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Important Changes

Standard mileage rate. The standard mile-
age rate for the cost of operating your car in
2000 is 32%. cents a mile for all business
miles.

Car expenses and use of the standard
mileage rate are explained in chapter 4.



Depreciation limits on cars. Generally, the
total section 179 and depreciation deductions
you can claim for a car that you use in your
business and first placed in service in 2000
is $3,060. Depreciation on cars and the sec-
tion 179 deduction are covered in chapter 4.

Exceptions for clean-fuel cars. There
are two exceptions to the depreciation limits
for cars that run on clean fuel. See Exceptions
for clean-fuel cars under Depreciation Limits
in chapter 4.

Meal expenses when subject to “hours of
service” limits.  Generally, you can deduct
only 50% of your business-related meal ex-
penses while traveling away from your tax
home for business purposes. You can deduct
a higher percentage if the meals take place
during or incident to any period subject to the
Department of Transportation's “hours of
service” limits. (These limits apply to certain
workers who are under certain federal regu-
lations.) The percentage is 60% for 2000 and
2001 and it gradually increases to 80% by the
year 2008. Business meal expenses are
covered in chapter 1.

Photographs of missing children. The
Internal Revenue Service is a proud partner
with the National Center for Missing and Ex-
ploited Children. Photographs of missing
children selected by the Center may appear
in this publication on pages that would other-
wise be blank. You can help bring these
children home by looking at the photographs
and calling 1-800-THE-LOST (1-800-843—
5678) if you recognize a child.

Important Reminders

Standard meal allowance. The standard
meal allowance (also referred to as the limit
on meals and incidental expenses (M&IE
rate)) for most small localities in the United
States is $30. However, the standard meal
allowance is higher for most major cities and
many other localities in the continental United
States. See Publication 1542, Per Diem
Rates. These rates (allowances/limits) are
also listed in Appendix A of Chapter 41, Part
301 of the Code of Federal Regulations. If you
have a computer, you can find them on the
Internet at www.policyworks.gov/perdiem
Click on “Domestic per diem rates.” Use of the
standard meal allowance is explained in
chapter 1.

Days you depart and return. For the
days you depart for and return from a busi-
ness trip, you can claim 3s of the standard
meal allowance amount. For more informa-
tion, see Travel for days you depart and re-
turn under Standard Meal Allowance in
chapter 1.

Limits that apply to employee deductions.

If you are an employee, deduct your work-
related expenses discussed in this publication
as a miscellaneous itemized deduction on
Schedule A (Form 1040). Generally, the
amount of miscellaneous itemized deductions
you can deduct is limited to the amount that
is more than 2% of your adjusted gross in-
come. It may be further limited if your ad-
justed gross income is more than $128,950
($64,475 if you are married filing separately).
How to report your expenses is covered in
chapter 6.
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Introduction

You may be able to deduct the ordinary and
necessary business-related expenses you
have for:

* Travel away from home,
* Entertainment,

* Gifts, or

* Local transportation.

An ordinary expense is one that is common
and accepted in your field of trade, business,
or profession. A necessary expense is one
that is helpful and appropriate for your busi-
ness. An expense does not have to be indis-
pensable to be considered necessary.

This publication explains what expenses
are deductible, how to report them on your
return, what records you need to prove your
expenses, and how to treat any expense re-
imbursements you may receive.

Who should use this publication. You
should read this publication if you are an
employee or a sole proprietor who has these
business-related expenses that may be
deductible. Other businesses (such as part-
nerships, corporations, and trusts) and em-
ployers who reimburse their employees for
business expenses should refer to their tax
form instructions and chapter 13 of Publica-
tion 535, Business Expenses, for information
on deducting travel, entertainment, and
transportation expenses.

Who does not need to use this publi-
cation. You will not need to read this publi-
cation if all of the following are true.

1) You fully accounted to your employer for
your work-related expenses.

2) You received full reimbursement for your
expenses.

3) Your employer required you to return any
excess reimbursement and you did so.

4) Box 13 of your Form W-2, Wage and
Tax Statement, shows no amount with
a code L.

If you meet these four conditions, there is no
need to show the expenses or the re-
imbursements on your return. If you would
like more information on reimbursements and
accounting to your employer, see chapter 6.

If you meet these conditions and your
@ employer included reimbursements

on your Form W-2 in error, ask your
employer for a corrected Form W-2.

If you do not meet all of these conditions,
you generally must complete Form 2106 or
2106-EZ and itemize your deductions on
Schedule A (Form 1040) to claim your ex-
penses. See chapter 6.

Volunteers. If you perform services as a
volunteer worker for a qualified charity, you
may be able to deduct some of your costs as
a charitable contribution. See Out-of-Pocket
Expenses in Giving Services in Publication
526, Charitable Contributions, for information
on the expenses you can deduct.

Users of employer-provided vehicles. If an
employer-provided vehicle was available for
your use, you received a fringe benefit. Gen-

erally, your employer must include the value
of the use or availability in your income as
pay. However, there are exceptions if the use
of the vehicle qualifies as a working condition
fringe benefit (such as the use of a qualified
nonpersonal use vehicle). Employers should
see Publication 15-B, Employer's Tax Guide
to Fringe Benefits, for information on fringe
benefits.

A working condition fringe benefit is
any property or service provided to you by
your employer for which you could deduct the
cost as an employee business expense if you
had paid for it.

A qualified nonpersonal use vehicle is
one that is not likely to be used more than
minimally for personal purposes because of
its design.

For information on how to report your car
expenses that your employer did not provide
or reimburse you for (such as when you pay
for gas and maintenance for a car your em-
ployer provides), see Vehicle Provided by
Your Employer in chapter 6.

Comments and suggestions.  We welcome
your comments about this publication and
your suggestions for future editions.

You can e-mail us while visiting our web
site at www.irs.gov/help/email2.html

You can write to us at the following ad-
dress:

Internal Revenue Service
Technical Publications Branch
W:CAR:MP:FP:P

1111 Constitution Ave. NW
Washington, DC 20224

We respond to many letters by telephone.
Therefore, it would be helpful if you would
include your daytime phone number, includ-
ing the area code, in your correspondence.

Useful Items
You may want to see:
Publication
[0 225 Farmer's Tax Guide
[0 529 Miscellaneous Deductions
[0 535 Business Expenses
[0 946 How To Depreciate Property

[0 1542 Per Diem Rates

Form (and Instructions)
O Schedule A (Form 1040) Itemized De-
ductions

O Schedule C (Form 1040) Profit or Loss
From Business

[0 Schedule C-EZ (Form 1040) Net Profit
From Business

Schedule F (Form 1040) Profit or Loss
From Farming

d

O

2106 Employee Business Expenses

|

2106—EZ Unreimbursed Employee Busi-
ness Expenses

[0 4562 Depreciation and Amortization

See chapter 7, How To Get Tax Help, for
information about getting these publications
and forms.



1.
Travel Expenses

If you temporarily travel away from your
tax home, you can use this chapter to deter-
mine if you have deductible travel expenses.
This chapter defines “tax home,” “temporary
assignment,” and “travel expenses,” including
the “standard meal allowance.” It also dis-
cusses the rules for travel inside and outside
the United States, luxury water travel, and
deductible convention expenses.

Travel expenses defined.  For tax purposes,
travel expenses are the ordinary and neces-
sary expenses of traveling away from home
for your business, profession, or job. How-
ever, you cannot deduct expenses that are
lavish or extravagant. See, later, What Travel
Expenses Are Deductible?

You will find examples of deductible travel
expenses in Table 1, later.

Traveling away from home. You are travel-

ing away from home if:

1) Your duties require you to be away from
the general area of your tax home (de-
fined later) substantially longer than an
ordinary day's work, and

2) You need to get sleep or rest to meet the
demands of your work while away from
home.

This rest requirement is not satisfied by
merely napping in your car. You do not have
to be away from your tax home for a whole
day or from dusk to dawn as long as your
relief from duty is long enough to get neces-
sary sleep or rest.

Example 1. You are a railroad conductor.
You leave your home terminal on a regularly
scheduled round-trip run between two cities
and return home 16 hours later. During the
run, you have 6 hours off at your turnaround
point where you eat two meals and rent a
hotel room to get necessary sleep before
starting the return trip. You are considered to
be away from home, and you can deduct
travel expenses.

Example 2. You are a truck driver. You
leave your terminal and return to it later the
same day. You get an hour off at your turn-
around point to eat. Because you are not off
to get necessary sleep and the brief time off
is not an adequate rest period, your trip is not
considered as travel away from home. You
cannot deduct travel expenses.

Tax Home

To deduct travel expenses, you must first
determine the location of your tax home.
Generally, your tax home is your regular
place of business or post of duty, regardless
of where you maintain your family home. It
includes the entire city or general area in
which your business or work is located. If you
have more than one regular place of busi-
ness, your tax home is your main place of

business. See Main place of business or
work, later. If you do not have a regular or a
main place of business because of the nature
of your work, then your tax home may be the
place where you regularly live. See No main
place of business or work, later.

If you do not have a regular place of
business or post of duty and there is no place
where you regularly live, you are considered
a transient (an itinerant) and your tax home
is wherever you work. As a transient, you
cannot claim a travel expense deduction be-
cause you are never considered away from
home.

Main place of business or work.  If you have
more than one place of work, consider the
following when determining your main place
of business or work.

1) The total time you ordinarily spend
working in each area.

2) The degree of your business activity in
each area.

3) The relative amount of your income from
each area.

Example. You live in Cincinnati where
you have a seasonal job for 8 months each
year and earn $25,000. You work the other
4 months in Miami, also at a seasonal job,
and earn $9,000. Cincinnati is your main
place of work because you spend most of
your time there and earn most of your income
there.

