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You can also deduct the cost of books, 

professional instruments, equipment, etc., if 

you normally use them within a year. 

However, if their usefulness extends 

substantially beyond a year, you must 

generally recover their costs through 

depreciation. 

Line 23 

You can deduct the following taxes and 

licenses on this line. 

• State and local sales taxes imposed on 

you as the seller of goods or services. If 

you collected this tax from the buyer, you 

must also include the amount collected in 

gross receipts or sales on line 1. 

• Real estate and personal property taxes 

on business assets. 

• Licenses and regulatory fees for your 

trade or business paid each year to state 

or local governments. But some licenses, 

such as liquor licenses, may have to be 
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amortized. See the Instructions for Form 

4562, Depreciation and Amortization, for 

more information on amortization. 

• Social security and Medicare taxes paid to 

match required withholding from your 

employees’ wages. Reduce your deduction 

by the amount shown on Form 8846, line 

4. 

• Federal unemployment tax paid. 

• Federal highway use tax. 

• Contributions to a state unemployment 

insurance fund or disability benefit fund if 

they are considered taxes under state law. 

Do not deduct the following. 

• Federal income taxes, including your self-

employment tax. However, you can 

deduct one-half of your self-employment 

tax on Schedule 1 (Form 1040), line 15 

(but if filing Form 1040-NR, then only 

when covered under the U.S. social 
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security system due to an international 

social security agreement). 

• Estate and gift taxes. 

• Taxes assessed to pay for improvements, 

such as paving and sewers. 

• Taxes on your home or personal use 

property. 

• State and local sales taxes on property 

purchased for use in your business. 

Instead, treat these taxes as part of the 

cost of the property. 

• State and local sales taxes imposed on the 

buyer that you were required to collect 

and pay over to state or local 

governments. These taxes are not 

included in gross receipts or sales nor are 

they a deductible expense. However, if 

the state or local government allowed you 

to retain any part of the sales tax you 

collected, you must include that amount 

as income on line 6. 
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• Other taxes and license fees not related to 

your business. 

Do not reduce your deduction for social 

security and Medicare taxes by the 

nonrefundable and refundable portions 

of the credit for sick and family leave wages 

that you claimed on Form 944 or Form(s) 

941. Instead, you must report your credit for 

qualified sick and family leave wages as 

income on line 6. 

Line 24a 

Enter your expenses for lodging and 

transportation connected with overnight 

travel for business while away from your tax 

home. In most cases, your tax home is your 

main place of business, regardless of where 

you maintain your family home. You can’t 

deduct expenses paid or incurred in 

connection with employment away from home 

if that period of employment exceeds 1 year. 

Also, you cannot deduct travel expenses for 

your spouse, your dependent, or any other 
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individual unless that person is your 

employee, the travel is for a bona fide 

business purpose, and the expenses would 

otherwise be deductible by that person. 

Do not include expenses for meals on this 

line. Instead, see Line 24b, later. Do not 

include entertainment expenses on this line. 

Instead of keeping records of your actual 

incidental expenses, you can use an optional 

method for deducting incidental expenses 

only if you did not pay or incur meal expenses 

on a day you were traveling away from your 

tax home. The amount of the deduction is $5 

a day. Incidental expenses include fees and 

tips given to porters, baggage carriers, 

bellhops, hotel maids, stewards or 

stewardesses and others on ships, and hotel 

servants in foreign countries. They do not 

include expenses for laundry, cleaning and 

pressing of clothing, lodging taxes, or the 

costs of telegrams or telephone calls. You 

cannot use this method on any day that you 
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use the standard meal allowance (as 

explained under Line 24b, later). 

You can’t deduct expenses for attending a 

convention, seminar, or similar meeting held 

outside the North American area unless the 

meeting is directly related to your trade or 

business and it is as reasonable for the 

meeting to be held outside the North 

American area as within it. These rules apply 

to both employers and employees. Other 

rules apply to luxury water travel. 

For details on travel expenses, see chapter 1 

of Pub. 463. 

Line 24b 

Enter your deductible business meal 

expenses. This includes expenses for meals 

while traveling away from home for business. 

Your deductible business meal expenses are a 

percentage of your actual business meal 

expenses or standard meal allowance. See 

Amount of deduction, later, for the 
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percentage that applies to your actual meal 

expenses or standard meal allowance. In 

most cases, the percentage is 50%. 

Do not include entertainment expenses on 

this line. 

Business meal expenses.  You can deduct a 

percentage of the actual cost of a meal if the 

following conditions are met. 

• The meal expense was an ordinary and 

necessary expense in carrying on your 

trade or business. 

• The expense was not lavish or 

extravagant under the circumstances. 

