? Of the

five elements, this is the most important. State the exact nature of the business discussion or

activity. Be brief but specific—very specific. If you simply say “prospect” or “goodwill,” this will

not be enough.10 You must be more specific. For example, it would be good enough if you

said, “Tried to get a listing or referral,” “Talked about using my services,” “Talked about disability

insurance needs or financial needs,” or “Talked about opportunity or healthcare needs.”• How

much did the entertainment cost? The cost of the entertainment must be recorded someplace.

As I noted earlier, when the cost is $75 or more, you must retain documentary evidence, such

as a receipt, voucher, or credit-card copy.There is also one other requirement for all

entertainment expenses that was not included in the preceding list. You must record the

answers to these five IRS questions in a timely fashion, which means at or near the time of the

expenditure11 in some kind of notebook, diary, or tax organizer. You don’t need to do this daily,

but the closer in time you document your deductions, the better IRS agents will like

it.12Author’s note: If you follow everything that I noted above, you will never have to worry

about an IRS audit. You will have peace of mind in the face of any audit.Author’s tip: I have

found that if people don’t have something to trigger them to write down these things each day

after each expense, they forget to do it, which results in no deduction. A tax diary or organizer

is not only required by the IRS but also quite useful. Think of a tax diary as audit insurance or

life insurance.An interesting case happened when I was working at the IRS. There was a

consultant who was being audited for his 1985 expenses in 1987. His accountant told him that

he needed to keep some form of tax organizer. He thus converted his appointment book into a

diary by backdating all his mileage and entertainment and travel questions using six pens of

different colors. Some of the pages looked like they were dragged through the mud. Agatha

Christie would have been proud! However, he made one mistake: He used a 1987 diary for his

1985 expenses!Don’t wait until you get audited. Get into the habit of filling out a tax organizer

or daily diary, and you will save thousands—and you will have that peace of mind of never

worrying about an IRS audit.Strategy 2Deduct theater tickets, golf fees, movies, sports tickets,

and other “associated entertainment” expenses. Putting it more plainly, this means deducting

your fun!Generally, Congress and the IRS want you to discuss business in surroundings



conducive to a business discussion. Thus, when you discuss business at a theater, on a golf

course, and in a nightclub, this is not deemed conducive surroundings.13The Internal Revenue

Code allows you to deduct “associated entertainment.”Author’s note: I never could understand

why Congress wouldn’t use wording that everyone understands, such as “fun” instead of

“associated entertainment.” No wonder few people know a lot about the tax strategies that are

available to them.The question that you may have is, “What exactly is ‘associated

entertainment’?” The answer is simple: Associated entertainment, also called goodwill

entertainment, takes place in a nonbusiness setting.14 No business discussion occurs during

the entertainment. The key IRS requirement for you to deduct your fun is that the entertainment

must either precede or follow a substantial and bona fide business discussion during the same

day as the entertainment.15Example: Lee has a business lunch with Karen and discusses

business over lunch. If Lee suggests that they go play golf after the lunch, he may deduct 50

percent of all his golfing costs.Author’s tip: Remember, entertainment is 50 percent deductible

unless there’s a specific exception. When in doubt, you can deduct only 50 percent of the total

expense. You would report the full amount of the entertainment to your accountant, alerting him

or her that this is 100 percent of the entertainment. He or she will then deduct 50 percent on

the tax return. If the entertainment deduction comprises one of the exceptions noted below, this

would have to be separated from other, normal entertainment.To audit-proof your associated

entertainment, you must have a link between the business discussion and the entertainment

showing that you discussed business either before or after the fun on the same day as the

fun.16 See the example in Figure 2-1 that came from the Tax Reduction Institute’s tax

organizer.Figure 2-1. Documentation of a business meal followed by a theater performance.

(Note how the theater is linked to the meal with the word followed.)Note that the business

discussion occurred in a proper business setting during dinner and was followed by

entertainment associated with the dinner discussion. Some examples of associated

entertainment that can be linked to business meals and other direct business discussions

include entertainment in the following places:• Nightclubs• Golf courses• Theaters• Sports

eventsSeason tickets and box seats to theaters and sports events are treated according to the

individual events.17 Each event is treated separately.Strategy 3Deduct season tickets by

event.Example: Jim holds season’s tickets for a professional team. These tickets allow him to

attend 10 games during the year. If he brings prospects to 8 of the games and talks business

with them before or after the game, he treats 80 percent of the cost of these tickets as being

business-related. He thus may deduct 50 percent of the 80 percent of the cost, for 40 percent.

(Entertainment is 50 percent deductible unless I state that this is an exception.)The deduction

is limited to the face value of the ticket plus any state and local taxes.18 Thus, if you pay a

scalper fee that is more than the face value, any deduction will be based on the face value of

the ticket and not the scalper’s price.Author’s note: It is amazing that someone in Congress

actually thinks up this stuff!Charity EventsThere is one interesting IRS twist to this: If you buy

tickets for a charitable event, you are not limited to the face value of the ticket if the following

three conditions apply:19• The event is organized for the primary purpose of benefiting a tax-

exempt charity.• All the net proceeds of the event are contributed to the charity.• The event

uses volunteers for substantially all the work performed in carrying out the event.Thus a

charitable golfing event where all the net funds raised go to the Heart Fund or the United Way,

for example, would be a qualifying event. (I should note that no matter how needy you may feel

that you are, you, personally, are not a qualifying charity.)Strategy 4Deduct for feeding and

entertaining your spouse.One big question that most people have is whether they can deduct

the cost of a meal alone with a spouse. The answer is very clear-cut: Absolutely not! The IRS



has what is known as a “closely connected” spouse rule.Author’s note: At least the government

acknowledges that your spouse is closely connected to you. This rule prevents you from

deducting meals out alone with your spouse. Is there a way to deduct the cost of a spouse?

The answer is yes! The closely connected spouse rule allows you to bring your spouse and

deduct his or her costs whenever you are entertaining another couple.20 In other words, if your

business guest brings a spouse or a guest, you are entitled to bring yours.21 In addition, if you

are not married, you may bring your “significant friend” to help entertain the other couple.