No main place of business or work. You
may have a tax home even if you do not have
a regular or main place of work. Your tax
home may be the home where you regularly
live.

Factors used to determine tax home.
If you do not have a regular or main place of
business or work, use the following three
factors to see if you have a tax home.

1) You perform part of your business in the
area of your main home and use that
home for lodging while doing business
in the area.

2) You have living expenses at your main
home that you duplicate because your
business requires you to be away from
that home.

3) You have not abandoned the area in
which both your traditional place of
lodging and your main home are located,;
you have a member or members of your
family living at your main home; or you
often use that home for lodging.

If you satisfy all three factors, your tax
home is the home where you regularly live,
and you may be able to deduct travel ex-
penses. If you satisfy only two factors, you
may have a tax home depending on all the
facts and circumstances. |If you satisfy only
one factor, you are a transient; your tax
home is wherever you work and you cannot
deduct travel expenses.

Example 1. You are single and live in
Boston in an apartment you rent. You have
worked for your employer in Boston for a
number of years. Your employer enrolls you
in a 12-month executive training program.
You do not expect to return to work in Boston
after you complete your training.

During your training, you do not do any
work in Boston. Instead, you receive class-
room and on-the-job training throughout the
United States. You keep your apartment in
Boston and return to it frequently. You use
your apartment to conduct your personal
business. You also keep up your community
contacts in Boston. When you complete your
training, you are transferred to Los Angeles.

You do not satisfy factor (1) because you
did not work in Boston. You satisfy factor (2)
because you had duplicate living expenses.
You also satisfy factor (3) because you did
not abandon your apartment in Boston as
your traditional home, you kept your commu-
nity contacts, and you frequently returned to
live in your apartment. You have a tax home
in Boston for travel expense deduction pur-
poses.

Example 2. You are an outside
salesperson with a sales territory covering
several states. Your employer's main office is
in Newark, but you do not conduct any busi-
ness there. Your work assignments are tem-
porary, and you have no way of knowing
where your future assignments will be lo-
cated. You have a room in your married sis-
ter's house in Dayton. You stay there for one
or two weekends a year, but you do no work
in the area. You do not pay your sister for the
use of the room.

You do not satisfy any of the three factors
listed earlier. You are a transient and have
no tax home. Because you are never away
from home, you cannot deduct the cost of
your meals and lodging as travel expenses.

Living away from your tax home. If you
(and your family) live in an area outside your
tax home (main place of work), you cannot
deduct the cost of traveling between your tax
home and your family home. You also cannot
deduct the cost of meals and lodging while
at your tax home. See Example 1 that follows.

If you are working temporarily in the same
city where you and your family live, you may
be considered as traveling away from home.
See Example 2, below.

Example 1. You are a truck driver and
you and your family live in Tucson. You are
employed by a trucking firm that has its ter-
minal in Phoenix. At the end of your long runs,
you return to your home terminal in Phoenix
and spend one night there before returning
home. You cannot deduct any expenses you
have for meals and lodging in Phoenix or the
cost of traveling from Phoenix to Tucson. This
is because Phoenix is your tax home.

Example 2. Your family home is in
Pittsburgh, where you work 12 weeks a year.
The rest of the year you work for the same
employer in Baltimore. In Baltimore, you eat
in restaurants and sleep in a rooming house.
Your salary is the same whether you are in
Pittsburgh or Baltimore.

Because you spend most of your working
time and earn most of your salary in
Baltimore, that city is your tax home. You
cannot deduct any expenses you have for
meals and lodging there. However, when you
return to work in Pittsburgh, you are away
from your tax home even though you stay at
your family home. You can deduct the cost
of your round trip between Baltimore and
Pittsburgh. You can also deduct your part of
your family's living expenses for meals and
lodging while you are living and working in
Pittsburgh.
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Temporary

Assignment or Job

You may regularly work within the city or
general area of your tax home and also work
at another location. It may not be practical to
return home from this other location at the
end of each work day.

If your assignment or job away from your
main place of work is temporary, your tax
home does not change. You are considered
to be away from home for the whole period
you are away from your main place of work.
Your travel expenses are deductible. Gener-
ally, a temporary assignment in a single lo-
cation is one that is realistically expected to
last (and does in fact last) for one year or less.

However, if your assignment or job is in-
definite, the location of the assignment or job
becomes your new tax home and you cannot
deduct your travel expenses while there. An
assignment or job in a single location is con-
sidered indefinite if it is realistically expected
to last for more than one year, whether or not
it actually lasts for more than one year.

If your assignment is indefinite, you must
include in your income any amounts you re-
ceive from your employer for living expenses,
even if they are called travel allowances and
you account to your employer for them. You
may be able to deduct the cost of relocating
to your new tax home as a moving expense.
See Publication 521, Moving Expenses, for
more information.

Exception for federal crime investigations
or prosecutions. If you are a federal em-
ployee participating in a federal crime inves-
tigation or prosecution, you are not subject to
the one-year rule for deducting temporary
travel expenses. This means you may be
able to deduct travel expenses even if you
are away from your tax home for more than
one year.

For you to qualify, the Attorney General
must certify that you are traveling:

1) For the federal government,
2) In a temporary duty status, and

3) To investigate or prosecute, or provide
support services for the investigation or
prosecution of, a federal crime.

You can deduct your otherwise allowable
travel expenses throughout the period of cer-
tification.

Determining temporary or indefinite. You
must determine whether your assignment is
temporary or indefinite when you start work.
If you expect employment to last for one year
or less, it is temporary unless there are facts
and circumstances that indicate otherwise.
Employment that is initially temporary may
become indefinite due to changed circum-
stances. A series of assignments to the same
location, all for short periods but that together
cover a long period, may be considered an
indefinite assignment.

The following examples illustrate when
you can and cannot deduct travel expenses
for a temporary assignment.

Example 1. You are a construction
worker. You live and regularly work in Los
Angeles. You are a member of a trade union
in Los Angeles that helps you get work in the
Los Angeles area. Because of a shortage of
work, you took a job on a construction project
in Fresno. Your job was scheduled to end in
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eight months, and you planned to return to
Los Angeles at that time. The job actually
lasted 10 months, after which time you re-
turned to Los Angeles. Your family continued
to live in your home in Los Angeles.

While in Fresno, you lived in a trailer you
own. You returned to Los Angeles most
weekends and maintained contact with the
local union to see if you could get work in Los
Angeles. You realistically expected the job in
Fresno to last eight months. The job actually
did last less than one year. Because you ex-
pected to return home when it ended, your tax
home is in Los Angeles for travel expense
deduction purposes.

Example 2. The facts are the same as in
Example 1, except that you realistically ex-
pected the work in Fresno to last 18 months.
The job actually was completed in 10 months.

Your job in Fresno is indefinite because
you realistically expected the work to last
longer than one year, even though it actually
lasted less than one year. You cannot deduct
any travel expenses you had in Fresno.

Example 3. The facts are the same as in
Example 1, except that you realistically ex-
pected the work in Fresno to last 9 months.
After 8 months, however, you were asked to
remain for 7 more months (for a total actual
stay of 15 months).

Initially, you realistically expected the job
in Fresno to last for only 9 months. However,
due to changed circumstances occurring after
8 months, it was no longer realistic for you to
expect that the job in Fresno would last for
one year or less. You can only deduct your
travel expenses for the first 8 months. You
cannot deduct any travel expenses you had
after that time.

Going home on days off.  If you go back to
your tax home from a temporary assignment
on your days off, you are not considered away
from home while you are in your hometown.
You cannot deduct the cost of your meals and
lodging there. However, you can deduct your
travel expenses, including meals and lodging,
while traveling from the area of your tempo-
rary place of work to your hometown and back
to work. You can claim these expenses up to
the amount it would have cost you for meals
and lodging had you stayed at your temporary
place of work.

If you keep your hotel room during your
visit home, you can deduct the cost of your
hotel room. In addition, you can deduct your
expenses of returning home up to the amount
you would have spent for meals had you
stayed at your temporary place of work.

Probationary work period. If you take a job
that requires you to move, with the under-
standing that you will keep the job if your work
is satisfactory during a probationary period,
the job is indefinite. You cannot deduct any
of your expenses for meals and lodging dur-
ing the probationary period.

Members of the Armed Forces. If you are
a member of the U.S. Armed Forces on a
permanent duty assignment overseas, you
are not traveling away from home. You can-
not deduct your expenses for meals and
lodging. You cannot deduct these expenses
even if you have to maintain a home in the
United States for your family members who
are not allowed to accompany you overseas.
If you are transferred from one permanent
duty station to another, you may have

deductible moving expenses, which are ex-
plained in Publication 521.

A naval officer assigned to permanent
duty aboard a ship that has regular eating and
living facilities has a tax home aboard ship for
travel expense purposes.

What Travel Expenses
Are Deductible?

Once you have determined that you are trav-
eling away from your tax home, you can de-
termine what travel expenses are deductible.

Deductible travel expenses include those
ordinary and necessary expenses you have
when you travel away from home on busi-
ness. The type of expense you can deduct
depends on the facts and your circumstances.

Table 1 summarizes travel expenses you
may be able to deduct. You may have other
deductible travel expenses that are not cov-
ered there, depending on the facts and your
circumstances.

3 When you travel away from home on
ri business, you should keep records of
QELES all the expenses you have and any
advances you receive from your employer.
You can use a log, diary, notebook, or any
other written record to keep track of your ex-
penses. The types of expenses you need to
record, along with supporting documentation,
are described in Table 4 (see chapter 5).