• You or your employee was present at the 

meal. 

• The meal was provided to a current or 

potential business customer, client, 

consultant, or similar business contact. 

• In the case of food or beverages provided 

during or at an entertainment event, the 
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food and beverages were purchased 

separately from the entertainment, or the 

cost of the food and beverages was stated 

separately from the cost of the 

entertainment on one or more bills, 

invoices, or receipts. 

You cannot avoid the entertainment 

disallowance rule by inflating the 

amount charged for food and 

beverages. 

See Notice 2021-25 for examples and more 

information. Notice 2021-25 is available at 

IRS.gov/irb/2021-17_IRB#NOT-2021-25. 

Standard meal allowance. Instead of 

deducting the actual cost of your meals while 

traveling away from home, you can use the 

standard meal allowance for your daily meals 

and incidental expenses. Under this method, 

you deduct a specified amount, depending on 

where you travel, instead of keeping records 

of your actual meal expenses. However, you 

https://www.irs.gov/irb/2021-17_IRB#NOT-2021-25
https://www.irs.gov/irb/2021-17_IRB#NOT-2021-25
https://www.irs.gov/irb/2021-17_IRB#NOT-2021-25
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must still keep records to prove the time, 

place, and business purpose of your travel. 

The standard meal allowance is the federal 

meals and incidental expenses (M&IE) rate. 

You can find these rates for locations inside 

and outside the continental United States by 

going to the General Services Administration's 

website at GSA.gov/travel/plan-

book/perdiem-rates/mie-breakdown. 

See chapter 2 of Pub. 463 for details on how 

to figure your deduction using the standard 

meal allowance, including special rules for 

partial days of travel. For special per diem 

rates and rules of high cost locales, see 

IRS.gov/irb/ 2021-38_IRB#NOT-2021-52. 

Amount of deduction. For business meals, 

you can deduct 50% of your business meal 

expenses, including meals incurred while 

away from home on business. However, for 

individuals subject to the Department of 

Transportation (DOT) hours of service limits, 

the percentage for other business meals is 

https://www.gsa.gov/travel/plan-book/per-diem-rates/mie-breakdown
https://www.gsa.gov/travel/plan-book/per-diem-rates/mie-breakdown
https://www.gsa.gov/travel/plan-book/per-diem-rates/mie-breakdown
https://www.irs.gov/irb/2021-38_IRB#NOT-2021-52
https://www.irs.gov/irb/2021-38_IRB#NOT-2021-52
https://www.irs.gov/irb/2021-38_IRB#NOT-2021-52


76 

increased to 80% for business meals 

consumed during, or incident to, any period 

of duty for which those limits are in effect. 

Individuals subject to the DOT hours of 

service limits include the following. 

• Certain air transportation workers (such 

as pilots, crew, dispatchers, mechanics, 

and control tower operators) who are 

under Federal Aviation Administration 

regulations. 

• Interstate truck operators who are under 

DOT regulations. 

• Certain merchant mariners who are under 

Coast Guard regulations. 

However, you can fully deduct meals and 

incidentals furnished or reimbursed to an 

employee if you properly treat the expense as 

wages subject to withholding. You can also 

fully deduct meals and incidentals provided to 

a nonemployee to the extent the expenses 

are includible in the gross income of that 



77 

person and reported on Form 1099-NEC. See 

chapter 5 of Pub. 15 (Circular E), Employer’s 

Tax Guide, for details and other exceptions. 

See also chapter 8 of Pub. 334. 

Daycare providers. If you qualify as a 

family daycare provider, you can use the 

standard meal and snack rates, instead of 

actual costs, to figure the deductible cost of 

meals and snacks provided to eligible 

children. If you receive reimbursement under 

a food program of the Department of 

Agriculture, only deduct the cost of food that 

exceeds reimbursement, if any. See Pub. 587 

for details, including recordkeeping 

requirements. 

Line 25 

Deduct utility expenses only for your trade or 

business. 

Local telephone service. If you used your 

home phone for business, do not deduct the 

base rate (including taxes) of the first phone 
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line into your residence. But you can deduct 

any additional costs you incurred for business 

that are more than the base rate of the first 

phone line. For example, if you had a second 

line, you can deduct the business percentage 

of the charges for that line, including the base 

rate charges. 

Line 26 

Enter the total salaries and wages for the tax 

year reduced by the amount of the following 

credit(s), if applicable. 

• Work Opportunity Credit (Form 5884).  

• Empowerment Zone Employment Credit 

(Form 8844).  

• Credit for Employer Differential Wage 

Payments (Form 8932). 

• Employer Credit for Paid Family and 

Medical Leave (Form 8994). 

