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Home-Based Business Tax Deductions

Disclaimer: The content of these articles is provided for informational purposes only. The author of this article is not
a lawyer or an accountant, the accountant interviewed is providing information for illustrative purposes only, and
nothing here should be construed as legal or tax advice. For all questions regarding tax matters, you should consult
an attorney or an accountant, not the World Wide Web.

Home Based Business Tax Deductions

By Tara Grant

Article Source: http://EzineArticles.com/

Running a home based business reaps many wonderful tax deductions that other businesses some times may
not claim. Unfortunately too many small business owners end up paying the government taxes every year
because they are unaware of several small business deductions that are available.

Most of the time, any expenses that are related to your business can be added as a deduction on your taxes. If
you do not pay taxes throughout the year, deductions can help you from paying a large amount of taxes each
year and can also adjust earned income. Try to avoid paying large amounts of taxes or owning any money by
keeping track of simple things. The best strategy is to break even with the government and have money
working for you in other areas.

Each business is a bit different so be sure to mention these ideas to your tax advisor or accountant to see if
your business can qualify for these deductions.

1. If you join any business or purchase into any franchise, the expenses such as kits, or franchise fees may
be claimed as a deductions.

2. Business Supplies. Be sure to save all receipts for any supplies you purchase for your business use.
Computer paper, business cards, pens, catalogs, or any items you purchase and use for your business.

3. Advertising- Most advertising can be claimed on your taxes. Keep all receipts for any newspaper ad’s
you may run, or any advertising you do online. Advertising is a business expense and in most cases
can be written off.

4. Items Given Away- Keep a list of any items you may give away, and the costs of these items. Most
freebies may also be written off.

5. Phone bills and internet access- If you have a phone line for business use or have the internet in your
home or office for business use, save all receipts for each bill paid. These items are business expenses
and may also be written off.

6. Anin home office- If you have an office in your home, make sure to let your tax advisor know. Using a
room in your home as an office can also be added on taxes.
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7. Long distance calls- If you make any long distance calls that are related to your business, make sure
you keep all phone bills showing the calls and the amounts charged. If these calls are related to your
work, the cost of the calls may also be written off in most cases.

8. Returned Checks and Bank Fees. If you incur and bounced checks from customers and can not collect
on them, those amounts may be deducted, along with any fees you were charged from your bank. Be
sure to keep the returned check, the letter from your bank and your bank statement to show the fee
you were charged.

9. Postage- All postage costs paid by you or shipping fees may be claimed. Keep receipts for all shipping
supplies, and postage.

10. Computers- If you purchase a new computer for business use, the cost of the computer may be
claimed. You may also claim depreciation for 3 years after the computer was purchased.

Tax Tips for Home-Based Business Owners
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As tax time approaches, many home-based business owners begin completing their forms or paying their
accountants with trepidation. This nervousness comes from two sources: a fear of being audited and a fear of
having to pay a lot. For the most part, both of these fears are unfounded.

For one, audits are rare. In fact, only 0.5% of taxpayers are subjected to audits every year. And if you do beat
the odds, keeping good records and maintaining receipts will help you weather the IRS storm.

Obviously you have not control over whether or not your return is chosen for an audit, but you can control
how much you are going to owe the government this year. Most people who own small or home-based
businesses end up paying more than they should in taxes simply because they are not taking advantage of all
their deduction possibilities, even those that are right around them every day.

1 Your Automobile
You may not realize it, but one of your biggest potential tax savers is sitting in your garage right now.
Most people realize that their car can be a tax write-off if it is used for advertising purposes, but the
majority of home-based business owners don't realize that it they may also be eligible for deductions
as well.

For example, if you drive your car to the post office to buy stamps for your business or if you drive to
the office supply store to stock up on paper clips, you can claim that mileage on your taxes. You can
even claim the mileage if your business-related stop was made on the way to picking your daughter
up from ballet class or dropping your dog off at the vet.

In addition, you can write-off other automobile related expenses such as gas, insurance, and parking
costs if they pertain to any business related activity.

Be sure to keep records, however. You will want to have a small notebook in your car at all times so
you can jot down your start and stop mileage as well as a note about the business activity in which
you are engaged. Keep all gas, parking, and insurance receipts as well if you plan to claim those as
business expenses.

1 Your Family
If you pay your children an allowance, you can also count these as deductions if you hire them as part
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of your staff. Any business owner knows that the money he or she pays to employees does not count
as part of their profit. The same is true for home-based businesses.

Most business owners also know they can find employees among their own family without raising any
eyebrows. The same is true for home-based businesses. You can hire your fourteen year old to help
you answer phones, file, or type up correspondence. You can offer your eight year old a job emptying
wastebaskets, straightening your office, etc. Then you pay them a certain amount of money every
week for their labor.