Travel expenses for another individual. If
a spouse, dependent, or other individual goes
with you (or your employee) on a business trip
or to a business convention, you generally
cannot deduct his or her travel expenses.

Employee. You can deduct the travel
expenses you have for an accompanying in-
dividual if that individual:

1) Is your employee,

2) Has a bona fide business purpose for the
travel, and

3) Would otherwise be allowed to deduct
the travel expenses.

Business associate. If a business as-
sociate travels with you and meets the con-
ditions in (2) and (3) above, you can claim the
deductible travel expenses you have for that
person. A business associate is someone
with whom you could reasonably expect to
actively conduct business. A business asso-
ciate can be a current or prospective (likely
to become) customer, client, supplier, em-
ployee, agent, partner, or professional advi-
sor.

Bona fide business purpose. For a
bona fide business purpose to exist, you must
prove a real business purpose for the indi-
vidual's presence. Incidental services, such
as typing notes or assisting in entertaining
customers, are not enough to warrant a de-
duction.

Example. Jerry drives to Chicago on
business and takes his wife, Linda, with him.
Linda is not Jerry's employee. Even if her
presence serves a bona fide business pur-
pose, her expenses are not deductible.

Jerry pays $115 a day for a double room.
A single room costs $90 a day. He can deduct
the total cost of driving his car to and from
Chicago, but only $90 a day for his hotel



room. If he uses public transportation, he can
deduct only his fare.

Meals

Unless you meet the rules for business
entertainment, you cannot deduct the cost of
meals if it is not necessary for you to stop for
sleep or rest to properly perform your duties.
These rules are explained in chapter 2.

50% limit on meals. You can use either
the actual cost of your meals or a standard
amount to figure your meals expense. (See
Standard Meal Allowance later in this chap-
ter.) However, you can generally deduct only
50% of the cost of your unreimbursed
business-related meals.

If you are reimbursed for the cost of your
meals, how you apply the 50% limit depends
on whether your employer's reimbursement
plan was accountable or nonaccountable. If
you are not reimbursed, the 50% limit applies
whether the unreimbursed meal expense is
for business travel or business entertainment.
Chapter 2 discusses the 50% limit in more
detail, and chapter 6 discusses accountable
and nonaccountable plans.

Lavish or extravagant. You cannot de-
duct expenses for meals that are lavish or
extravagant. An expense is not considered
lavish or extravagant if it is reasonable based
on the facts and circumstances. Expenses
will not be disallowed merely because they
are more than a fixed dollar amount or take
place at deluxe restaurants, hotels, night-
clubs, or resorts.

Standard Meal Allowance

You generally can deduct a standard amount
for your daily meals and incidental ex-
penses (M&IE) while you are traveling away
from home on business. In this publication,
“standard meal allowance” refers to the fed-
eral rate for M&IE (which varies based on
where and when you travel).

Incidental expenses. These include, but are
not limited to, your costs for the following
items.

1) Laundry, cleaning and pressing of cloth-
ing.
2) Fees and tips for persons who provide

services, such as porters and baggage
carriers.

Incidental expenses do not include taxicab
fares, lodging taxes, or the costs of telegrams
or telephone calls.

Federal employees should refer to the
A Federal Travel Regulations at 41 CFR
e 301 for changes affecting their claims
for reimbursement of these expenses.

The standard meal allowance method is
an alternative to the actual cost method. It
allows you to deduct a set amount, depending
on where and when you travel, instead of
keeping records of your actual costs. If you
use the standard meal allowance, you still
must keep records to prove the time, place,
and business purpose of your travel. See the
recordkeeping rules for travel in chapter 5.

There is no optional standard lodging
A amount similar to the standard meal
&wneN allowance. Your allowable lodging
expense deduction is your actual cost.

Table 1. Travel Expenses You Can Deduct
This chart summarizes expenses you can deduct when you travel away from home

for business purposes.

IF you have
expenses for:

THEN you can deduct the costs of:

Transportation

limits.

Travel by airplane, train, bus, or car between your home and your
business destination. If you were provided with a ticket or you are
riding free as a result of a frequent traveler or similar program,
your cost is zero. If you travel by ship, see Luxury Water Travel
and Cruise ships (under Conventions) for additional rules and

Taxi, commuter
bus, and airport
limousine

or from:

Fares for these and other types of transportation that take you to

1) The airport or station and your hotel, and

2) The hotel and the work location of your customers or clients,
your business meeting place, or your temporary work location.

Baggage and
shipping

Sending baggage and sample or display material between your
regular and temporary work locations.

Car Operating and maintaining your car when traveling away from
home on business. You can deduct actual expenses or the
standard mileage rate, as well as business-related tolls and
parking. If you rent a car while away from home on business, you
can deduct only the business-use portion of the expenses.

Lodging and meals

Your lodging and meals if your business trip is overnight or long
enough that you need to stop for sleep or rest to properly perform
your duties. Meals include amounts spent for food, beverages,
taxes, and related tips. See Meals for additional rules and limits.

Cleaning Dry cleaning and laundry.

Telephone Business calls while on your business trip. This includes business
communication by fax machine or other communication devices.

Tips Tips you pay for any expenses in this chart.

Other Other similar ordinary and necessary expenses related to your

business travel. These expenses might include transportation to or
from a business meal, public stenographer’s fees, computer rental
fees, and operating and maintaining a house trailer.

Who can use the standard meal allowance.
You can use the standard meal allowance
whether you are an employee or self-
employed, and whether or not you are reim-
bursed for your traveling expenses. You can-
not use the standard meal allowance if you
are related to your employer as defined next.

Related to employer. You are related to
your employer if:

1) Your employer is your brother or sister,
half brother or half sister, spouse, an-
cestor, or lineal descendant,

2) Your employer is a corporation in which
you own, directly or indirectly, more than
10% in value of the outstanding stock,
or

3) Certain relationships (such as grantor,
fiduciary, or beneficiary) exist between
you, a trust, and your employer.

You may be considered to indirectly own
stock, for purposes of (2), if you have an in-
terest in a corporation, partnership, estate,
or trust that owns the stock or if a member
of your family or your partner owns the stock.

Use of the standard meal allowance for
other travel. You can use the standard meal
allowance to prove meal expenses you have

when you travel in connection with investment
and other income-producing property. You
can also use it to prove meal expenses you
have when you travel for qualifying educa-
tional purposes. You cannot use the standard
meal allowance to prove the amount of your
meals when you travel for medical or chari-
table purposes.

Amount of standard meal allowance. The
standard meal allowance is the federal M&IE
rate. For travel in 2000, the rate is $30 a day
for most areas in the United States. Other
locations in the United States are designated
as high-cost areas, qualifying for higher
standard meal allowances. Locations qualify-
ing for rates of $34, $38, $42, or $46 a day
are listed in Publication 1542.

If you travel to more than one location in
one day, use the rate in effect for the area
where you stop for sleep or rest. If you work
in the transportation industry, however, see
Special rate for transportation workers, later.

50% limit may apply. If you are not re-
imbursed or if you are reimbursed under a
nonaccountable plan for meal expenses, you
can generally deduct only 50% of the stand-
ard meal allowance. If you are reimbursed
under an accountable plan and you are de-
ducting amounts that are more than your re-
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imbursements, you can deduct only 50% of
the excess amount. The 50% limit is dis-
cussed in more detail in chapter 2, and ac-
countable and nonaccountable plans are dis-
cussed in chapter 6.

Standard meal allowance for areas
outside the continental United States. The
standard meal allowance rates do not apply
to travel in Alaska, Hawaii, or any other lo-
cations outside the continental United States.
The federal per diem rates for these locations
are published monthly in the Maximum Travel
Per Diem Allowances for Foreign Areas.

Your employer may have these rates
available, or you can purchase the
publication from the:

Superintendent of Documents
U.S. Government Printing Office
P.O. Box 371954

Pittsburgh, PA 15250-7954.

You can also order it by calling the

Government  Printing  Office at

1-202-512-1800 (not a toll-free
number).

Per diem rates are also available on

the Internet. If you have a computer

and a modem, you can access do-
mestic per diem rates at:

www.policyworks.gov/perdiem
You can access foreign per diem rates at:

www.state.gov/www/perdiems

Special rate for transportation workers.
You can use a special standard meal allow-
ance if you work in the transportation industry.
You are in the transportation industry if your
work:

1) Directly involves moving people or goods
by airplane, barge, bus, ship, train, or
truck, and

2) Regularly requires you to travel away
from home and, during any single trip,
usually involves travel to areas eligible
for different standard meal allowance
rates.

If this applies to you, you can claim a $38 a
day standard meal allowance ($42 for travel
outside the continental United States).

Using the special rate for transportation
workers eliminates the need for you to deter-
mine the standard meal allowance for every
area where you stop for sleep or rest. If you
choose to use the special rate for any trip, you
must use the special rate (and not use the
regular standard meal allowance rates) for all
trips you take that year.

Travel for days you depart and return. For
both the day you depart for and the day you
return from a business trip, you must prorate
the standard meal allowance. You can do so
by one of two methods.

* Method 1: You can claim 3 of the
standard meal allowance.

* Method 2: You can use any method that
you consistently apply and that is in ac-
cordance with reasonable business
practice.
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Example. Jen is employed in New
Orleans as a convention planner. In March,
her employer sent her on a 3-day trip to
Washington, DC, to attend a planning semi-
nar. She left her home in New Orleans at 10
a.m. on Wednesday and arrived in Washing-
ton, DC, at 5:30 p.m. After spending two
nights there, she flew back to New Orleans
on Friday and arrived back home at 8:00 p.m.
Jen's employer gave her a flat amount to
cover her expenses and included it with her
wages.