Naturally, you must be entertaining the business guest during the ordinary course of your

business, and you must meet the business discussion and documentation requirements that I

noted earlier in this chapter. I guess that if you are single but living with someone or dating

someone, this would be classified as the “closely connected significant friend rule.”Author’s

elaboration: In case you are curious as to why this deduction for your spouse or significant

friend is allowed when your guest has a companion, the rationale for this distinction is that your

spouse or significant friend can keep the companion busy while you have a one-on-one

conversation with your guest. The key is to note in your tax organizer or diary the name of the

other couple and what you discussed. Moreover, this rule can be carried another step. If the

other couple brings their children, you probably could bring your kids to keep the prospect’s

kids busy. This is probably one of the least understood areas for most people and even for

accountants. In fact, when I have lectured to accountants and ask about this, very few have

heard of this issue.The general rule is that if you pay for the meal for you and your guest(s),

you can deduct 50 percent of the total cost of the meal. If you split the bill, you could

presumably deduct 50 percent of your share of the bill.The IRS may at its whim invoke the

Sutter rule. The Sutter rule allows the IRS to disallow a portion of your business meals when

such meals absorb substantial amounts of your typical living expenses.22Strategy 5Avoid the

Sutter rule.Author’s note: There was a case that a former IRS colleague had that involved a

doctor who claimed $35,000 in meals in one year. This doctor was the biggest example of what

we CPAs call the “P-I-G rule.” His lawyer argued at a hearing that “he only eats for business

reasons.” Obviously, all his deductions were disallowed under the Sutter rule. Practically

speaking, IRS doesn’t try to impose the Sutter rule unless you are deducting a lot of meals for

entertainment. Also, it is questionable whether it is still applicable since Congress changed the

entertainment deduction from 100 percent to 50 percent to take into account that there was

some “personal element” in entertainment. Thus, you may be able to argue that the Sutter rule

does not apply due to the congressional action taken to reduce the deduction for

entertainment.Exceptions to the 50 Percent Deduction RuleThere are a couple of exceptions to

the 50 percent rule for deducting meals. In these exceptions, you can deduct 100 percent of

the meal cost.Strategy 6Some entertainment can be deemed business promotion.The IRS

uses an objective test to determine whether an activity is of a type to constitute entertainment,

which is 50 percent deductible, or more like business promotion, which is 100 percent

deductible. Thus, attending a movie or theatrical performance normally would be considered

entertainment. However, it would be 100 percent deductible and not deemed entertainment if

done so by a professional theater critic or movie critic.23 Similarly, a golf club sales rep or

golfing consultant who plays golf and demonstrates his or her golf clubs, golfing equipment, or

golf training should be able to deduct 100 percent of the greens fees, cost of golf balls, caddie

expenses, etc.Travel agents would be another example of people who would fall into this

category on some expenses. If you were a travel agent and went to various cities to check out

the hotels, restaurants, accommodations, and meeting facilities, you would be able to deduct

all your expenses and not be subject to the 50 percent rule. Obviously, it would be important to



document that you send clients to these places on vacations, document who you met with

(such as the director of catering or the convention service), document that you had made some

appointments in advance to meet with these people, etc.Strategy 7Use entertainment tickets

as business gifts to avoid the $25 ceiling.Tax law limits your maximum deduction to $25 for

business gifts to any one person during the year.24 This limitation applies to gifts of tangible

personal property and not money,25 and even worse, a husband and wife are deemed to be

one taxpayer for purposes of the $25 limit.26Example: Alan, a consultant, gives a client a

housewarming gift of flowers and a giant vase that cost him $300. He may deduct only $25 of

the cost of this business gift. Ugh!One interesting exception is that gifts made to a business

where there is no single person designated to receive or benefit from the gift have no

limit.27Example: I do a lot of programs for Tony Robbins’ Wealth Mastery seminars. Every year

I send to the marketing department and the production department of Robbins Research a big

basket of candy and fruit that cost several hundred dollars each. Since they are sent to each

department without mentioning any names, the entire cost of the baskets is deductible and not

subject to the $25 limitation.If you give gifts of entertainment, you have several alternatives for

treating the cost of the tickets. You have the choice of treating a gift of theater tickets either as

an entertainment expense or as a business gift.28 As an entertainment expense, you could

deduct 50 percent of the cost of the ticket and avoid the $25 limit. As a business gift, you could

deduct 100 percent of the gift up to the $25 limit.29 Moreover, when giving tickets to an event,

you need not be present,30 as you would have to be if you gave away gift certificates to

restaurants, which is discussed below. So how do you decide whether to treat gifts of tickets as

entertainment or as business gifts?The answer is very simple. If the face value of the ticket is

less than $50, you should treat it as a business gift and deduct 100 percent of the cost up to

$25. This would result in a greater deduction than if you classified this as a gift of

entertainment, which allows only a 50 percent deduction. However, if the cost is $50 or greater,

you would want to classify this as entertainment and deduct 50 percent of the ticket cost

without limit.As a result of the tax simplification law (remember that this term means you have

been shafted by Congress), gifts of entertainment or meals are no longer allowed if you are not

present.31 You are entitled to a tax deduction for a business meal only if you are present

during the meal.32Without question, the most overlooked type of entertainment is home

entertainment. This is just as deductible as having a business meal in a restaurant and in some

cases even more deductible.Strategy 8Deduct your entertainment at home.Your home is

already deemed to be a setting conducive to a business discussion.33 If you have a couple in

your home for dinner, it’s easy to have a one-on-one conversation. You do not need to spend

more time trying to conduct business than you spend on entertaining your guests.34 In fact,

there’s no time limit for the business discussion.Example: Sam and Mary entertain Bob and

Alice. Sam has a five-second discussion about getting referrals, and the party lasts four hours.

Bob may deduct the cost of the party. There is no time limit to the business

discussion.Moreover, if you entertain at home and have only a few people for dinner, you

probably won’t spend more than $75 and thus won’t need a receipt.Author’s tip: You have to

discuss business to deduct any entertainment. Here’s one suggestion that I give: Most people

will start out the discussion with some variation of “How’s business?” You should respond,

“Business is unbelievable,” because this response covers the state of your business either way!