Do not reduce your deduction for any portion 

of a credit that was passed through to you 
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from a pass-through entity. See the 

instructions for the credit form for more 

information. 

Do not include salaries and wages deducted 

elsewhere on your return or amounts paid to 

yourself. 

If you provided taxable fringe benefits 

to your employees, such as personal 

use of a car, do not deduct as wages 

the amount applicable to depreciation and 

other expenses claimed elsewhere. 

In most cases, you are required to file Form 

W-2 for each employee. See the General 

Instructions for Forms W-2 and W-3. 

Line 27b 

Energy efficient commercial buildings 

deduction.  You may be able to deduct part 

or all of the expenses of modifying an existing 

commercial building to make it energy 

efficient. For details, see Form 7205 and its 
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instructions. Attach Form 7205 to your tax 

return. 

Line 30 

Business use of your home. You may be 

able to deduct certain expenses for business 

use of your home, subject to limitations. To 

claim a deduction for business use of your 

home, use Form 8829, or you can elect to 

determine the amount of the deduction using 

a simplified method. 

If you have a business use of another home, 

you can’t use the simplified method for that 

home. You can use the Form 8829 to claim 

expenses for business use of the other home. 

For additional information about claiming this 

deduction, see Pub. 587. 

Note. Line 30 doesn't apply to filers of Form 

1040-SS. 

If you are not using the simplified 

method to determine the amount of 
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expenses you may deduct for business use of 

a home, do not complete the additional entry 

spaces on line 30 for total square footage of 

your home and of the part of the home used 

for business. Instead, include the amount 

from line 36 of your Form 8829 on line 30. 

Simplified method. The simplified method is 

an alternative to the calculation, allocation, 

and substantiation of actual expenses. In 

most cases, you will figure your deduction by 

multiplying the area (measured in square 

feet) used regularly and exclusively for 

business, regularly for daycare, or regularly 

for storage of inventory or product samples, 

by $5. The area you use to figure your 

deduction cannot exceed 300 square feet. You 

cannot use the simplified method to figure a 

deduction for rental use of your home. 

Electing to use the simplified method. 

You choose whether or not to use the 

simplified method each tax year. Make the 

election by using the simplified method to 
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figure the deduction for the qualified business 

use of a home on a timely filed, original 

federal income tax return for that year. An 

election for a year, once made, is irrevocable. 

A change from using the simplified method in 

one year to actual expenses in a succeeding 

year, or vice versa, is not a change in method 

of accounting and does not require the 

consent of the Commissioner. 

If you share your home with someone else 

who uses the home for a separate business 

that qualifies for this deduction, each of you 

may make your own election, but not for the 

same portion of the home. 

If you conduct more than one business that 

qualifies for this deduction in your home, your 

election to use the simplified method applies 

to all your qualified business uses of your 

home. You are limited to a maximum of 300 

square feet for all of the businesses you 

conduct in your home that qualify for this 

deduction. Allocate the actual square footage 
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used (up to the maximum 300 square feet) 

among your qualified business uses in any 

reasonable manner you choose, but you may 

not allocate more square feet to a qualified 

business use than you actually use in that 

business.  

If you used your home for more than 

one business, you will need to file a 

separate Schedule C for each business. 

Do not combine your deductions for each 

business use on a single Schedule C. 

Business use of more than one home. You 

may have used more than one home in your 

business. If you used more than one home for 

the same business during 2023, you may 

elect to use the simplified method for only 

one home; you must file a Form 8829 to 

claim a business use of the home deduction 

for any additional home. If one or more of the 

homes were not used for the entire year (for 

example, you moved during the year), see 

Part-year use or area changes (for simplified 
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method only), later, and Columns (a) and (b) 

in the Instructions for Form 8829. 

Other requirements must still be met. 

You must still meet all the use requirements 

to claim a deduction for business use of the 

home. The simplified method is only an 

alternative to the calculation, allocation, and 

substantiation of actual expenses. The 

simplified method is not an alternative to the 

exclusivity and other tests that must be met 

in order to qualify for this deduction. For 

more information about qualifying business 

uses, see Qualifying for a Deduction in Pub. 

587. 

Gross income limitation. The amount of 

your deduction is still limited to the gross 

income derived from qualified business use of 

the home reduced by the business deductions 

that are not related to your use of the home. 

If this limitation reduces the amount of your 

deduction, you cannot carry over the 

difference to another tax year. 
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Carryover of actual expenses from Form 

8829. If you used Form 8829 in a prior year, 

and you had actual expenses that you could 

carry over to the next year, you cannot claim 

those expenses if you are using the simplified 

method. Instead, the actual expenses from 

Form 8829 that were not allowed will be 

carried over to the next year that you use 

actual expenses to figure your deduction. 