Under Method 1, Jen can claim 2% days
of the standard meal allowance for Washing-
ton, DC: 3 of the daily rate for Wednesday
and Friday (the days she departed and re-
turned), and the full daily rate for Thursday.

Under Method 2, Jen could also use any
method that she applies consistently and that
is in accordance with reasonable business
practice. For example, she could claim 3 days
of the standard meal allowance even though
a federal employee would be limited to only
21> days.

Travel in the United States

The following discussion applies to travel in
the United States. For this purpose, the
United States includes the 50 states and the
District of Columbia. The treatment of your
travel expenses depends on how much of
your trip was business related and on how
much of your trip occurred within the United
States. See Part of Trip Outside the United
States, later.

Trip Primarily for Business

You can deduct all of your travel expenses if
your trip was entirely business related. If your
trip was primarily for business and, while at
your business destination, you extended your
stay for a vacation, made a nonbusiness side
trip, or had other nonbusiness activities, you
can deduct your business-related travel ex-
penses. These expenses include the travel
costs of getting to and from your business
destination and any business-related ex-
penses at your business destination.

Example. You work in Atlanta and take
a business trip to New Orleans. On your way
home, you stop in Mobile to visit your parents.
You spend $630 for the 9 days you are away
from home for travel, meals, lodging, and
other travel expenses. If you had not stopped
in Mobile, you would have been gone only 6
days, and your total cost would have been
$580. You can deduct $580 for your trip, in-
cluding the cost of round-trip transportation to
and from New Orleans. The cost of your
meals is subject to the 50% limit on meals
mentioned earlier.

Trip Primarily for
Personal Reasons

If your trip was primarily for personal reasons,
such as a vacation, the entire cost of the trip
is a nondeductible personal expense. How-
ever, you can deduct any expenses you have
while at your destination that are directly re-
lated to your business.

A trip to a resort or on a cruise ship may
be a vacation even if the promoter advertises
that it is primarily for business. The schedul-
ing of incidental business activities during a
trip, such as viewing videotapes or attending
lectures dealing with general subjects, will not
change what is really a vacation into a busi-
ness trip.

Part of Trip Outside
the United States

If part of your trip is outside the United States,
use the rules described later in this chapter
under Travel Outside the United States for
that part of the trip. For the part of your trip
that is inside the United States, use the rules
in this section. Travel outside the United
States does not include travel from one point
in the United States to another point in the
United States. The following discussion can
help you determine whether your trip was
entirely within the United States.

Public transportation.  If you travel by public
transportation, any place in the United States
where that vehicle makes a scheduled stop
is a point in the United States. Once the ve-
hicle leaves the last scheduled stop in the
United States on its way to a point outside the
United States, you apply the rules under
Travel Outside the United States.

Example. You fly from New York to
Puerto Rico with a scheduled stop in Miami.
You return to New York nonstop. The flight
from New York to Miami is in the United
States, so only the flight from Miami to Puerto
Rico is outside the United States. Because
there are no scheduled stops between Puerto
Rico and New York, all of the return trip is
outside the United States.

Private car. Travel by private car in the
United States is travel between points in the
United States, even though you are on your
way to a destination outside the United
States.

Example. You travel by car from Denver
to Mexico City and return. Your travel from
Denver to the border and from the border
back to Denver is travel in the United States,
and the rules in this section apply. The rules
under Travel Outside the United States apply
to your trip from the border to Mexico City and
back to the border.

Travel Outside
the United States

If any part of your business travel is outside
the United States, some of your deductions
for the cost of getting to and from your desti-
nation may be limited. For this purpose, the
United States includes the 50 states and the
District of Columbia.

How much of your travel expenses you
can deduct depends in part upon how much
of your trip outside the United States was
business related.

Travel Entirely for Business or
Considered Entirely for Business

You can deduct all your travel expenses of
getting to and from your business destination
if your trip is entirely for business or consid-
ered entirely for business.

Travel entirely for business. If you travel
outside the United States and you spend the
entire time on business activities, you can
deduct all of your travel expenses.

Travel considered entirely for business.
Even if you did not spend your entire time on
business activities, your trip is considered



entirely for business if you meet at least one
of the following four exceptions.

Exception 1 — No substantial control.
Your trip is considered entirely for business
if you did not have substantial control over
arranging the trip. You are not considered to
have substantial control merely because you
have control over the timing of your trip.

You are considered not to have substan-
tial control over your trip if you:

1) Are an employee who was reimbursed
or paid a travel expense allowance,

2) Are not related to your employer, and

3) Are not a managing executive.

“Related to your employer” was defined
earlier in this chapter under Standard Meal
Allowance.

A “managing executive” is an employee
who has the authority and responsibility,
without being subject to the veto of another,
to decide on the need for the business travel.

A self-employed person generally has
substantial control over arranging business
trips.

Exception 2 — Outside United States no
more than a week. Your trip is considered
entirely for business if you were outside the
United States for a week or less, combining
business and nonbusiness activities. One
week means seven consecutive days. In
counting the days, do not count the day you
leave the United States, but do count the day
you return to the United States.

Example. You traveled to Brussels pri-
marily for business. You left Denver on
Tuesday and flew to New York. On Wednes-
day, you flew from New York to Brussels, ar-
riving the next morning. On Thursday and
Friday, you had business discussions, and
from Saturday until Tuesday, you were
sightseeing. You flew back to New York, ar-
riving Wednesday afternoon. On Thursday,
you flew back to Denver. Although you were
away from your home in Denver for more than
a week, you were not outside the United
States for more than a week. This is because
the day you depart does not count as a day
outside the United States. You can deduct
your cost of the round-trip flight between
Denver and Brussels. You can also deduct
the cost of your stay in Brussels for Thursday
and Friday while you conducted business.
However, you cannot deduct the cost of your
stay in Brussels from Saturday through
Tuesday because those days were spent on
nonbusiness activities.

Exception 3 — Less than 25% of time
on personal activities. Your trip is consid-
ered entirely for business if you were outside
the United States for more than a week, but
you spent less than 25% of the total time you
were outside the United States on nonbusi-
ness activities. For this purpose, count both
the day your trip began and the day it ended.

Example. You flew from Seattle to Tokyo,
where you spent 14 days on business and 5
days on personal matters. You then flew back
to Seattle. You spent one day flying in each
direction. Because only 521 (less than 25%)
of your total time abroad was for nonbusiness
activities, you can deduct as travel expenses
what it would have cost you to make the trip
if you had not engaged in any nonbusiness
activity. The amount you can deduct is the
cost of the round-trip plane fare and 16 days

of meals (subject to the 50% limit), lodging,
and other related expenses.

Exception 4 — Vacation not a major
consideration. Your trip is considered en-
tirely for business if you can establish that a
personal vacation was not a major consider-
ation, even if you have substantial control
over arranging the trip.

Travel not entirely for business. If you do
not meet any of the above exceptions, you
may still be able to deduct some of your ex-
penses. See Travel Primarily for Business,
next.

Travel Primarily for Business

If you travel outside the United States prima-
rily for business but spend some of your time
on nonbusiness activities, you generally can-
not deduct all of your travel expenses. You
can only deduct the business portion of your
cost of getting to and from your destination.
You must allocate the costs between your
business and nonbusiness activities to deter-
mine your deductible amount. See Travel al-
location rules, below.

You do not have to allocate your
@ travel expenses if you meet one of the
four exceptions listed earlier under

Travel considered entirely for business. In
those cases, you can deduct the total cost of
getting to and from your destination.

Travel allocation rules. If your trip outside
the United States was primarily for business,
you must allocate your travel time on a day-
to-day basis between business days and
nonbusiness days. The days you depart from
and return to the United States are both
counted as days outside the United States.

To figure the deductible amount of your
round-trip travel expenses, use the following
fraction. The numerator (top number) is the
total number of business days outside the
United States. The denominator (bottom
number) is the total number of travel days
outside the United States.

Counting business days. Your business
days include transportation days, days your
presence was required, days you spent on
business, and certain weekends and holi-
days.

Transportation day. Count as a busi-
ness day any day you spend traveling to or
from a business destination. However, if be-
cause of a nonbusiness activity you do not
travel by a direct route, your business days
are the days it would take you to travel a
reasonably direct route to your business
destination. Extra days for side trips or non-
business activities cannot be counted as
business days.

Presence required. Count as a business
day any day your presence is required at a
particular place for a specific business pur-
pose. Count it as a business day even if you
spend most of the day on nonbusiness activ-
ities.

Day spent on business. If your principal
activity during working hours is pursuit of your
trade or business, count the day as a busi-
ness day. Also, count as a business day any
day you are prevented from working because
of circumstances beyond your control.

Certain weekends and holidays. Count
weekends, holidays, and other necessary
standby days as business days if they fall

between business days. But if they follow
your business meetings or activity and you
remain at your business destination for non-
business or personal reasons, do not count
them as business days.

Example 1. Your tax home is New York
City. You travel to Quebec where you have
a business appointment on Friday. You have
another appointment on the following Mon-
day. Because your presence was required on
both Friday and Monday, they are business
days. Because the weekend is between
business days, Saturday and Sunday are
counted as business days. This is true even
though you use the weekend for sightseeing,
visiting friends, or other nonbusiness activity.

Example 2. If, in Example 1, you had no
business in Quebec after Friday, but stayed
until Monday before starting home, Saturday
and Sunday would be nonbusiness days.