However, you need to add one other line, which is, “However, I never have enough business” or

“I never have enough referrals” or “I never have enough clients.” This is quick and to the point,

and it suffices as an appropriate business discussion if it’s clear that you’re asking for business

or referrals.Hot TipDon’t have all your home entertainment be $74.99!Your home entertainment



deductions are secure when you discuss specific business with guests.35 You don’t even need

to discuss business with your spouse or closely connected significant friends to deduct them

too.36 Keep the guest list small (fewer than 12 people). Then you can talk to everyone with

whom you need to discuss business. With small groups, you can easily discuss business with

everyone there.Strategy 9Give small parties at home.When you invite 12 people or more to

your home, you will be hard-pressed to prove to the IRS that you had specific business

discussions with everyone in attendance. Therefore, you must establish some other type of

commercial motivation. It’s not that you can’t talk business with everyone and document this

fact in your diary. It’s just that it would be difficult to do.Strategy 10Deduct entertainment for

large groups.One approach to this problem is to display products on the wall. If you entertain a

group for the purpose of showing a display of your business products or services, commercial

motivation generally is deemed to be clearly established.37 When you combine the display of

products with an invitation that invites the guests for a specific business reason, you greatly

improve your chances for deductibility.38 It is also best that you have little social or personal

relationship with the guests—the less social the better.39One note of caution in home

entertainment: Never, never combine a personal event with a business entertainment event. A

birthday party for your 10-year-old with business guests in attendance won’t cut the mustard

with the IRS.40 The bottom line is that home entertainment, especially when large groups are

involved, is deductible only when you can firmly establish a business motive.41Example:

Wanda (I’ve changed the person’s name for privacy reasons), a real estate professional, invited

100 people over to her home for cocktails to celebrate being in real estate 20 years. This

establishes a business agenda for the party. At the party, she has a buffet with pictures of

properties above the food. She then has her husband take a picture of people looking at the

displays while they’re getting their food. This establishes a clear business setting and motive.

Finally, when she goes shopping, she obtains two receipts from the grocery store: one for the

party food and one for the general household. She staples them together and labels which is

which. She clearly would be allowed to deduct the entire cost of the party (multiplied by the 50

percent limitation).Normally, food and entertainment provided in your home as part of a

business discussion are only 50 percent deductible, as with the general rule for entertainment

deductions. However, food served at a seminar would be an exception to the rule—100 percent

deductible.42 In addition, there was a tax court decision43 that noted that all food and

beverages served to prospects are 100 percent deductible if provided at home during a sales

presentation or sales seminar.Strategy 11Give sales seminars and presentations in your

home.Example: Juan holds sales presentations in his home for his network marketing

business. If Juan provides food and drinks, he may deduct 100 percent of the cost of this

entertainment.Author’s note: The key to this 100 percent deduction is documentation. Again,

you have to show the who, where, when, why, and how much of the entertainment, as

discussed earlier. You should note in your diary or tax organizer who attended (or have your

guests sign a register), the date, what was discussed, what was served, and the cost of the

food.The reasonable cost of providing social or recreational parties for employees, year-end

holiday parties, or a summer outing that is primarily for employees and their families is 100

percent deductible.44,45 You must, however, invite all employees. No discrimination is

allowed.46 Thus, if you have several workers and have a year-end celebration that they, their

families, and you and your spouse attend, you may deduct the whole cost of the party. If it were

just you and your spouse, it would not be deductible. The key is that the social outing be

primarily for employees rather than for the owners and their families.Strategy 12Give parties for

employees.If you have any employees, you may provide lunches to your staff on a tax-free



basis if you provide lunch for over half the employees and any one of the following conditions

holds:47Strategy 13Provide lunches for employees.1. There is a short lunch period48

(generally no more than 45 minutes in length).2. The employees are available for emergencies

(such as ambulance services).49,503. There are insufficient eating facilities nearby.Also,

meals must be furnished on normal workdays.51Strategy 14Deduct dues to business and civic

organizations.You deduct dues paid to business clubs when such payment is in the ordinary

and necessary course of business.52 The terms ordinary and necessary mean that the

expenses are customary, usual or normal, and helpful or appropriate.53 Dues to your local

Chamber of Commerce almost always would be appropriate.54 Dues paid to your professional

societies, such as the Board of Realtors, Life Underwriters, enrolled agents societies,

consultant societies, etc., are deductible.55 Trade association dues also would be deductible if

the association’s purpose is the furthering of the business interests of its members.56 Dues to

community clubs organized to attract tourists and new members to your locality are

deductible.57 Dues to civic organizations such as the Rotary Club, Kiwanis, and Lions Club are

deductible.58Country Club and Health Club DuesAs a result of tax simplification, Congress

eliminated the deduction for country clubs and health clubs.59 However, strange as it may

seem, you can get a deduction for these kinds of clubs if the company reimburses the

employees for the dues to the extent that they are used for business as a working-condition

fringe benefit.60Example: Cornell’s consulting company provides Peter with a country club

membership worth $20,000, which he does not record as compensation. If he substantiates

that 60 percent of the time that he uses the club is for business, he may exclude 60 percent of

the $20,000 cost of the club and be taxed on only $8,000. Cornell’s company may deduct the

entire cost of the membership. I should note that this would work for your employees

regardless of what entity you conduct your business under and should work for you if you are

incorporated.Author’s tip: The key here is documentation. You must show when you or your

employee used the club and to what extent it was used to entertain prospects and discuss

business. A tax diary or tax organizer is a necessity here. A little documentation goes a long

way.Author’s tip: Regardless of the deductibility or nondeductibility of the club dues, any meal

would be deductible (at 50 percent) if you discuss business during the meal. Again, the key is

documentation and writing down the five elements of substantiation.Summary• Strategy 1:

Discussbusiness when you eat—and document everything with the five elements of

documentation—who, where, when, why, and how much.• Strategy 2: Deduct theater tickets,

golf fees, movies, sports tickets, and other “associated entertainment” expenses.• Strategy 3:

Deduct season tickets by event.• Strategy 4: Deduct feeding and entertaining your spouse.•