Depreciation of home. You cannot deduct 

any depreciation (including any additional 

first-year depreciation) or section 179 

expense for the portion of your home that is 

used in a qualified business use if you figure 

the deduction for the business use of your 

home using the simplified method. The 

depreciation deduction allowable for that 

portion of the home for that year is deemed 

to be zero. 
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Although you cannot deduct any 

depreciation or section 179 expense 

for the portion of your home that is a 

qualified business use because you elect to 

use the simplified method, you may still claim 

depreciation or the section 179 expense 

deduction on other assets (for example, 

furniture and equipment) used in the qualified 

business use of your home. 
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Figuring your allowable expenses for 

business use of the home. You will figure 

the deduction using Form 8829 or the 

Simplified Method Worksheet, or both. 

You may not use the simplified method 

and also file Form 8829 for the same 

qualified business use of the same 

home. 

Using Form 8829. Use Form 8829 to figure 

and claim this deduction for a home if you are 

not or cannot use the simplified method for 

that home. For information about claiming 

this deduction using Form 8829, see the 

Instructions for Form 8829 and Pub. 587. 

Using the simplified method. Use the 

Simplified Method Worksheet in these 

instructions to figure your deduction for a 

qualified business use of your home if you are 

electing to use the simplified method for that 

home. 
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Shared use (for simplified method only). 

If you share your home with someone else 

who uses the home for a separate business 

that also qualifies for this deduction, you may 

not include the same square feet to figure 

your deduction as the other person. You must 

allocate the shared space between you and 

the other person in a reasonable manner. 

Example. Taylor and Logan are roommates. 

Taylor uses 300 square feet of their home for 

a qualified business use. Logan uses 200 

square feet of their home for a separate 

qualified business use. The qualified business 

uses share 100 square feet. In addition to the 

portion that they do not share, Taylor and 

Logan can both claim 50 of the 100 square 

feet or divide the 100 square feet between 

them in any reasonable manner. If divided 

evenly, Taylor could claim 250 square feet 

using the simplified method and Logan could 

claim 150 square feet. 
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Part-year use or area changes (for 

simplified method only). If your qualified 

business use was for a portion of the tax year 

(for example, a seasonal business, a business 

that begins during the year, or you moved 

during the year) or you changed the square 

footage of your qualified business use, your 

deduction is limited to the average monthly 

allowable square footage. You figure the 

average monthly allowable square footage by 

adding the amount of allowable square feet 

you used in each month and dividing the sum 

by 12. 

When determining the average monthly 

allowable square footage, you cannot take 

more than 300 square feet into account for 

any one month. Additionally, if your qualified 

business use was less than 15 days in a 

month, use -0- for that month. 

Example 1. Finley files a federal income tax 

return on a calendar year basis. On July 20, 

Finley began using 400 square feet of the 
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home for a qualified business use. Finley 

continued to use the 400 square feet until the 

end of the year. Finley's average monthly 

allowable square footage is 125 square feet 

(300 square feet for August through 

December divided by the number of months 

in the year ((300 + 300 + 300 + 300 + 

300)/12)). 

Example 2. Riley files a federal income tax 

return on a calendar year basis. On April 20, 

Riley began using 100 square feet of the 

home for a qualified business use. On August 

5, Riley expanded the area of qualified 

business use to 350 square feet. Riley 

continued to use the 350 square feet until the 

end of the year. Riley's average monthly 

allowable square footage is 150 square feet 

(100 square feet for May through July and 

300 square feet for August through December 

divided by the number of months in the year 

((100 + 100 +100 + 300 + 300 + 300 + 300 

+ 300)/12)). 
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Example 3. Carter files a federal income tax 

return on a calendar year basis. From January 

1 through July 16, Carter used 300 square 

feet of the home for a qualified business use. 

On July 17, Carter moved to a new home and 

immediately began using 200 square feet of 

the new home for the same qualified business 

use. Using the simplified method to deduct 

expenses for the qualified business use for 

the previous home, Carter’s average monthly 

allowable square footage is 175 square feet 

(300 square feet for January through July 

divided by the number of months in the year 

((300 + 300 + 300 + 300 + 300 + 300 + 

300)/ 12)). Carter also prepared Form 8829 

to deduct the actual expenses associated with 

the qualified business use of the new home. 

Once you have determined your allowable 

square footage, enter the result on line 2 of 

the Simplified Method Worksheet. 
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If you moved during the year, your 

average allowable square footage will 

generally be less than 300. 

You can use the Area Adjustment 

Worksheet in Pub. 587 to help you 

determine the allowable square 

footage to enter on line 2 of the Simplified 

Method Worksheet. 