Again keeping records is essential. Keep track of the hours your children work for you as well as the
activities they do. Pay them, if possible, by check from your business account. You can set up a
checking or savings account for the children in which the money can be deposited.

 YourHome
Obviously, if you worked in a small office building you could deduct the amount of rent you paid for
that property from your taxes, as well as the costs of all the equipment and expenses. Well, just
because you work out of your home that does not mean you lose out on those deductions.

Chances are you have a small area of your home that is set aside for your business purposes. Now
while you cannot write-off the cost of your entire house, you can write-off the cost of that area.

What you do is determine what percentage of your home's total square feet is dedicated to your
business. For example, if your office takes up 10% of your home's total area and you pay $600 per
month for the property, you can claim $60 per month as a business expense which would be $720 per
year.

The same formula works for your utilities, such as electricity, water, and telephone (unless you have a
separate line just for business). All of your equipment - your computer, printer, scanner, cell phone,
printer ink, etc - is also tax deductible.

Remember to keep track of those expenses and hold on to your receipts in order to claim them on
your taxes.

When it comes to tax time, no home-based business owner needs to feel afraid. By taking advantage
of all your potential deductions and keeping thorough records, you can not only significantly reduce
your yearly tax bill, but you can also prepare yourself in the rare event you may be chosen for an audit.
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A home-based business creates changes in many aspects of our day-to-day lives. While most home business
owners anticipate many of the changes, taxes can be an area where the suspension of disbelief remains
strong. While we acknowledge that a home business can require longer hours, a change in schedule, and a
shift in work/life balance, there's often a secret expectation that we can cling to the 1040EZ we've been able to
file (barely)—or at least the 1040A—without many schedules or addendums.

In fact, as soon as you start your business, you should start thinking about taxes. The IRS certainly expects you
to do so, as they'll anticipate quarterly payments of your estimated tax throughout the calendar year. And
come April, the IRS will also expect a complete accounting of your business proceeds, expenses, and any
additional tax owed.
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The Basics

The best way to begin to prepare for taxes (and by preparing, make them easier to handle) is to keep excellent
records of your income and expenses. That means tracking both regularly, entering amounts into a
spreadsheet (as | suggest in my book, Start Your Own Home Business in No Time) or into your favorite
accounting software, such as Quicken.

But with a home-based business, you need to maintain additional records. These all relate to the home office
deduction (shown on Schedule C of federal income tax forms, and detailed on Form 2106, Employee Business
Expenses). Schedule C is the central focal point for anyone running a sole proprietorship, as in most home
businesses. You may want to coordinate your expense categories with those found on Schedule C, simply to
make taxes an easier task. While other schedules can seem daunting, this schedule has dropped the esoteric
labels, allowing you to use the expense categories throughout the year without needing a translator. For
instance, the schedule has categories such as advertising, commissions and fees, supplies, and so on, so the
headings should be workable.

Home Office Deduction

If you rent your home, the home office deduction is usually fairly simple. You deduct a portion of your rent
and utilities that account for your home business use. For example, let's say your home office takes up 25% of
your total rented home. Then you would deduct 25% of your rent and utilities accordingly, noting on Form
2106 both the percentage and the amounts deducted, and deducting the total at the bottom of Schedule C.

Homeowners have a more complex scenario. Similar to renters, you deduct a percentage of your mortgage,
property taxes, and utilities. However, most homeowners won't automatically think as they repair the
plumbing in the bathroom that they should capture a percentage of the cost as part of their home-based
business expenses. According to CPA Doris Forman, "It's part of the home; so, yes, that usually could be
included." However, Forman cautions against thinking of the home office deduction too simplistically; yard
maintenance is usually not deductible, for example.

Doris Forman is a CPA based in northern California. She can be reached at 510-420-7077.

Homeowners also have an additional, somewhat complicated deduction known as depreciation. Forman
gives the following example: "Let's say you have a $400,000 home, and 25% of that [space] is your home
office. Now, 25% of your home price is $100,000. Every year for 39 years, you would deduct $2,554 for
depreciation.”

It doesn't end there. According to Forman, when you sell the house, you'll probably have to pay capital gains
tax on the depreciation taken. "Fine," you think. "l just won't take the depreciation deduction; then | won't owe
the tax later.” Wrong. In most instances, the IRS will assume that you did, or may allow you to take the
deduction later on if you hadn't done so earlier. You need to count on taking the depreciation deduction, and
also count on paying tax on that depreciation when you sell your home.

Have Proof
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