Strategy 5: Avoid the Sutter rule.• Strategy 6: Some entertainment can be deemed business

promotion.• Strategy 7: Use entertainment tickets as business gifts to avoid the $25 ceiling.•

Strategy 8: Deduct your entertainment at home.• Strategy 9: Give small parties at home.•

Strategy 10: Deduct entertainment for large groups.• Strategy 11: Give sales seminars and

presentations in your home.• Strategy 12: Give parties for employees.• Strategy 13: Provide

lunches for employees.• Strategy 14: Deduct dues to business and civic organizations.Notes1.
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1.132-5(s) of the ITR.3How to Turn Your Vacation into a Tax-Deductible Write-OffThe

politicians’ promises of yesterday are the taxes of today.—Mackenzie KingRead my lips, no

new taxes.—George H. W. BushI have no intention of raising taxes.—Bill ClintonChapter

Overview• Understand when you are on business travel.• Understand the difference

between business transportation and “on the road” expenses.• Know how to deduct your

spouse’s or significant friend’s expenses to any business convention and have the IRS bless

those expenses.• Know how you can maximize your business car usage with conventions

travel, especially when you take family members with you on the trip.• Understand the IRS dry

cleaning rule.• Learn how to avoid the congressional trap of taking courses on the wrong

ships!• Learn how to deduct the expenses for all weekends without doing any work on the

weekends.• Learn about four time-tested reasons to deduct most business trips anywhere in

the world.• Learn how to audit-proof your travel expenses for the IRS.At my seminars people

often ask whether they can deduct their meals while eating alone. The answer is yes, if you are

on business travel, because that will allow a deduction for meals for each day that you are

traveling on business. So, when are you traveling on business?You are on business travel,

according to the IRS, when you are traveling from home, overnight, or for a period of time

sufficient to require sleep.1 For example, assume that you live in Washington, DC, fly to New

York City in the morning, and return that evening. You would not be deemed on business travel

since you were not away from home overnight on business. The IRS would classify this trip to

New York as a non-travel trip. On this trip you would be allowed to deduct only your

transportation costs of getting to the city.2Although the IRS doesn’t specifically state that you

must sleep overnight on your business trip, for all practical purposes, this is usually required.

You may be able to get around this if you take a daily trip to a job location for several weeks

that might be 170 miles away, for example.3 In this situation, even if you didn’t sleep overnight



somewhere, the IRS may deem this to be business travel. However, to save yourself any

uncertainty or challenge, you are better off sleeping somewhere overnight.Author’s elaboration:

I call this the “strange bed” rule. I encourage people who want to establish “business travel”

status to stay overnight in a strange bed, … conducting business. This can be a hotel, a

friend’s home, or a family member’s home. The key is that you rarely stay there and that you

are sleeping at your business location.Notice, however, that it doesn’t have to be in a hotel. If

you choose to stay with friends or a relative, this would be “staying overnight,” as long as you

were on a business trip with a business motive. You should document in your tax organizer

where you stayed and deduct any out-of-pocket expenses that you incurred.I should note that

there is no geographic limit to the business travel. For example, I gave a seminar in

Gaithersburg, Maryland, that is about six minutes from my home. However, I stayed in the hotel

the evening before the meeting to avoid potential car and traffic problems. I was considered to

be on business travel.I should note at this juncture that there is a lot of confusion between

transportation expenses and on-the-road expenses. Many people and many accountants seem

to combine this under one set of rules. However, they are treated differently; each category has

its own separate rule base. It is possible to take a business trip where transportation expenses

are not deductible but on-the-road expenses are deductible.What are the differences?

Transportation expenses are those costs that you incur in getting to and from your

destination.4 The actual cost of your airfare or car costs, if you drove to your destination, would

come under this category. The on-the-road expenses include all costs necessary to sustain life

while on your trip.5 These expenses comprise lodging, meals, laundry, dry cleaning, and

similar expenses.6Author’s tip: Not only are your dry cleaning and laundry expenses deductible

while you are on business travel, but you can deduct the first laundry and dry cleaning

expenses you incur when you get home, as long as your clothing was soiled on the business

trip. You do not need to get your clothes dry-cleaned and laundered while away on the

trip.7The tax law rule is that, for every day you are on business travel, you may deduct 100

percent of your on-the-road expenses8 but only 50 percent of your meal costs.9 An example

will illustrate this.Example: Allison incurs the following on-the-road costs while on business

travel:$400 for hotels$50 for dry cleaning$20 in tips$300 in foodShe may deduct all of the

hotels, dry cleaning, and tips but only $150 of the meal costs, which are limited to 50

percent.You may not, however, deduct the cost of any entertainment where there was no

business motive or prospecting.10 Thus, if you were to go to a movie alone while on the

business trip, the movie would not be deductible. (Darn!)Moreover, the IRS has a convenient

new ruling for travel-related receipts that I mentioned in a previous chapter. The IRS has

stated11 that you don’t need receipts for travel if the expenditure is less than $75 per

expense.Example: Kim spends the following on her business trip:$6.00 for drinks on the plane

$4.00 in skycap tips$6.95 for breakfast$12.00 for lunch$50.00 for a fabulous dinner$300.00 for

airfareShe would only need to keep a receipt for the airfare, which is the only expense that was

$75 or more. She would, however, need to have to document these expenses in some diary or

tax organizer.Strategies to Increase Travel Deductions and Add More FunHire your spouse or

significant friend. If you want to take trips with your spouse or significant other and deduct the

travel expenses for both of you, you must have a legitimate business reason for bringing along

that person.12 If he or she is in an entirely different business than you, taking your spouse to

one of your business conventions would not result in tax deductions for your spouse. He or she

would need to have a business reason for being on the trip, independent of being your

spouse.If you want to take your spouse or significant friend on a business trip or to a

convention, you can do so if he or she is licensed in your business (such as real estate or



securities or insurance) or—and you will like this—can make money for you at the convention!

But what does “make money for you” at the convention or on the business trip mean?