Reporting your expenses for business 

use of the home. If you did not use the 

simplified method, include the amount from 

line 36 of Form 8829 on line 30 of the 

Schedule C you are filing for that business. 

If you used the simplified method. If you 

elect to use the simplified method for the 

business use of a home, complete the 

additional entry spaces on line 30 for that 

home only. Include the amount from line 5 of 

the Simplified Method Worksheet on line 30. 

If you itemize your deductions on Schedule A, 

you may deduct your mortgage interest, real 
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estate taxes, and casualty losses on Schedule 

A as if you did not use your home for 

business. You cannot deduct any excess 

mortgage interest, excess real estate taxes, 

or excess casualty losses on Schedule C for 

this home. 

Use Part II of Schedule C to deduct business 

expenses that are unrelated to the qualified 

business use of the home (for example, 

expenses for advertising, wages, or supplies, 

or depreciation of equipment or furniture). 

Deduction figured on multiple forms. If 

you used more than one home for a business 

during the year, use a Form 8829 for each 

home or use the simplified method for one 

home and Form 8829 for any other home. 

Combine the amount you figured using the 

simplified method and the amounts you 

figured on your Forms 8829, and then enter 

the total on line 30 of the Schedule C for that 

business. 
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Line 31 

Figuring your net profit or loss. If your 

expenses (including the expenses you report 

on line 30) are more than your gross income, 

don’t enter your loss on line 31 until you have 

applied the at-risk rules and the passive 

activity loss rules. To apply these rules, follow 

the instructions under Line 32, later, and the 

Instructions for Form 8582. After applying 

those rules, the amount on line 31 will be 

your loss, and it may be smaller than the 

amount you figured by subtracting line 30 

from line 29. 

If your gross income is more than your 

expenses (including the expenses you report 

on line 30), and you don’t have prior year 

unallowed passive activity losses, subtract 

line 30 from line 29. The result is your net 

profit. 

If your gross income is more than your 

expenses (including the expenses you report 

on line 30), and you have prior year 
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unallowed passive activity losses, don’t enter 

your net profit on line 31 until you have 

figured the amount of prior year unallowed 

passive activity losses you may claim this 

year for this activity. Use Form 8582 to figure 

the amount of prior year unallowed passive 

activity losses you may include on line 31. Be 

sure to indicate that you are including prior 

year passive activity losses by entering "PAL" 

to the left of the entry space. 

If you checked the "No" box on line G, see 

the Instructions for Form 8582; you may 

need to include information from this 

schedule on Form 8582, even if you have a 

net profit. 

Rental real estate activity.  Unless you are 

a qualifying real estate professional, a rental 

real estate activity is a passive activity, even 

if you materially participated in the activity. If 

you have a loss, you may need to file Form 

8582 to apply a limitation that may reduce 

your loss. See the Instructions for Form 8582. 
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Reporting your net profit or loss. Once 

you have figured your net profit or loss, 

report it as follows. 

If you enter a loss on line 31, you may 

have an excess business loss. Use 

Form 461 to figure your excess 

business loss. 

Individuals. Enter your net profit or loss on 

line 31 and include it on Schedule 1 (Form 

1040), line 3. Also, include your net profit or 

loss on Schedule SE, line 2. However, if you 

are a statutory employee or notary public, 

see Statutory employees or Notary public, 

later. 

Nonresident aliens. Enter your net profit or 

loss on line 31 and include it on Schedule 1 

(Form 1040), line 3. You should also include 

this amount on Schedule SE, line 2, if you are 

covered under the U.S. social security system 

due to an international social security 

agreement currently in effect. See the 

Instructions for Schedule SE for information 
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on international social security agreements. 

However, if you are a statutory employee or 

notary public, see Statutory employees or 

Notary public, later. 

Trusts and estates. Enter the net profit or 

loss on line 31 and include it on Form 1041, 

line 3. 

Statutory employees. Enter your net profit 

or loss on line 31 and include it on Schedule 1 

(Form 1040), line 3. However, do not report 

this amount on Schedule SE, line 2. If you 

were a statutory employee and you are 

required to file Schedule SE because of other 

self-employment income, see the Instructions 

for Schedule SE. 

Notary public. Do not enter your net profit 

from line 31 on Schedule SE, line 2, unless 

you are required to file Schedule SE because 

you have other self-employment income. See 

the Instructions for Schedule SE. 
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You can deduct one-half of your self-

employment tax on Schedule 1 (Form 

1040), line 15. See the Instructions 

for Schedule SE for details. 

Community income. If you and your spouse 

had community income and are filing 

separate returns, see the Instructions for 

Schedule SE before figuring self-employment 

tax. 

Earned income credit (EIC). If you have a 

net profit on line 31, this amount is earned 

income and may qualify you for the EIC. 