Nonbusiness activity on the way to or
from your business destination. If you
stopped for a vacation or other nonbusiness
activity either on the way from the United
States to your business destination, or on the
way back to the United States from your
business destination, you must allocate part
of your travel expenses to the nonbusiness
activity. The part you must allocate is the
amount it would have cost you to travel be-
tween the point where travel outside the
United States begins and your nonbusiness
destination and a return to the point where
travel outside the United States ends. You
determine the nonbusiness portion of that
expense by multiplying it by a fraction. The
numerator of the fraction is the number of
nonbusiness days during your travel outside
the United States and the denominator is the
total number of days you spend outside the
United States.

Example. You live in New York. On May
4 you flew to Paris to attend a business con-
ference that began on May 5. The conference
ended at noon on May 14. That evening you
flew to Dublin where you visited with friends
until the afternoon of May 21, when you flew
directly home to New York. The primary pur-
pose for the trip was to attend the conference.

If you had not stopped in Dublin, you
would have arrived home the evening of May
14. You did not meet any of the exceptions
that would allow you to consider your travel
entirely for business. May 4 through May 14
(11 days) are business days and May 15
through May 21 (7 days) are nonbusiness
days.

You can deduct the cost of your meals
(subject to the 50% limit), lodging, and other
business-related travel expenses while in
Paris.

You cannot deduct your expenses while
in Dublin. You also cannot deduct 71s of what
it would have cost you to travel round-trip
between New York and Dublin.

You paid $450 to fly from New York to
Paris, $200 to fly from Paris to Dublin, and
$500 to fly from Dublin back to New York.
Roundtrip airfare from New York to Dublin
would have been $850.

You figure the deductible part of your air
travel expenses by subtracting 7hs of the
round-trip fare and other expenses you would
have had in traveling directly between New
York and Dublin (850 x 7hs = $331) from your
total expenses in traveling from New York to
Paris to Dublin and back to New York ($450
+ $200 + $500 = $1,150).
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Your deductible air travel expense is $819
($1,150 - $331).

Nonbusiness activity at, near, or beyond
business destination.  If you had a vacation
or other nonbusiness activity at, near, or be-
yond your business destination, you must al-
locate part of your travel expenses to the
nonbusiness activity. The part you must al-
locate is the amount it would have cost you
to travel between the point where travel out-
side the United States begins and your busi-
ness destination and a return to the point
where travel outside the United States ends.
You determine the nonbusiness portion of
that expense by multiplying it by a fraction.
The numerator of the fraction is the number
of nonbusiness days during your travel out-
side the United States and the denominator
is the total number of days you spend outside
the United States. None of your travel ex-
penses for nonbusiness activities at, near, or
beyond your business destination are
deductible.

Example. Assume that the dates are the
same as in the previous example but that in-
stead of going to Dublin for your vacation, you
fly to Venice, Italy, for a vacation. You cannot
deduct any part of the cost of your trip from
Paris to Venice and return to Paris. In addi-
tion, you cannot deduct 71s of the airfare and
other expenses from New York to Paris and
back to New York. You can deduct s of the
round-trip plane fare and other travel ex-
penses from New York to Paris, plus your
meals, lodging, and any other business ex-
penses you had in Paris. (Assume these
expenses total $900). If the round-trip plane
fare and other travel-related expenses (such
as food during the trip) are $800 from New
York to Paris, you can deduct travel costs of
$489 (s x $800), plus the full $900 for the
expenses you had in Paris.

Other methods. You can use another
method of counting business days if you es-
tablish that it more clearly reflects the time
spent on nonbusiness activities outside the
United States.

Travel Primarily for Vacation

If you travel outside the United States prima-
rily for vacation or for investment purposes,
the entire cost of the trip is a nondeductible
personal expense. This is true even if you
spend some time attending brief professional
seminars or a continuing education program.
You can, however, deduct your registration
fees and any other expenses you have that
are directly related to your business.

Example. The university from which you
graduated has a continuing education pro-
gram for members of its alumni association.
This program consists of trips to various for-
eign countries where academic exercises and
conferences are set up to acquaint individuals
in most occupations with selected facilities in
several regions of the world. However, none
of the conferences are directed toward spe-
cific occupations or professions. It is up to
each participant to seek out specialists and
organizational settings appropriate to his or
her occupational interests.

Three-hour sessions are held each day
over a 5-day period at each of the selected
overseas facilities where participants can
meet with individual practitioners. These ses-
sions are composed of a variety of activities
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including workshops, mini-lectures, role play-
ing, skill development, and exercises. Pro-
fessional conference directors schedule and
conduct the sessions. Participants can
choose those sessions they wish to attend.

You can participate in this program since
you are a member of the alumni association.
You and your family take one of the trips. You
spend about 2 hours at each of the planned
sessions. The rest of the time you go touring
and sightseeing with your family. The trip
lasts less than 1 week.

Your travel expenses for the trip are not
deductible since the trip was primarily a va-
cation. However, registration fees and any
other incidental expenses you have for the
five planned sessions you attended that are
directly related and beneficial to your busi-
ness are deductible business expenses.
These expenses should be specifically stated
in your records to ensure proper allocation of
your deductible business expenses.

Luxury Water Travel

If you travel by ocean liner, cruise ship, or
other form of luxury water transportation for
business purposes, there is a daily limit on the
amount you can deduct. The limit is twice the
highest federal per diem rate allowable at the
time of your travel. (Generally, the federal per
diem is the amount paid to federal govern-
ment employees for daily living expenses
when they travel away from home, but in the
United States, for business purposes.)

Daily limit on luxury water travel. The
highest federal per diem rate allowed and the
daily limit for luxury water travel in 2000 is
shown in the following table.

Highest Daily Limit
2000 Federal on Luxury
Dates i
Jan. 1-Jun. 14 $ 244 $ 488
Jun. 15-Sep 15 253 506
Sep. 16-Dec. 31 244 448

Example. Caroline, a travel agent, trav-
eled by ocean liner from New York to London,
England, on business in May. Her expense
for the 6-day cruise was $3,000. Caroline's
deduction for the cruise cannot exceed
$2,928 (6 days x $488 daily limit).

Meals and entertainment.  If your expenses
for luxury water travel include separately
stated amounts for meals or entertainment,
those amounts are subject to the 50% limit
on meals and entertainment before you apply
the daily limit. For a discussion of the 50%
limit, see chapter 2.

Example. In the previous example,
Caroline's luxury water travel had a total cost
of $3,000. Of that amount, $1,600 was sepa-
rately stated as meals and entertainment.
Caroline, who is self-employed, is not reim-
bursed for any of her travel expenses.
Caroline computes her deductible travel ex-
penses as follows.

Meals and entertainment . $1,600
50% limit e — %50
Allowable meals & entertainmen $ 800
Other travel expenses ................. + 1,400
Allowable cost before the daily limit .......... $2,200

Daily limit for May 2000 .............. $488
Times number of days ................ ___x6
Maximum luxury water travel deduction .... $2,928

Amount of allowable deduction

Caroline's deduction for her cruise is limited
to $2,200, even though the limit on luxury
water travel is higher.

Not separately stated. If your meal or
entertainment charges are not separately
stated or are not clearly identifiable, you do
not have to allocate any portion of the total
charge to meals or entertainment.

Exceptions

The per diem rule does not apply to expenses
you have to attend a convention, seminar, or
meeting on board a cruise ship. See Cruise
ships, under Conventions Held Outside the
North American Area.

Conventions

You can deduct your travel expenses when
you attend a convention if you can show that
your attendance benefits your trade or busi-
ness. You cannot deduct the travel expenses
for your family. If the convention is for in-
vestment, political, social, or other purposes
unrelated to your trade or business, you can-
not deduct the expenses. You cannot deduct
nonbusiness expenses.

Your appointment or election as a
A delegate does not, in itself, determine
eEEN whether you can deduct travel ex-
penses. You can deduct your travel ex-

penses only if your attendance is connected
to your own trade or business.

Convention agenda. The convention
agenda or program generally shows the pur-
pose of the convention. You can show your
attendance at the convention benefits your
trade or business by comparing the agenda
with the official duties and responsibilities of
your position. The agenda does not have to
deal specifically with your official duties and
responsibilities; it will be enough if the agenda
is so related to your position that it shows
your attendance was for business purposes.

Conventions Held Outside
the North American Area

You cannot 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. Also, it must be as reasonable to
hold the meeting outside the North American
area as in it. If the meeting meets these re-
quirements, you also must satisfy the rules for
deducting expenses for business trips in
general, discussed earlier under Travel Out-
side the United States.

North American area. The North American
area includes the following locations.

American Samoa Kingman Reef

Baker Island Marshall Islands
Barbados Mexico

Bermuda Micronesia
Canada Midway Islands
Costa Rica Northern Mariana
Dominica Islands
Dominican Republic Palau

Grenada Palmyra

Guam Puerto Rico
Guyana Saint Lucia
Honduras Trinidad and Tobago
Howland Island USA

Jamaica U.S. Virgin Islands
Jarvis Island Wake Island

Johnston Island



Reasonableness test. The following factors
are taken into account to determine if it was
reasonable to hold the meeting outside the
North American area.

1) The purpose of the meeting and the ac-
tivities taking place at the meeting.

2) The purposes and activities of the spon-
soring organizations or groups.

3) The homes of the active members of the
sponsoring organizations and the places
at which other meetings of the sponsor-
ing organizations or groups have been
or will be held.

4) Other relevant factors you may present.

Cruise ships. You can deduct up to $2,000
per year of your expenses of attending con-
ventions, seminars, or similar meetings held
on cruise ships. You must, however, establish
that the meeting is directly related to your
trade or business. All ships that sail are con-
sidered cruise ships.

You can deduct these expenses if all of
the following requirements are met.