Interestingly, Congress actually defined what this means. Starting in 1994:• Your spouse or

significant friend must be a bona fide employee of your business, and• Your spouse or

significant friend must be traveling for a bona fide business purpose, and• The expense would

otherwise be deductible.Let’s examine what all this means to you. If your spouse helps in

marketing, computer work, or management of your business, it certainly would be important to

take him or her to a convention where courses were given in these areas. If your spouse is

your accountant, on the other hand, you would not be able to take him or her to the convention

unless there were some programs relating to what he or she does, such as tax planning.Take

your business car for family travel. Tax law allows you to deduct the cost of your business

trip.13 If you travel with nonbusiness family members, you are allowed to deduct the cost that

you would have incurred had you taken the trip alone.14 Since traveling with a full car costs no

more than traveling alone, all of your business car expenses are deductible, even if you have

nonbusiness passengers. What this means is that you could deduct your gas and tolls and

increase your business mileage for your car.Author’s tip: For consultants and small business

owners who normally don’t have a lot of business mileage on their vehicles (such as medical or

legal professionals), this point of taking your car to a convention or out-of-town seminars

becomes crucial. This one trip could increase your business use to a significant extent, which

would allow you to depreciate a large portion of your vehicle and deduct a larger portion of

some big expenses, such as insurance and repairs. As we will discuss in Chapter 5, your

deduction for various car expenses is a ratio of your business mileage to your total mileage.

One out-of-town business trip could make a big difference.Lodging and meal expenses. One

common question I get concerns lodging and meals. If you take someone on the trip, your food

costs will be more and your room costs may be more than what you would have spent had you

gone alone. The rule is that you deduct all of your costs as if you had taken the trip alone.15

Thus, if a motel costs $100 for one occupant and $120 for the family, you deduct $100. The

$20 difference is a personal, nondeductible expense. What I recommend for documentation is

either to ask the hotel what the single room rate would be or to remove the rate card from

behind the door. (If you are ever in a room where the rate card is missing, I probably stayed in

that room!)Drive 300 miles a day toward your business destination. The federal government

reimburses IRS employees a full day’s per diem for each 300 miles of travel.16 Take advantage

of this rule. Plan your trips to cover 300 miles a day in direct route to your business destination.

Each such day will count as a full business day and also allow you to deduct your on-the-road

expenses for the day. This 300-mile rule also will determine the maximum amount of travel

days that IRS will allow with your car. You would divide the amount of mileage for your trip by

300 and round up if there is a fraction. This will determine the maximum number of travel days

allowed.Example: Tom drives 800 miles to a convention in Orlando, Florida. He takes his time

in seeing the sights and takes 14 days to go the 800 miles. The IRS will allow only three

business days as travel days (800/300).Take courses on U.S. cruise ships. There are a lot of

organizations recently that are encouraging people to take courses on cruise ships with the

promise of deductibility of those courses. Are all these claims true? The answer is clear-cut: it

depends!If you’re looking for a vacation cruise ship subsidy, this is it—but only if you meet the

four requirements below. You, and possibly your spouse, can deduct up to $2,000 each year for

attending cruise ship conventions directly related to your business, provided:17• The cruise

ship is a registered U.S. vessel.• All ports of call are in the United States or U.S.

possessions.• You submit two supporting statements with your tax return. One statement



signed by you should give the days of transportation, number of hours of the trip, and the

program of the scheduled business activity. In addition, you need a statement signed by an

officer or official of the course or ship showing the number of hours of the business seminar

and how many hours you attended.• More than 50 percent of your total days should be spent

on business. Thus, if the course is for one day but the cruise is for 14 days, you would not get a

deduction for the cruise. See the discussion below on transportation.Make weekends

deductible. How would you like to treat Saturday and Sunday as business days without ever

working on the weekend? Believe it or not, you can treat weekends as business days—if you

know what you are doing.Generally, because it’s so attractive, foreign travel has stricter rules

than domestic travel.18 If you meet these rules, you will satisfy any IRS challenge and lock in

your travel deductions. I will, therefore, focus on the foreign rules for deducting travel expenses,

since this will protect you when traveling both in the U.S. and abroad.When you’re traveling to a

foreign destination, you may count as business days all weekends and legal holidays that fall

between business meeting days.19 Thus, you want to sandwich your weekend days and/or

holidays between business days. This is important to you for two reasons:• You deduct all the

on-the-road expenses for the weekend and holidays.20• You add these days for purposes of

determining if your transportation expenses are deductible.Example: Thelma leaves for a

business meeting in Hawaii on Thursday with a business meeting on both Friday and Monday

and returns home on the following Tuesday night. Saturday and Sunday would be considered

business days since they are sandwiched in between business days (Friday and

Monday).Author’s note: If Friday or Monday is a federal holiday, you can sandwich the weekend

and the holiday between business days. Thus, if the holiday is on a Monday, you would set up

meetings on Friday and Tuesday, thus sandwiching in three days without doing any work on

those three days. They would all be deemed business days for the on-the-road expenses and

for transportation. We really have some great tax laws; it’s just that most people aren’t aware of

them!A second approach to deducting weekends surprisingly comes from an unlikely source—

the IRS! In a private ruling,21 the IRS allowed Saturday and Sunday to be considered business

days if the costs of staying over were less than the savings on airfare of traveling after

Saturday, which is usually the case. The following example will illustrate this point.Example:

Thelma leaves for a convention in Hawaii on Sunday and would have returned home on

Thursday, which would have cost her $1,200. If, however, she stays over in Hawaii Friday and

Saturday and leaves on Sunday, her cost would be $400 (thus saving $800). As long as her

food and lodging for Friday and Saturday and Sunday are less than $800, she may count

Friday, Saturday, and Sunday as business days. She may also count as business days each

convention day and each travel day.Count travel days as business days. This is an idea most

people often overlook. Days in transit are considered business days provided that the travel to

your business destination is by reasonably direct route and does not involve substantial

nonbusiness diversions.22 Remember that when a day is classified as a business day, you can

deduct all your on-the-road costs for that day and the day is counted toward satisfying the

business trip test for transportation, which will be discussed later.Example: Sam leaves New

York for a convention in Vancouver, BC, on Thursday. He has a seminar on Friday and sets up

referral meetings on Monday with various military base personnel. On Tuesday he leaves to

return to New York; however, due to the time zone change, he doesn’t arrive until Wednesday.