To figure your EIC, use the instructions 

for Form 1040, line 27. Complete all 

applicable steps plus Worksheet B. If 

you are required to file Schedule SE, 

remember to enter one-half of your self-

employment tax in Part 1, line 1d, of 

Worksheet B. 
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Line 32 

You do not need to complete line 32 if 

line 7 is more than the total of lines 

28 and 30. 

At-risk rules. In most cases, if you have a 

business loss and amounts invested in the 

business for which you are not at risk, 

complete Form 6198 to apply a limitation that 

may reduce your loss. The at-risk rules 

generally limit the amount of loss (including 

loss on the disposition of assets) you can 

claim to the amount you could actually lose in 

the business. 

Check box 32b if you have amounts invested 

in this business for which you are not at risk, 

such as the following. 

• Nonrecourse loans used to finance the 

business, to acquire property used in the 

business, or to acquire the business that 

are not secured by your own property 

(other than property used in the 
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business), and for which you are not 

personally responsible to repay. However, 

there is an exception for certain 

nonrecourse financing borrowed by you in 

connection with holding real property. See 

the Instructions for Form 6198 and Pub. 

925. 

• Cash, property, or borrowed amounts 

used in the business (or contributed to the 

business, or used to acquire the business) 

that are protected against loss by a 

guarantee, stop-loss agreement, or other 

similar arrangement (excluding casualty 

insurance and insurance against tort 

liability). 

• Amounts borrowed for use in the business 

from a person who has an interest in the 

business, other than as a creditor, or who 

is related under section 465(b)(3)(C) to a 

person (other than you) having such an 

interest. 



105 

Figuring your loss. Before determining your 

loss, check box 32a or 32b to indicate 

whether the loss from your business activity 

is limited by the at-risk rules. Follow the 

instructions, next, that apply to your box 32 

activity. 

Note.  Line 32 doesn't apply to filers of Form 

1040-SS. 

All investment is at risk. If all amounts are 

at risk in this business, check box 32a. If you 

answered “Yes” on line G, your loss will not 

be reduced by the at-risk rules or the passive 

activity loss rules. See Line 31, earlier, for 

how to report your loss. 

If you answered “No” on line G, you may 

need to complete Form 8582 to figure your 

loss to enter on line 31. See the Instructions 

for Form 8582 for details. 

Some investment is not at risk. If some 

investment is not at risk, check box 32b; the 
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at-risk rules apply to your loss. Be sure to 

attach Form 6198 to your return. 

If you answered "Yes" on line G, complete 

Form 6198 to figure the loss to enter on line 

31. The passive activity loss rules do not 

apply. See Line 31, earlier, for how to report 

your loss. 

If you answered "No" on line G, the passive 

activity loss rules may apply. First, complete 

Form 6198 to figure the amount of your profit 

or (loss) for the at-risk activity, which may 

include amounts reported on other forms and 

schedules, and the at-risk amount for the 

activity. Follow the Instructions for Form 6198 

to determine how much of your Schedule C 

loss will be allowed. After you figure the 

amount of your loss that is allowed under the 

at-risk rules, you may need to complete Form 

8582 to figure the passive activity loss to 

enter on line 31. See the Instructions for 

Form 8582 for details.  
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If you checked box 32b because some 

investment is not at risk and you do 

not attach Form 6198, the processing 

of your return may be delayed. 

At-risk loss deduction. Any loss from this 

business not allowed for 2023 only because of 

the at-risk rules is treated as a deduction 

allocable to the business in 2024. 

More information. For details, see the 

Instructions for Form 6198 and Pub. 925. 

Part III. Cost of Goods Sold 

In most cases, if you engaged in a trade or 

business in which the production, purchase, 

or sale of merchandise was an income-

producing factor, you must take inventories 

into account at the beginning and end of your 

tax year. 

Exception for small business taxpayers. 

If you are a small business taxpayer, you can 

choose not to keep an inventory, but you 
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must still use a method of accounting for 

inventory that clearly reflects income. If you 

choose not to keep an inventory, you won't 

be treated as failing to clearly reflect income 

if your method of accounting for inventory 

treats inventory as non-incidental material or 

supplies, or conforms to your financial 

accounting treatment of inventories. If, 

however, you choose to keep an inventory, 

you must generally value the inventory each 

year to determine your cost of goods sold in 

Part III of Schedule C. 

Small business taxpayer. You qualify as a 

small business taxpayer if you (a) have 

average annual gross receipts of $29 million 

or less for the 3 prior tax years, and (b) are 

not a tax shelter (as defined in section 

448(d)(3)). 

