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WHAT'S A TAX
DEDUCTION

What exactly is a tax deduction?

A tax deduction (or “tax write-off”) is an expense
that you can deduct from your taxable income.
You take the amount of the expense and subtract
that from your taxable income. Essentially, tax
write-offs allow you to pay a smaller tax bill. But
the expense has to fit the IRS criteria of a tax
deduction.

Below you’ll find a comprehensive list of write-
offs commonly available to sole proprietors, and
businesses that are organized as partnerships or
limited liability companies (LLCs). Some of these
are directly related to running a business, and
some are more personal deductions that a small
business owner should be aware of.

Consider this a checklist of small business tax
write-offs.

Just because you didn’t get a receipt doesn’t
mean you can’t deduct the cost, but you should
document it just the same. Documenting is key. 

This is in no way a complete list of every tax
deduction. And remember, some of the
deductions in this list may not be available to
your small business. Consult with your tax
advisor or CPA before claiming a deduction on
your tax return.
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Home Office
Do you run part of your small business out of your home, maybe doing the books in the evenings
after you’ve parked your food truck for the night? Or perhaps you run an entirely home-based
business. For many self-employed individuals and sole proprietors it’s pretty standard to have a
space at home that’s devoted to your work. The key here is the word devoted. Sometimes doing
work on at the kitchen table while your kids do their homework doesn’t count as a home office. You
must have a specific room that’s dedicated to being your office in order for it to be tax deductible.
Calculating the size of your deduction is primarily related to the amount of your home that’s used as
an office. For example:
Total square footage of your home / divided square footage used as an office = the percentage of
direct and indirect expenses (rent, utilities, insurance, repairs, etc.) that can be deducted.

 
Legal and Professional Fees

You have the right to an attorney—and the right to deduct any legal and accounting fees charged by
attorneys and accountants that are related to your business operations.

 
Freelance/Independent Contractor Labor

If you bring in independent contractors to keep your checkout lines moving during the holidays or
to create new marketing materials for your shop, you can deduct your costs. Make sure you issue
Form 1099-MISC to anyone who earned $600 or more from you during the tax year. As of 1/1/2020
there are potential changes to laws regarding independent contractors that may change things. 

 



Furniture and Equipment
Did you buy new chairs for your eat-in bakery or new juicing blenders for your juice bar this year? You
have a choice regarding how you take your small business tax deduction for furniture and equipment.
You can either deduct the entire cost for the tax year in which it was purchased, or you can depreciate

the purchases over a seven-year period. The IRS has specific regulations that govern your choices
here, so make sure you’re following the rules and make the right choice between depreciation and full

deduction.
 

Startup Expenses
If you’ve just opened your gift shop or convenience store, you may be able to deduct up to $5,000 in
start-up costs and expenses that you incurred before you opened your doors for business. These can

include marketing and advertising costs, travel, and employee pay for training
 

Client and Employee Entertainment
Yes, you can take small business deductions for schmoozing your clients, as long as you do indeed
discuss business with them, and as long as the entertainment occurs in a business setting and for
business purposes. In some cases, you can’t deduct the full amount of your entertainment expenses,
but every bit helps.
Here are some tips to guide when and what you can deduct:
     -For client meals and entertainment, you can typically deduct up to 50% of the cost provided that at
least one employee was present and the meal was not lavish.
     -You can deduct up to 100% of the cost of recreational and social events or activities held for
employees.
     -You can also deduct meals provided to your team in a company cafeteria or you if go out for a
team dinner.

 
Travel Expenses

Most industries offer some form of trade show or professional event where similar businesses can
gather to discuss trends, meet with vendors, sell goods and discuss industry news. If you’re traveling to
a trade show, you can take a small business deduction for all your expenses, including airfare, hotels,
meals on the road, automobile expenses – whether you use the IRS standard mileage rate or actual
expenses – and even tipping your cab driver.
There are also deductions for expenses that might not immediately come to mind, like:
     -The cost of making telephone calls or using a fax machine.
     -Shipping items such as samples or displays (like you would use at a trade show or convention).
     -Any tolls and parking you pay.

 
In order for your trip to qualify for a travel deduction, it must meet the following criteria:
     -Your responsibilities during the trip must keep you away from your regular place of business for
substantially longer than a regular day’s work.
     -You need sleep or rest to meet the demands of your work while away.
 
As with all deductions, it’s imperative that you keep receipts and records of all business travel
expenses you plan to deduct in case of an audit.



Bonus Depreciation
If you buy new capital equipment, such as a new oven for your pizzeria, you get a depreciation tax break
that lets you deduct 50 percent of your costs upon purchase. However, pay attention to an upcoming
change: The bonus depreciation small business deduction drops to 30 percent in 2019, and it's no
longer available 2020 and beyond — something to keep in mind as you plan for new equipment
purchases in the next few years.

It’s important to note that according to the IRS, the asset you purchase must meet the following three
requirements:
     -It must be used in the business or held to produce income.
     -The useful life of the asset must be greater than one year.
     -It must be an asset that wears out, gets used up, or loses its value over time.
 
You also can not deduct an amount that’s greater than your net taxable income.

 
Professional Services (Business to Business Services)

As a small business, you don’t have in-house accountants or attorneys, but that doesn’t mean you can’t
deduct their services. If you hire a consultant to help you grow your gift shop’s outreach, the fees and
overall expense you pay for those services are deductible. Make sure the fees you’re paying are
reasonable and necessary for the deduction to count by checking with the appropriate IRS publication or
a tax professional. 