Thursday is a business day (travel). Friday is a business day (seminar). Saturday and Sundays

are business days because they were sandwiched between business days. Monday was a

business day because it was a workday. Tuesday and Wednesday are business days due to

being travel days.Although you need to take a reasonably direct route, this requirement does



not affect the mode of transportation that you use. Thus, you may take the trip by automobile,

train, plane, or boat.23 Thus, even if flying to your Hawaii destination would have cost only

$400, you could take a boat to Hawaii that costs $1,400. The cost is not relevant.There is,

however, a special rule for luxury boats. The allowable deduction for cruise ships may not

exceed twice the highest amount generally allowable per day to a low-ranking White House

employee traveling in the United States, multiplied by the number of days on the ship.24 In

addition, if you are simply using the cruise ship as a means of transportation to your business

appointment or seminar, then it does not have to be a U.S. ship and you don’t need any signed

statements, as you would if you took a course on the ship.25Note: Normally the highest federal

per diem rate with the lower 48 states is found in Manhattan; however, this can change based

on the time of the year changes from year to year. You need to do a search of per diem rates or

ask your tax professional.Author’s note: It amazes me that someone would even bother to think

about trivial guidelines like this. So much for tax simplification!Example: You take a six-day

cruise from New York City to London on the Queen Elizabeth II. Your deduction may not

exceed twice the highest federal per diem rate. If the highest federal per diem rate is $366,

your deduction for a six-day trip may not exceed $4,392 per person ($732 per day × six

days).Combine some fun with a business day without losing any deduction. If your presence is

required at a particular place for a specific and bona fide business purpose, that day is counted

as a business day, even if your presence is required for only part of the day.26 This applies

even if you spend more time sightseeing during normal working hours than participating in

business activities.27 Thus, if you were to deliver a document to a client in Washington, DC, or

attend a meeting that lasted 30 minutes, you could spend the rest of the time having fun in

Washington. The key is to set up in advance at least one business appointment.Attend a

convention or a seminar. If a convention or seminar has at least six hours of scheduled

business activities during the day and you attend at least two-thirds of those activities, your day

is considered a business day.28 I call this the “four hour and one minute rule.” Thus, if you

spend the majority of the working hours (generally four hours and one minute) pursuing your

trade or business by attending a convention or seminar, the day is counted as a business

day.When you are prevented from engaging in the conduct of your trade or business due to

circumstances beyond your control, the day is still counted as a business day, even if you

spend the day playing in the sand and enjoying the sun.29Example: Todd was meeting a

prospect in Hawaii with whom he had made an appointment in advance. If the prospect gets

sick and cancels the meeting while Todd is in Hawaii, the entire day would still be deemed a

business day. The same result would occur if Todd was expecting to fly home but the airline

cancelled the flight due to mechanical difficulties and scheduled him to fly home the next

day.Caretake your rental property. Necessary travel to caretake your rental property is

deductible.30 The key is that it must be necessary, which is determined by the facts and

circumstances. If you collect the rents and actively participate in the day-to-day operations of

the rental property, you will obviously have to take some trips to make sure that the property is

in good condition. You will also have to check on rents in the area, make repairs, and speak

with certain vendors.Even if you engage a management company to look after the property,

you must check on their work. Are they maintaining the property? Is the rent reasonable? How

do the tenants feel about the management company, and how does the company feel about

the tenants? It could take several days to get the answers to all these questions and would

certainly justify your trip. The key, again, is to document in your tax diary or tax organizer what

you did and with whom you met.If you spend any days repairing and maintaining the property

on a full-time basis, those days would be deemed business days and not personal days.31



Moreover, even if people related to you use the property for recreation on the same day, the

day is not a personal day.32Visit colleagues and improve your skills and get referrals. The

rationale is that you can learn new business skills from your colleagues. Therefore, you can

design combined business and pleasure trips to make the rules work for you. Again, the key is

to make appointments in advance and document them (with whom did you meet and for how

long?). In addition, give a short description of the business discussion, such as “discussed

sales or marketing techniques.”Example: You live in Washington, DC, and take a trip to Dallas,

Phoenix, San Francisco, Denver, Minneapolis, and Pittsburgh. At each location, you spend a

few days visiting with colleagues to learn new business skills or attempting to get referrals for

any prospects who move to Washington, DC. You take the trip by automobile and drive at least

300 miles each or more each day toward the next visit. Assuming that you made no side trips

for pleasure, all the days would be business days. You would deduct all of your on-the-road

expenses and all days would be business days for the transportation deduction.Get educated

out of town. Most people mistakenly believe that if a course is offered in your hometown it

would be unreasonable to take the same course elsewhere, such as Hawaii. The fact is that

you are allowed deductions for travel to and from educational facilities, meetings, seminars,

and conventions that improve your business—regardless of where the events are held.33

Thus, if the exact same seminar is held both in your hometown and at a nice out-of-town

resort, there is no requirement that you stay at home. At the Tax Reduction Institute, we always

allow our participants to enroll in courses taken anywhere in the country or to transfer to any

course and even encourage exotic locations. Famed speaker, Tony Robbins, takes this concept

one step further: most of his courses and seminars are in Hawaii, Las Vegas, Florida, and

Anaheim, California (where Disneyland is located). Nice planning, Tony!Hunt for a job

anywhere in the U.S. The IRS allows deductions for all expenses directly related to a search for

employment in the same trade or business. It makes no difference if the search is successful or

unsuccessful.34Author’s note: Do not take all your job-hunting trips to the same place every

year! Also, to audit-proof a trip, you need documentation of your intention to search for a job

prior to your trip. You should maintain in your files correspondence before the trip. In addition,

you should maintain in your tax organizer or diary correspondence after the trip as to whom

you met, when you met them, how long the meeting lasted, and a brief description of the

discussion.Maximize your deductions for travel in the U.S. As was discussed, you are allowed

to deduct on-the-road expenses for each day that you are on “business travel status.”

Transportation, however, has a completely separate set of rules, as illustrated by the flowchart

in Figure 3-1.Figure 3-1. Flowchart for deducting transportation expenses when trip combines

business with pleasure.As I discuss the rules, I encourage you to follow along on the flowchart.