If your business has not been in existence for 

all of the 3-tax-year period used in figuring 

average gross receipts, base your average on 

the period it has existed, and if your business 
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has a predecessor entity, include the gross 

receipts of the predecessor entity from the 3-

tax-year period when figuring average gross 

receipts. If your business (or predecessor 

entity) had short tax years for any of the 3-

tax-year period, annualize your business' 

gross receipts for the short tax years that are 

part of the 3-tax-year period. 

See Pub. 538 for more information. 

Treating inventory as non-incidental 

material or supplies.  If you account for 

inventories as materials and supplies that are 

not incidental, you deduct the amounts paid 

to acquire or produce the inventoriable items 

(treated as materials and supplies) in the 

year in which they are first used or consumed 

in your operations. 

Financial accounting treatment of 

inventories. Your financial accounting 

treatment of inventories is determined with 

regard to the method of accounting you use 

in your applicable financial statement (as 
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defined in section 451(b) (3)) or, if you do 

not have an applicable financial statement, 

with regard to the method of accounting you 

use in your books and records that have been 

prepared in accordance with your accounting 

procedures. 

More information. For more information 

about this exception for small businesses 

using this method of accounting for 

inventoriable items, see Pub. 538. 

Changing your method of accounting for 

inventory.  If you want to change your 

method of accounting for inventory, file Form 

3115. For details, see Line F, earlier.  

Certain direct and indirect expenses 

may have to be capitalized or included 

in inventory. See Part II, earlier. See 

Pub. 538 for additional information. 
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Line 33 

Your inventories can be valued at cost, the 

lower of cost or market, or any other method 

approved by the IRS. 

Note. Line 33 doesn't apply to filers of Form 

1040-SS. 

Line 35 

If you are changing your method of 

accounting beginning with 2023, refigure last 

year's closing inventory using your new 

method of accounting and enter the result on 

line 35. If there is a difference between last 

year's closing inventory and the refigured 

amount, attach an explanation and take it 

into account when figuring your section 

481(a) adjustment. For details, see the 

example under Line F, earlier. 
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Part IV. Information on Your 

Vehicle 

Line 44b 

In most cases, commuting is travel between 

your home and a work location. If you 

converted your vehicle during the year from 

personal to business use (or vice versa), 

enter your commuting miles only for the 

period you drove your vehicle for business. 

Travel that meets any of the following 

conditions isn't commuting; it is considered 

deductible business travel. 

• You have at least one regular work 

location away from your home and the 

travel is to a temporary work location in 

the same trade or business, regardless of 

the distance. Generally, a temporary work 

location is one where your employment is 

expected to last 1 year or less. See Pub. 

463 for more details. 
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• The travel is to a temporary work location 

outside the metropolitan area where you 

live and normally work. 

• Your home is your principal place of 

business under section 280A(c)(1)(A) (for 

purposes of deducting expenses for 

business use of your home) and the travel 

is to another work location in the same 

trade or business, regardless of whether 

that location is regular or temporary and 

regardless of distance. 

Line 47 

Specific recordkeeping rules apply to car or 

truck expenses. For more information about 

what records you must keep, see Pub. 463. 

You may maintain written evidence by using 

an electronic storage system that meets 

certain requirements. For more information 

about electronic storage systems, see Pub. 

583. 
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Part V. Other Expenses.  

Line 48 

Include all ordinary and necessary business 

expenses not deducted elsewhere on 

Schedule C. List the type and amount of each 

expense separately in the space provided. 

Enter the total on lines 48 and 27a. Do not 

include the cost of business equipment or 

furniture; replacements or permanent 

improvements to property; or personal, 

living, and family expenses. Do not include 

charitable contributions. Also, you cannot 

deduct fines or penalties paid to a 

government for violating any law. For details 

on business expenses, see Pub. 334, chapter 

8. 

Amortization. Include amortization in this 

part. For amortization that begins in 2023, 

complete and attach Form 4562. 

 



115 

You can amortize such costs as: 

• The cost of pollution-control facilities; 

• Amounts paid for research and 

experimentation; 

• Amounts paid to acquire, protect, expand, 

register, or defend trademarks or trade 

names; or 

• Goodwill and certain other intangibles. 

In most cases, you cannot amortize real 

property construction period interest and 

taxes. Special rules apply for allocating 

interest to real or personal property produced 

in your trade or business. 

For a complete list, see the instructions for 

Form 4562, Part VI. 

At-risk loss deduction. Any loss from this 

business that was not allowed last year 

because of the at-risk rules is treated as a 

deduction allocable to this business in 2023. 
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Bad debts. Include debts and partial debts 

from sales or services that were included in 

income and are definitely known to be 

worthless. If you later collect a debt that you 

deducted as a bad debt, include it as income 

in the year collected. For details, see Pub. 