 
Office Supplies and Expenses

If you’re running a frozen yogurt shop, when you hear the word “supplies,” you probably think of plastic
spoons. However, even if your business doesn’t have a traditional office, you can still deduct
conventional business supplies and office expenses, as long as they are used within the year they’re
purchased, so set up a file for your receipts. Many times you can also deduct the cost of postage,
shipping, and delivery services so if mail-order is a part of your business, be sure to keep track of this
cost.

The gadgets that have become indispensable to small business can be written off. These office
expenses include software, laptops, tablets, smartphones and other smaller electronics. Items that cost
$2,500 or less can be expensed in the year they were purchased rather than depreciated over time, as
was the case prior to 2016. 

Under Section 179, new computer software a business buys can be fully expensed in the year
purchased. The software must be “off-the-shelf,” meaning not custom designed, and available to any
consumer in order to qualify for the deduction. It also must be used for income-producing business
activity and must be expected to work for more than a year.

 
 



Bank Charges
Don’t forget to deduct the fees your bank charges you for your business accounts. Even any ATM fees
are deductible.

 
Insurance

The insurance premiums you pay for coverage on your business is all tax-deductible. To qualify, your
insurance must provide coverage that is “ordinary and necessary.”
This could include coverage for:
     -Accidents and health.
     -Theft
     -Automobiles (for vehicles used in your business)
     -Malpractice
 
There are a few insurance types that you can’t deduct, the most common being life insurance. If you’re
not sure whether you can deduct a certain type of insurance, and that deduction is an important factor in
your decision, please speak with a tax professional first and save yourself any unnecessary expenses.

 
Tools

The IRS distinguishes between tools and equipment. While you may have to capitalize on equipment
rather than deducting it in one year, you can deduct tools that aren’t expensive or that have a life of only
a year or less. And for the IRS, “tools” doesn’t just refer to hammers or screwdrivers; your spatulas and
cookie sheets are tools as well.

 
Unpaid Goods

If your business produces goods rather than providing a service, you can deduct the cost of any goods
that you haven’t been paid for yet.

 
Education

Did you attend any seminars, workshops or classes in the past year that were designed to help you
improve your job skills? Your work-related educational expenses may be deductible, especially if they’re
required to keep up or renew a professional license. Remember, they have to be work-related. If you
own a bar or cafe, you won’t be able to deduct skiing lessons.

 
Advertising and Marketing

You already know that providing amazing goods and services isn’t enough to make your business
succeed. You also need to advertise so your potential customers can find you. Advertising and
marketing dollars can add up fast, but fortunately, they are all tax-deductible.

This is great news since advertising and marketing are often of the biggest business expenses that
small businesses need to deal with as they get off the ground. Rest assured, you can deduct everything
from flyers to billboards to business cards, and even a new website. Political advertising is the biggest
exception to this rule. Those expenses are not deductible.

 



Taxes
Deducting taxes is a little tricky because the small business deduction depends on the type of tax.
Deduct all licenses and fees, as well as taxes on any real estate your business owns. You should also
deduct all sales taxes that you have collected from the customers at your deli. You can also deduct your
share of the FICA, FUTA, and state unemployment taxes that you pay on behalf of your employees.

 
Telephone charges

You can deduct the cost of the business calls you make for business from home. Regular fees and
charges on your phone line don’t count toward your deduction. But if you have a second line installed and
use it only for business, all of these charges are deductible.

If you use your cellphone for your business, you can claim those calls as a tax deduction. If 30 percent of
your time on the phone is spent on business, you could deduct 30 percent of your phone bill.

 
Charitable Deductions

Yes, your small business can donate to charity and take a deduction for it. It can donate supplies, money,
or property to a recognized charity, but pay attention to the rules before you go crazy giving stuff away.
Donations of your time don’t count, and you can’t wipe out your business income with donations. Also,
check with the IRS before you make a charitable deduction to make sure the organization you want to
support qualifies for the deduction.

 
Gifts

If you give gifts in the course of your trade or business, you can deduct all or part of the cost. This
chapter explains the limits and rules for deducting the costs of gifts.

$25 limit.
You can deduct no more than $25 for business gifts you give directly or indirectly to each person during
your tax year. A gift to a company that is intended for the eventual personal use or benefit of a particular
person or a limited class of people will be considered an indirect gift to that particular person or to the
individuals within that class of people who receive the gift.

 
Health care expenses

In addition to insurance premiums, you can deduct other out-of-pocket medical costs, such as office co-
pays and the cost of prescriptions. These costs are included on itemized deductions on Schedule A.
Self-employed business owners can also deduct health insurance premiums for themselves, their
spouse, and dependents on Schedule 1 attached to their Form 1040. However, if you are eligible to
participate in a plan through your spouse’s employer, then you can’t deduct those premiums.

Vehicle Expenses
Keep records during the year to prove the use of your car, truck or van, for business, especially if you
also use the vehicle for personal reasons. When it’s time to pay taxes, you can choose to deduct your
actual expenses (including gasoline, maintenance, parking, and tolls), or you can take the more
straightforward route of using the IRS standard mileage rate — 58 cents per mile in 2019 and 57.5 cents
per mile in 2020.



 
Always track the mileage and run some numbers to see which method gives you the higher deduction. If
you drive a lot of miles each year, it makes more sense to use the standard mileage deduction when
filing taxes. However, if you have an older vehicle that regularly needs maintenance, or isn’t fuel efficient,
you might be able to get a larger deduction by using your actual expenses vs. the IRS mileage rate.

Either way, We all know that gas, repairs, parking, and mileage add up, so taking advantage of the
standard mileage rate, or deducting your actual expenses, is a no-brainer way to put some of that money
back in your pocket. Just make sure you keep records diligently to avoid mixing personal expenses with
business ones.
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