Understanding this chart will enable you to determine exactly how many days must be

business days for you to deduct all of your transportation.It is essential that your primary

purpose of the trip be for business.35 Thus, you must have clear business intent before you

leave for the trip. This is a crucial point that has caused a great deal of deductions to be lost

without proper planning. You should document your intent by sending letters to confirm your

appointments or keep copies of e-mails. You don’t need to have all your appointments set up in

advance, but at least a few must be prearranged.Example: Connie is a network marketing

consultant out of Sacramento, California. She wants to go to New York. She advertises for

prospects in The New York Times and keeps a copy of the ad. She also sends confirming

letters to her appointments, noting the day, time, and place for the meeting. This should be

more than enough to satisfy the “intent” test.For trips within the U.S., your primary purpose

must be for business. Although the courts and the IRS have based this on “facts and



circumstances,”36 most cases interpret this to mean that you spend more than one-half your

time attending to business and appointments.37Example: Jim meets with some potential

clients or distributors in Hawaii on Friday and Monday and returns home the following Friday. If

he travels to Hawaii on Thursday, six days out of the nine would be business (Thursday and

Friday for travel, Friday and Monday for work, and the weekend sandwiched between business

days counts as business days). Since six out of nine is more than one-half, Jim may deduct all

of his travel to Hawaii. However, because he has only six business days, he may deduct only

those six days of his on-the-road expenses.Maximize your deductions for foreign travel. Like

most things in tax law, there is very little simplification. Foreign travel has its own rules that

make it different from domestic travel. The general rule is that when you leave the U.S., you

can deduct your transportation as a ratio of business days to total days.38 Thus, if you take a

13-day trip of which 8 were deemed business days, 8/13ths of your transportation would be

deductible. There are, however, two notable exceptions to this rule where you would be able to

deduct 100 percent of your transportation without spending 100 percent of your days on

business.The first exception is known as the one-week loophole.39 You’ll like this! Congress

allows a 100 percent deduction for transportation even if you work on business only one or two

days if you are back home within one week. Thus, if you have a meeting in London on Monday

and you leave for that meeting the previous Sunday, you can deduct all of your transportation if

you are back home by Saturday. If you leave on Saturday, you must be back home by Friday.

Remember: this applies only to foreign trips and you must be home within one week to qualify

for this exception.The second exception to the general rule for foreign travel is if your total

business days equal or exceed 75 percent of the total days away from home, you may deduct

100 percent of your transportation.40Example: Sue has some distributors in Italy. She spends

12 days away from home and meets with her distributors or provides seminars for them or their

customers for eight days. If she has two travel days, she may deduct 100 percent of her

transportation under this exception because she spent 75 percent or more of her days on

business (eight work days and two travel days).Maximize your seminar and convention travel.

The final type of trip that has its own rules is seminar and convention travel. As with the general

rule for domestic travel, you can deduct a percentage of your transportation costs based on the

ratio of business days to the total days.41 However, if you travel outside of what is defined as

“the North American area,” the rules are a lot stricter. You must have a reasonable basis for

being at those conventions,42 which is a much tougher standard than for domestic conventions

or seminars or going within the North American area.This North American area comprises the

United States and its possessions, the Trust Territory of the Pacific Islands, Canada, and

Mexico. Puerto Rico is considered a U.S. possession and thus is within the North American

area.43 In addition, the U.S., as a result of treaties, has added the Caribbean Basin countries

to this area.44 These countries are Barbados, Bermuda, Dominica, the Dominican Republic,

Grenada, Guyana, Honduras, Jamaica, Trinidad and Tobago, Saint Lucia, and Costa Rica.

(There must have been some members of Congress who wanted to visit these

countries!)Example: Carol and Nick attend a convention for U.S. makeup artists. If the

convention is held in the defined North American area, it would be deductible; however, if held

outside this area, it probably would not be deductible.Author’s note: If you are attending a

convention or seminar outside of the defined North American area, you must have a strong

reason for being there. Thus, for example, if you’re a lawyer who deals in international law, you

normally can’t take a seminar or attend a convention in France. If, however, a seminar in

France covers some specialized French law topic to which your practice relates and you can’t

get this training anywhere within the defined North American area, you could probably deduct



the seminar in France.Just to get you used to using the flowchart, we’ll start off with the first

question: “Was it a business trip?” If you didn’t have business intent before you left for the trip,

you would get no transportation deduction.Let’s use some examples to pull all these rules

together and to get you to use the flowchart.Example: Sam takes a 10-day trip to San Diego for

a convention. The convention lasts five days, but he also has two travel (business) days. Thus,

there are seven business days out of 10. It was a business trip. We proceed to the box, “Trip for

business convention or seminar?” The answer would be yes. The next box asks, “Outside of

the Defined North American Area.” The answer would be no, since San Diego is within that

area.The next box asks, “Were more than 50 percent of the total days including travel days

spent on business?” The answer would be yes (seven business days out of 10). Thus, Sam can

deduct 100 percent of his transportation. In addition, because he has seven business days, he

can deduct seven days of on-the-road expenses.Author’s note: If this trip were outside the

area, such as France, he would have to have a good reason to be there for his

business.Example: Sam wants to set up a distributor network in Hawaii. He spends three days

meeting with people and two travel days out of a 14-day trip. How much of his transportation

can he deduct? Let’s examine the flowchart. Was it a business trip? The answer would be yes.

The next box asks, “Trip for business convention or seminar?” This would be no, since he’s

meeting prospects and not attending a seminar or convention. The next block asks, was the

trip “Outside of the United States?” Last time I looked, Hawaii was clearly a state; thus, the

answer would be no. The next block asks, “Were more than 50 percent of the days including

travel days spent on business?” Is 5 out of 14 total days more than 50 percent? The answer

would be no: Sam would get no deduction for transportation! He did, however, have five

business days and would be able to deduct five days’ worth of on-the-road expenses. Here is a

good example of being able to deduct on-the-road expenses but not any transportation costs.