1) The cruise ship is a vessel registered in
the United States.
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All of the cruise ship's ports of call are
in the United States or in possessions
of the United States.
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You attach to your return a written
statement signed by you that includes
information about:

a) The total days of the trip, excluding
the days of transportation to and
from the cruise ship port,

b)  The number of hours each day that
you devoted to scheduled business
activities, and

c) A program of the scheduled busi-
ness activities of the meeting.
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You attach to your return a written
statement signed by an officer of the or-
ganization or group sponsoring the
meeting that includes:

a) A schedule of the business activ-
ities of each day of the meeting, and

b)  The number of hours you attended
the scheduled business activities.

2.

Entertainment
Expenses

You may be able to deduct business-
related entertainment expenses you have for
entertaining a client, customer, or employee.
The rules and definitions are summarized in
Table 2.

You can deduct entertainment expenses
only if they are both ordinary and necessary
and meet one of the following two tests.

1) Directly-related test.

2) Associated test.

The amount you can deduct for
A entertainment expenses may be lim-
eneEy ited. Generally, you can deduct only
50% of your unreimbursed entertainment ex-
penses. This limit is discussed later under

50% Limit.

Club dues and membership fees. You
cannot deduct dues (including initiation fees)
for membership in any club organized for
business, pleasure, recreation, or other social
purpose. This rule applies to any membership
organization if one of its principal purposes is
to conduct entertainment activities for mem-
bers or their guests, or to provide members
or their guests with access to entertainment
facilities, discussed later.

The purposes and activities of a club, not
its name, will determine whether or not you
can deduct the dues. You cannot deduct dues
paid to country clubs, golf and athletic clubs,
airline clubs, hotel clubs, and clubs operated
to provide meals under circumstances gen-
erally considered to be conducive to business
discussions.

Entertainment facilities. Generally, you
cannot deduct any expenses for the cost of
using an entertainment facility. This includes
expenses for depreciation and operating
costs such as rent, utilities, maintenance and
protection.

An entertainment facility is any property
you own, rent, or use for entertainment. Ex-
amples include a yacht, hunting lodge, fishing
camp, swimming pool, tennis court, bowling
alley, car, airplane, apartment, hotel suite, or
home in a vacation resort.

Out-of-pocket expenses. You can de-
duct out-of-pocket expenses, such as for food
and beverages, catering, gas, and fishing
bait, that you provided during entertainment
at a facility. These are not expenses for the
use of an entertainment facility. However,
these expenses are subject to the directly-
related and associated tests and to the 50%
limit, all discussed later.

What Entertainment
Expenses
Are Deductible?

This section explains different types of enter-
tainment expenses that you may be able to
deduct.

Entertainment. Entertainment includes any
activity generally considered to provide
entertainment, amusement, or recreation.
Examples include entertaining guests at
nightclubs; at social, athletic, and sporting
clubs; at theaters; at sporting events; on
yachts; or on hunting, fishing, vacation, and
similar trips.

Entertainment also may include meeting
personal, living, or family needs of individuals,
such as providing meals, a hotel suite, or a
car to customers or their families.

A meal as a form of entertainment.
Entertainment includes the cost of a meal you
provide to a customer or client, whether the
meal is a part of other entertainment or by
itself. A meal expense includes the cost of
food, beverages, taxes, and tips for the meal.
To deduct an entertainment-related meal, you
or your employee must be present when the
food or beverages are provided.
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You cannot claim the cost of your
A meal both as an entertainment ex-
C,

IMEEN pense and as a travel expense.

Meals sold in the normal course of
your business are not considered
entertainment.

Deduction may depend on your type
of business. Your kind of business may
determine if a particular activity is considered
entertainment. For example, if you are a
dress designer and have a fashion show to
introduce your new designs to store buyers,
the show generally is not considered enter-
tainment. This is because fashion shows are
typical in your business. But, if you are an
appliance distributor and hold a fashion show
for the spouses of your retailers, the show
generally is considered entertainment.

Taking turns paying for meals or enter-
tainment. Expenses are not deductible
when a group of business acquaintances take
turns picking up each others' meal or enter-
tainment checks without regard to whether
any business purposes are served.

Lavish or extravagant expenses.  You can-
not deduct expenses for entertainment that
are lavish or extravagant. An expense is not
considered lavish or extravagant if it is rea-
sonable considering the facts and circum-
stances. Expenses will not be disallowed just
because they are more than a fixed dollar
amount or take place at deluxe restaurants,
hotels, nightclubs, or resorts.

Allocating between business and non-
business. If you entertain business and
nonbusiness individuals at the same event,
you must divide your entertainment expenses
between business and nonbusiness. You can
deduct only the business part. If you cannot
establish the part of the expense for each
person participating, allocate the expense to
each participant on a pro rata basis.

Example. You entertain a group of indi-
viduals that includes yourself, three business
prospects, and seven social guests. Only 411
of the expense qualifies as a business enter-
tainment expense. You cannot deduct the
expenses for the seven social guests be-
cause those costs are nonbusiness ex-
penses.

Trade association meetings. You can de-
duct entertainment expenses that are directly
related to and necessary for attending busi-
ness meetings or conventions of certain ex-
empt organizations. These organizations in-
clude business leagues, chambers of
commerce, real estate boards, trade associ-
ations, and professional associations. The
expenses of your attendance must be related
to your active trade or business. These ex-
penses are subject to the 50% limit on enter-
tainment expenses.

Entertainment tickets. Generally, you can-
not deduct more than the face value of an
entertainment ticket, even if you paid a higher
price. For example, you cannot deduct ser-
vice fees you pay to ticket agencies or bro-
kers or any amount over the face value of the
tickets you pay to scalpers.

Exception for events that benefit char-
itable organizations. Different rules apply
when the cost of a ticket to a sports event
benefits a charitable organization. You can
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take into account the full cost you pay for the
ticket, even if it is more than the face value,
if all of the following conditions apply.

1) The event's main purpose is to benefit
a qualified charitable organization.

2) The entire net proceeds go to the charity.

3) The event uses volunteers to perform
substantially all the event's work.

The 50% limit on entertainment does
@ not apply to any expense for a pack-
age deal that includes a ticket to such

a charitable sports event.

Example 1. You purchase tickets to a golf
tournament organized by the local volunteer
fire company. All net proceeds will be used
to buy new fire equipment. The volunteers
will run the tournament. You can deduct the
entire cost of the tickets as a business ex-
pense if they otherwise qualify as an enter-
tainment expense.

Example 2. You purchase tickets to a
college football game through a ticket broker.
After having a business discussion, you take
a client to the game. Net proceeds from the
game go to colleges that qualify as charitable
organizations. However, since the colleges
also pay individuals to perform services, such
as coaching and recruiting, you can only use
the face value of the tickets in determining
your business deduction. Also, your de-
duction is subject to the 50% limit.

Skyboxes and other private luxury boxes.

If you rent a skybox or other private luxury
box for more than one event at the same
sports arena, you generally cannot deduct
more than the price of a nonluxury box seat
ticket.

To determine whether a skybox has been
rented for more than one event, count each
game or other performance as one event.
For example, renting a skybox for a series of
playoff games is considered renting it for
more than one event. All skyboxes you rent
in the same arena, along with any rentals by
related parties, are considered in making this
determination.

Related parties include:

1) Family members (spouses, ancestors,
and lineal descendants),

2) Parties who have made a reciprocal ar-
rangement involving the sharing of
skyboxes,

3) Related corporations,

4) A partnership and its principal partners,
and

5) A corporation and a partnership with
common ownership.

Example. You pay $3,000 to rent a
10-seat skybox at Team Stadium for three
baseball games. The cost of regular nonlux-
ury box seats at each event is $20 a seat.
You can deduct (subject to the 50% limit)
$600 [(10 seats x $20 each) x 3 events].

Food and beverages in skybox seats.
If expenses for food and beverages are sep-
arately stated, you can deduct these ex-
penses in addition to the amounts allowable
for the skybox, subject to the requirements
and limits that apply. The amounts separately
stated for food and beverages must be rea-
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Table 2. When Are Entertainment Expenses Deductible?

General rule

You can deduct ordinary and necessary expenses to entertain a
client, customer, or employee if the expenses meet the
directly-related test or the associated test.

Definitions

e Entertainment includes any activity generally considered to
provide entertainment, amusement, or recreation, and includes
meals provided to a customer or client.

® An ordinary expense is one that is common and accepted in your
field of business, trade, or profession.

® A necessary expense is one that is helpful and appropriate,
although not necessarily indispensable, for your business.

Tests to be met Directly-related test

business, and

® Entertainment took place in a clear business setting, or

® Main purpose of entertainment was the active conduct of

You did engage in business with the person during the
entertainment period, and

You had more than a general expectation of getting income or
some other specific business benefit.

Associated test

discussion.

® Entertainment is associated with your trade or business, and

® Entertainment directly precedes or follows a substantial business

Other rules ® You cannot deduct the cost of your meal as an entertainment
expense if you are claiming the meal as a travel expense.

® You cannot deduct expenses that are lavish or extravagant under
the circumstances.

® You generally can deduct only 50% of your unreimbursed
entertainment expenses (see 50% Limit).

sonable. You cannot inflate the charges for
food and beverages to avoid the limited de-
duction for skybox rentals.

Directly-Related Test

To meet the directly-related test for enter-
tainment expenses (including entertain-
ment-related meals), you must show that:

1) The main purpose of the combined
business and entertainment was the ac-
tive conduct of business,

2) You did engage in business with the
person during the entertainment period,
and

3) You had more than a general expecta-
tion of getting income or some other
specific business benefit at some future
time.