334, chapter 8. 

Business startup costs. If your business 

began in 2023, you can elect to deduct up to 

$5,000 of certain business startup costs. The 

$5,000 limit is reduced (but not below zero) 

by the amount by which your total startup 

costs exceed $50,000. Your remaining startup 

costs can be amortized over a 180-month 

period, beginning with the month the 

business began. 

For details, see IRS.gov/Newsroom/ Heres-

how-businesses-can-deductstartup-costs-

from-their-federal-taxes. For amortization 

that begins in 2023, complete and attach 

Form 4562. 

https://www.irs.gov/newsroom/heres-how-businesses-can-deduct-startup-costs-from-their-federal-taxes
https://www.irs.gov/newsroom/heres-how-businesses-can-deduct-startup-costs-from-their-federal-taxes
https://www.irs.gov/newsroom/heres-how-businesses-can-deduct-startup-costs-from-their-federal-taxes
https://www.irs.gov/newsroom/heres-how-businesses-can-deduct-startup-costs-from-their-federal-taxes
https://www.irs.gov/newsroom/heres-how-businesses-can-deduct-startup-costs-from-their-federal-taxes
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Deduction for removing barriers to 

individuals with disabilities and the 

elderly. You may be able to deduct up to 

$15,000 of costs paid or incurred in 2023 to 

remove architectural or transportation 

barriers to individuals with disabilities and the 

elderly. However, you cannot take both a 

credit (on Form 8826) and a deduction for the 

same expenditures. 

De minimis safe harbor for tangible 

property. Generally, you must capitalize 

costs to acquire or produce real or tangible 

personal property used in your trade or 

business, such as buildings, equipment, or 

furniture. However, if you elect to use the de 

minimis safe harbor for tangible property, you 

may deduct de minimis amounts paid to 

acquire or produce certain tangible property if 

these amounts are deducted by you for 

financial accounting purposes or in keeping 

your books and records. 
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If you have an applicable financial statement, 

you may use this safe harbor to deduct 

amounts paid for tangible property up to 

$5,000 per item or invoice. If you don't have 

an applicable financial statement, you may 

use the de minimis safe harbor to deduct 

amounts paid for tangible property up to 

$2,500 per item or invoice. 

Only deduct these amounts as other 

expenses. Don't include these amounts on 

any other line. 

For details on making this election and 

requirements for using the de minimis safe 

harbor for tangible property, see chapter 1 of 

Pub. 535 for 2022, a prior year version. 

Film and television and live theatrical 

production expenses. You can elect to 

deduct costs of certain qualified film and 

television productions or qualified live 

theatrical productions. See chapter 7 of Pub. 

535 for 2022, a prior year version, for details. 
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Forestation and reforestation costs. 

Reforestation costs are generally capital 

expenditures. However, for each qualified 

timber property, you can elect to expense up 

to $10,000 ($5,000 if married filing 

separately) of qualifying reforestation costs 

paid or incurred in 2023. 

You can elect to amortize the remaining costs 

over 84 months. For amortization that begins 

in 2023, complete and attach Form 4562. 

The amortization election and the expense 

election don’t apply to trusts. For details on 

reforestation expenses, see chapters 7 and 8 

of Pub. 535 for 2022, a prior year version. 

Paperwork Reduction Act Notice. We ask 

for the information on Schedule C (Form 

1040) to carry out the Internal Revenue laws 

of the United States. You are required to give 

us the information. We need it to ensure that 

you are complying with these laws and to 

allow us to figure and collect the right amount 

of tax. 
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You are not required to provide the 

information requested on a form that is 

subject to the Paperwork Reduction Act 

unless the form displays a valid OMB control 

number. Books or records relating to a form 

or its instructions must be retained as long as 

their contents may become material in the 

administration of any Internal Revenue law. 

Generally, tax returns and return information 

are confidential, as required by section 6103. 

The time needed to complete and file 

Schedule C (Form 1040) will vary depending 

on individual circumstances. The estimated 

burden for individual taxpayers filing this form 

is included in the estimates shown in the 

instructions for their individual income tax 

return. The estimated burden for all other 

taxpayers who file this form is approved 

under OMB control number 1545-1974 and is 

shown next. 
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Recordkeeping......... 3 hr., 36 min. 

Learning about the law or 

the form............... 1 hr., 19 min. 

Preparing the form....... 1 hr., 39 min. 

Copying, assembling, and 

sending the form to the 

IRS...... 34 min. 

If you have comments concerning the 

accuracy of these time estimates or 

suggestions for making this form simpler, we 

would be happy to hear from you. See the 

instructions for the tax return with which this 

form is filed. 
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Principal Business or Professional 

Activity Codes 
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