He would have to have at least three more business days to deduct the whole transportation,

with eight business days out of 14, which is more than half. I hope you finally understand how

useful this flowchart is and hope that you can use it. Feel free to play around with it and try

various types of trips.Documentation and Audit-Proof TechniquesAs I mentioned before, there

is a great receipt rule: you do not need receipts for any travel expenses under $75 per

expense.45 Lodging, however, is an exception. If you pay for any lodging, you must get a

receipt.46 If you do not keep a good diary or tax organizer, you will need receipts for any travel

expenses, even for those under $75. You may not simply make approximations while

traveling.Example: Janet stays in the Bates Motel, where the cost was only $22. (Apparently

she hasn’t seen the movie, Psycho.) She would need a receipt, since the expense is for

lodging.Author’s note: Frequently, to save money on the trip, people stay with their friends or

relatives. Unless you pay them for lodging, which isn’t a bad idea, you wouldn’t need a receipt,

since you get no lodging deduction when you don’t pay anything. You can, however, deduct on-

the-road expenses that you incur. In addition, as I suggested, it might be wise to pay your

relative a lodging fee. The IRS and Congress have a provision that anyone who receives less

than two weeks of rent does not have to report this rent as income,47 but you would still get a

deduction for the rent.Example: Sue attends a convention in Phoenix, but stays with her son

while she is there. If she pays her son $100 per day for her week’s stay, she can deduct the full

$700 and her son does not report this $700 as income. What a great country!The IRS allows

self-employed taxpayers to use their per diem rates for meals and incidental expenses without

having to keep receipts.48 This amount varies generally between $30 and $46 per day,

depending on location.49 The IRS also has a per diem for lodging, but it can’t be used for self-

employed individuals.50Author’s note: Although it may seem “nice” of the IRS to not require



receipts for your meals and incidental expenses and give you a daily deduction of between $39

and $64, however, it really isn’t recommended to use this method. Frankly, if you hear that

something is the IRS method, would you think that it’s good for you? You don’t need receipts

anyway, if the expense is under $75 per item! Thus, the IRS is, in effect, giving you “snow in

the winter.”The travel expense documentation rules are easily summarized. Either write down

the expense properly on the day it happens or lose it. Congress continually reemphasizes that

the IRS is not to use or allow approximations of travel expenses.51 In addition, when you have

the right documentation in a daily log, diary, or tax organizer, the IRS spends much less time

looking at your records.You are to keep your on-the-road expenses separate from your

transportation expenses. As a reminder, on-the-road expenses are deductible for a business

day52 and transportation expenses are deductible for a business trip.53
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King, “SAVE THOUSANDS OF DOLLARS. According to the author, everybody should have

some sort of home-based business. In fact, he says that you’d be “brain dead” not to start a

home-based-enterprise. The tax benefits could save you thousands of dollars. And that’s the

number one reason you should read his book. After reading it myself, I totally agree with him.

Therefore It was easy for me to give Sandy Botkin’s “Lower Your Taxes, Wealth-Building, Tax

Reduction Secrets from an IRS Insider” a five-star rating.It has been my experience that most

people think that taxes are about the dullest thing on earth. It’s understandable. I mean with

hundreds of pages of IRS mumbo jumbo to wade through just to file your annual taxes, it’s

crazy. But “Lower Your Taxes” cuts through all of that confusing jargon. In and easy to read

style, including down to earth sentence’s and clear examples, the reader is guided through a

host of super beneficial tax breaks available to anyone who is willing to take the time to read
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the book. Literally everything is covered including how to determine the your best choice of

business organization. It’s not that deep and I’m sure many of the things discussed in this book

might even surprise you.The message of this book is clear. You do not have to be a big

corporation to reap the benefits embedded in the tax codes, and save thousands of dollars.

That’s money in your pocket. If you are looking for credibility, Sandy Botkin, is a CPA and

former IRS attorney.”

anonymousmrandmrs, “and I have already recommended it to 3 other people to purchase. I

bought this book used, and I have already recommended it to 3 other people to purchase. I

cannot believe the # of things in here that I would never have had awareness of, even though I

have been itemizing deductions on Schedule C for many years. Grateful to be aware of new

ideas, and things to ask my accountant about in the future. Writer has some odd "personality"

things that seep in throughout that are a tiny bit annoying (or just kind of funny to chuckle at I

suppose in taking in his worldview and political leanings- outside of the tax advice), but that is

such a non-issue, it's not even worth mentioning. :) One of the most valuable books I have

bought in the past years! Will keep telling colleagues and friends about it.”

Girlfriend, “I love this book so far. I love this book so far...it's easy to read and she has it divided

into easy sections and the content is thorough. I like how she gives scenerios of each IRS rule

so there are no questions about what she is meaning. Her humor is spiced throughout so it's

not a dull IRS read like you would imagine. It's prompted me to get more organized with a tax

diary. I got the name from a SCORE class I was taking. This book was worth the class!”

Ebook Tops Reader, “A lot of new ideas but some are not so new if you have a really good tax

accountant. I rarely give books five star but this is worth the purchase. A lot of new ideas but

some are not so new if you have a really good tax accountant. Just get and read it and talk to

your tax accountant. The author was on 'the other' side so if trying to look for loopholes and

strategies well worth they buy.”

jimmy3link, “The book arrived in perfect condition and I couldn't ask for more. I used to sell

Sandy Botkin's tape set back in the '90's for about $600 a pop. I think this book has everything

in it that the expensive set had. The book arrived in perfect condition and I couldn't ask for

more. The information inside will undoubtedly save me a few thousand extra this year alone.”

Rosie, “this book is a good read and informative. no complaints here, excellent reading, still

would recommend getting taxes done by a pro but at least it give you an idea of how to find

that pro and what the pro should be doing for you.”

m3, “Full of practical advice. This book is packed with easy to do, very practical suggestions. It

covers multiple topics and allowed me to make changes immediately for the upcoming tax

season. You can read it back to back, or choose chapters as necessary. Very useful read.”

Marcus, “It helped me during tax season. Provided information that .... It helped me during tax

season. Provided information that I was not aware of. My CPA did not inform me of until I

mentioned it. I may need to get rid of my CPA.”

The book by Sandy Botkin has a rating of  5 out of 4.5. 88 people have provided feedback.
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