Business is generally not considered to
be the main purpose when business and
entertainment are combined on hunting or
fishing trips, or on yachts or other pleasure
boats. Even if you show that business was
the main purpose, you generally cannot de-
duct the expenses for the use of an enter-
tainment facility. See Entertainment facilities
earlier in this chapter.

You must consider all the facts, including
the nature of the business transacted and the
reasons for conducting business during the
entertainment. It is not necessary to devote
more time to business than to entertainment.

However, if the business discussion is only
incidental to the entertainment, the enter-
tainment expenses do not meet the directly-
related test.

You do not have to show that busi-
@ ness income or other business benefit

actually resulted from each enter-
tainment expense.

Clear business setting.  If the entertainment
takes place in a clear business setting and is
for your business or work, the expenses are
considered directly related to your business
or work. The following situations are exam-
ples of entertainment in a clear business set-
ting.

1) Entertainment in a hospitality room at a
convention where business goodwill is
created through the display or discussion
of business products.

2) Entertainment that is mainly a price re-
bate on the sale of your products (such
as a restaurant owner providing an oc-
casional free meal to a loyal customer).

3) Entertainment of a clear business nature
occurring under circumstances where
there is no meaningful personal or social
relationship between you and the per-
sons entertained. An example is enter-
tainment of business and civic leaders
at the opening of a new hotel or play
when the purpose is to get business
publicity rather than to create or maintain
the goodwill of the persons entertained.




Expenses not considered directly related.
Entertainment expenses generally are not
considered directly related if you are not there
or in situations where there are substantial
distractions that generally prevent you from
actively conducting business. The following
are examples of situations where there are
substantial distractions.

1) A meeting or discussion at a nightclub,
theater, or sporting event.

2) A meeting or discussion during what is
essentially a social gathering, such as a
cocktail party.

3) A meeting with a group that includes
persons who are not business associ-
ates at places such as cocktail lounges,
country clubs, golf clubs, athletic clubs,
or vacation resorts.

Associated Test

Even if your expenses do not meet the
directly-related test, they may meet the as-
sociated test.

To meet the associated test for enter-
tainment expenses (including entertain-
ment-related meals), you must show that the
entertainment:

1) Is associated with your trade or busi-
ness, and

2) Directly precedes or follows a substantial
business discussion (defined later).

Generally, any ordinary and necessary
expense is associated with the active conduct
of your trade or business if you can show that
you had a clear business purpose for having
the expense. The purpose may be to get new
business or to encourage the continuation of
an existing business relationship.

Substantial business discussion. Whether
a business discussion is substantial depends
on the facts of each case. A business dis-
cussion will not be considered substantial
unless you can show that you actively en-
gaged in the discussion, meeting, negotiation,
or other business transaction to get income
or some other specific business benefit.

The meeting does not have to be for any
specified length of time, but you must show
that the business discussion was substantial
in relation to the meal or entertainment. It is
not necessary that you devote more time to
business than to entertainment. You do not
have to discuss business during the meal or
entertainment.

Meetings at conventions. You are con-
sidered to have a substantial business dis-
cussion if you attend meetings at a conven-
tion or similar event, or at a trade or business
meeting sponsored and conducted by a
business or professional organization. How-
ever, your reason for attending the convention
or meeting must be to further your trade or
business. The organization that sponsors the
convention or meeting must schedule a pro-
gram of business activities that is the main
activity of the convention or meeting.

Directly before or after business dis-
cussion. If the entertainment is held on the
same day as the business discussion, it is
considered to be held directly before or after
the business discussion.

If the entertainment and the business dis-
cussion are not held on the same day, you

Figure A. Does the 50% Limit Apply to Your Expenses?
There are exceptions to these rules. See Exceptions to the 50% Limit.

All employees and self-employed persons can use this chart.

Start Here

Income.)

Were your meal and entertainment expenses reimbursed?
(Count only reimbursements your employer did not
include in box 1 of your Form W-2. If self-employed,
count only reimbursements from clients or customers that No
are not included on Form 1099-MISC, Miscellaneous

Yes

with adequate records? (See chapter 6.)

If an employee, did you adequately account
to your employer under an accountable plan?
If self-employed, did you provide the payer

No

| For the amount reimbursed... |

\ 4

Your meal and entertainment
expenses are NOT subject to
the 50% limit. However, since
—| the reimbursement was not
treated as wages or as other
taxable income, you cannot
deduct the expenses.

Yes
\ 4
—| Did your expenses exceed the reimbursement? |
No | Yes
\ 4 A

For the excess amount...

A

Your meal and
entertainment expenses
ARE subject to

the 50% limit.

must consider the facts of each case to see
if the associated test is met. Among the facts
to consider are the place, date, and duration
of the business discussion. If you or your
business associates are from out of town, you
must also consider the dates of arrival and
departure, and the reasons the entertainment
and the discussion did not take place on the
same day.

Example. A group of business associates
comes from out of town to your place of
business to hold a substantial business dis-
cussion. If you entertain those business
guests on the evening before the business
discussion, or on the evening of the day fol-
lowing the business discussion, the enter-
tainment generally is considered to be held
directly before or after the discussion. The
expense meets the associated test.

Expenses for spouses. You generally can-
not deduct the cost of entertainment for your
spouse or for the spouse of a customer.
However, you can deduct these costs if you
can show that you had a clear business pur-
pose, rather than a personal or social pur-
pose, for providing the entertainment.

Example. You entertain a customer. The
cost is an ordinary and necessary business
expense and is allowed under the enter-
tainment rules. The customer's spouse joins
you because it is impractical to entertain the

Chapter 2 Entertainment Expenses

customer without the spouse. You can deduct
the cost of entertaining the customer's spouse
as an ordinary and necessary business ex-
pense. If your spouse joins the party because
the customer's spouse is present, the cost of
the entertainment for your spouse is also an
ordinary and necessary business expense.

50% Limit
In general, you can deduct only 50% of your
business-related meal and entertainment ex-
penses. (If you are subject to the Department
of Transportation's “hours of service” limits,
you can deduct a higher percentage. See In-
dividuals subject to “hours of service” limits,
later.) The 50% limit applies to employees or
their employers, and to self-employed per-
sons (including independent contractors) or
their clients, depending on whether the ex-
penses are reimbursed. Figure A summarizes
the general rules explained in this section.
The 50% limit applies to business meals
or entertainment expenses you have while:

1) Traveling away from home (whether
eating alone or with others) on business,

2) Entertaining customers at your place of
business, a restaurant, or other location,
or

3) Attending a business convention or re-
ception, business meeting, or business
luncheon at a club.
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Covered expenses. Taxes and tips relating
to a business meal or entertainment activity
are included in the amount that is subject to
the 50% limit. Expenses such as cover
charges for admission to a nightclub, rent
paid for a room in which you hold a dinner
or cocktail party, or the amount paid for
parking at a sports arena are subject to the
50% limit. However, the cost of transportation
to and from a business meal or a business-
related entertainment activity is not subject to
the 50% limit.

Separating costs. If you have an ex-
pense for goods and services consisting of
meals, entertainment, and other services
(such as lodging or transportation), you must
allocate that expense between the cost of
meals and entertainment and the cost of the
other services. You must have a reasonable
basis for making this allocation. For example,
you must allocate your expenses if a hotel
includes one or more meals in its room
charge, or if you are provided with one per
diem amount to cover both your lodging and
meal expenses.

Application of 50% limit. ~ The 50% limit on
meal and entertainment expenses applies if
the expense is otherwise deductible and is
not covered by one of the exceptions dis-
cussed later.

The 50% limit also applies to activities that
are not a trade or business. It applies to meal
and entertainment expenses you have for the
production of income, including rental or roy-
alty income. It also applies to the cost of
meals included in deductible educational ex-
penses.

When to apply the 50% limit. ~ You apply the
50% limit after determining the amount that
would otherwise qualify for a deduction. You
first have to determine the amount of meal
and entertainment expenses that would be
deductible under the other rules discussed in
this publication.

Example 1. You spend $100 for a
business-related meal. If $40 of that amount
is not allowable because it is lavish and ex-
travagant, the remaining $60 is subject to the
50% limit. Your deduction cannot be more
than $30 (.50 x $60).

Example 2. You purchase two tickets to
a concert and give them to a client. You pur-
chased the tickets through a ticket agent.
You paid $150 for the two tickets, which had
a face value of $60 each ($120 total). Your
deduction cannot be more than $60 (.50 x
$120).

Exceptions to the 50% Limit

Generally, business-related meal and enter-
tainment expenses are subject to the 50%
limit. Figure A can help you determine if the
50% limit applies to you.

Expenses not subject to 50% limit. Your
meal or entertainment expense is not subject
to the 50% limit if the expense meets one of
the following exceptions.

1 — Employee's reimbursed expenses.
If you are an employee, you are not subject
to the 50% limit on expenses for which your
employer reimburses you under an account-
able plan. Accountable plans are discussed
in chapter 6.

2 — Self-employed. If you are self-
employed, your deductible meal and enter-
tainment expenses are not subject to the 50%
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limit if all three of the following requirements
are met.

1) You have these expenses as an inde-
pendent contractor.

2) Your customer or client reimburses you
or gives you an allowance for these ex-
penses in connection with services you
perform.

3) You provide adequate records of these
expenses to your customer or client.
(See chapter 5.)

In this case, your client or customer is
subject to the 50% limit on the expenses.

Example. You are a self-employed attor-
ney who adequately accounts for meal and
entertainment expenses to a client who reim-
burses you for these expenses. You are not
subject to the directly-related or associated
test, nor are you subject to the 50% limit. If
the client can deduct the expenses, the client
is subject to the 50% limit.

If you (the contractor) have expenses for
meals and entertainment related to providing
services for a client but do not adequately
account for and seek reimbursement from the
client for those expenses, you are subject to
the directly-related or associated test and to
the 50% limit.

3 — Advertising expenses. You are not
subject to the 50% limit if you provide meals,
entertainment, or recreational facilities to the
general public as a means of advertising or
promoting goodwill in the community. For ex-
ample, the expense of sponsoring a television
or radio show is deductible, as is the expense
of distributing free food and beverages to the
general public.

4 — Sale of meals or entertainment. You
are not subject to the 50% limit if you actually
sell meals, entertainment, goods and ser-
vices, or use of facilities to the public. For
example, if you run a nightclub, your expense
for the entertainment you furnish to your
customers, such as a floor show, is a busi-
ness expense.

5 — Charitable sports event. You are not
subject to the 50% limit if you pay for a
package deal that includes a ticket to a qual-
ified charitable sports event. For the condi-
tions the sports event must meet, see Ex-
ception for events that benefit charitable
organizations under Entertainment tickets,
earlier.

Individuals subject to “hours of service”
limits. You can deduct a higher percentage
of your meal expenses if the meals take place
during or incident to any period subject to the
Department of Transportation's “hours of
service” limits. The percentage is 60% for
2000, and it gradually increases to 80% by
the year 2008.

Individuals subject to the Department of
Transportation's “hours of service” limits in-
clude the following persons.

1) Certain air transportation workers (such
as pilots, crew, dispatchers, mechanics,
and control tower operators) who are
under Federal Aviation Administration
regulations.

2) Interstate truck operators and bus driv-
ers who are under Department of
Transportation regulations.

3) Certain railroad employees (such as en-
gineers, conductors, train crews, dis-

patchers, and control operations per-
sonnel) who are under Federal Railroad
Administration regulations.

4) Certain merchant mariners who are un-
der Coast Guard regulations.

3.

Business Gift
Expenses

If you give business 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 business gifts.

$25 limit on business gifts.  You can deduct
no more than $25 for business gifts you give
directly or indirectly to any one person during
your tax year. A gift to a company that is in-
tended for the eventual personal use or ben-
efit 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.

If you give a gift to a member of a cus-
tomer's family, the gift is generally considered
to be an indirect gift to the customer. This rule
does not apply if you have a bona fide, inde-
pendent business connection with that family
member and the gift is not intended for the
customer's eventual use.

If you and your spouse both give gifts,
both of you are treated as one taxpayer. It
does not matter whether you have separate
businesses, are separately employed, or
whether each of you has an independent
connection with the recipient. If a partnership
gives gifts, the partnership and the partners
are treated as one taxpayer.

Example. Bob Jones sells products to
Local Company. He and his wife, Jan, gave
Local Company three cheese packages to
thank them for their business. They paid $80
for each package, or $240 total. Three of Lo-
cal Company's executives took the packages
home for their families' use. Bob and Jan
have no independent business relationship
with any of the executives' other family
members. They can deduct a total of $75 ($25
limit x 3) for the cheese packages.

Incidental costs.  Incidental costs, such as
engraving on jewelry, or packaging, insuring,
and mailing, are generally not included in
determining the cost of a gift for purposes of
the $25 limit.

A related cost is incidental only if it does
not add substantial value to the gift. For ex-
ample, the cost of gift wrapping is an inci-
dental cost. However, the purchase of an or-
namental basket for packaging fruit is not an
incidental cost if the value of the basket is
substantial compared to the value of the fruit.

Exceptions.  The following items are not
considered gifts for purposes of the $25 limit.

1) An item that costs $4 or less and:

a) Has your name clearly and perma-
nently imprinted on the gift, and



b)  Is one of a number of identical items
you widely distribute.

Examples include pens, desk sets,
and plastic bags and cases.

2) Signs, display racks, or other promo-
tional material to be used on the busi-
ness premises of the recipient.

Gift or entertainment.  Any item that might
be considered either a gift or an enter-
tainment expense generally will be consid-
ered an entertainment expense. However, if
you give a customer packaged food or
beverages that you intend the customer to
use at a later date, treat it as a gift expense.

If you give a customer tickets to a theater
performance or sporting event and you do not
go with the customer to the performance or
event, you have a choice. You can treat the
cost of the tickets as either a gift expense or
an entertainment expense, whichever is to
your advantage.

You can change your treatment of the
tickets at a later date, but not after the time
allowed for the assessment of income tax. In
most instances, this assessment period ends
3 years after the due date of your income tax
return.

If you go with the customer to the event,
you must treat the cost of the tickets as an
entertainment expense. You cannot choose,
in this case, to treat the cost of the tickets as
a gift expense.

4.

Local
Transportation
Expenses

This chapter discusses expenses you can
deduct for local business transportation. This
includes the cost of transportation by air, rail,
bus, taxi, etc., and the cost of driving and
maintaining your car.

Local transportation expenses include the
ordinary and necessary costs of all of the
following.

* Getting from one workplace to another in
the course of your business or profession
when you are traveling within the city or
general area that is your tax home. Tax
home is defined in chapter 1.

Visiting clients or customers.

Going to a business meeting away from
your regular workplace.

Getting from your home to a temporary
workplace when you have one or more
regular places of work. These temporary
workplaces can be either within the area
of your tax home or outside that area.

Local business transportation does not in-
clude expenses you have while traveling
away from home overnight. Those expenses
are deductible as travel expenses which are
discussed in chapter 1. However, if you use
your car while traveling away from home
overnight, use the rules in this chapter to fig-

Figure B. When Are Local Transportation Expenses Deductible?
All employees and self-employed persons can use this chart.
(Do not use this chart if your home is your principal place of business.
See Office in the home.)

Temporary
work location

deductible

Never deductible

Regular or
main job

Always
deductible

Second job

Home: The place where you reside. Transportation expenses between your home and
your main or regular place of work are personal commuting expenses.

Regular or main job: Your principal place of business. If you have more than one job,
you must determine which one is your regular or main job. Consider the time you
spend at each, the activity you have at each, and the income you earn at each.

Temporary work location: A place where your work assignment is realistically
expected to last (and does in fact last) one year or less. Unless you have a regular
place of business, you can only deduct your transportation expenses to a temporary
work location outside your metropolitan area.

Second job: If you regularly work at two or more places in one day, whether or not
for the same employer, you can deduct your transportation expenses of getting from
one workplace to another. You cannot deduct your transportation costs between your

home and a second job on a day off from your main job.

ure your car expense deduction. See Car
Expenses, later.

lllustration of local transportation. Figure
B illustrates the rules for when you can deduct
local transportation expenses when you have
a regular or main job away from your home.
You may want to refer to it when deciding
whether you can deduct your local business
transportation expenses.

Temporary work location. If you have one
or more regular places of business away from
your home and you commute to a temporary
work location in the same trade or business,
you can deduct the expenses of the daily
round-trip transportation between your home
and the temporary location.

If your employment at a work location is
realistically expected to last (and does in fact
last) for 1 year or less, the employment is
temporary unless there are facts and circum-
stances that would indicate otherwise. If your
employment at a work location is realistically
expected to last for more than 1 year or if
there is no realistic expectation that the em-

Chapter 4 Local Transportation Expenses

ployment will last for 1 year or less, the em-
ployment is not temporary, regardless of
whether it actually lasts for more than 1 year.
If employment at a work location initially is
realistically expected to last for 1 year or less,
but at some later date the employment is re-
alistically expected to last more than 1 year,
that employment will be treated as temporary
(unless there are facts and circumstances
that would indicate otherwise) until your ex-
pectation changes. It will not be treated as
temporary after the date you determine it will
last more than 1 year.

Temporary employment was formerly
A defined as employment on an irreg-
&SEEN ular or short-term basis (generally a
matter of days or weeks).

You can file an amended return on
@ Form 1040X, Amended U.S. Individ-
ual Income Tax Return, for any year

that is affected by this change. However, you
generally must file the amended return within
three years from the time you filed the original
return or within two years from the time you
paid the tax, whichever is later.
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If the temporary work location is beyond
the general area of your regular place of work
and you stay overnight, you are traveling
away from home. You may have deductible
travel expenses as discussed in chapter 1.

No regular place of work. If you have no
regular place of work but ordinarily work in the
metropolitan area where you live, you can
deduct daily transportation costs between
home and a temporary work site outside that
metropolitan area. Generally, a metropolitan
area includes the area within the city limits
and the suburbs that are considered part of
that metropolitan area. You cannot deduct
daily transportation costs between your home
and temporary work sites within your metro-
politan area. These are nondeductible com-
muting costs.

Two places of work. If you work at two
places in one day, whether or not for the
same employer, you can deduct the expense
of getting from one workplace to the other.
However, if for some personal reason you do
not go directly from one location to the other,
you cannot deduct more than the amount it
would have cost you to go directly from the
first location to the second. Transportation
expenses you have in going between home
and a part-time job on a day off from your
main job are commuting expenses. You can-
not deduct them.

Armed Forces reservists. A meeting of an
Armed Forces reserve unit is a second place
of business if the meeting is held on a day
on which you work at your regular job. You
can deduct the expense of getting from one
workplace to the other as just discussed un-
der Two places of work.

You usually cannot deduct the expense if
the reserve meeting is held on a day on which
you do not work at your regular job. In this
case, your transportation generally is a non-
deductible commuting cost. However, you
can deduct your transportation expenses if
the location of the meeting is temporary and
you have one or more regular places of work.

If you ordinarily work in a particular met-
ropolitan area but not at any specific location
and the reserve meeting is held at a tempo-
rary location outside that metropolitan area,
you can deduct your transportation expenses.

If you travel away from home overnight to
attend a guard or reserve meeting, you can
deduct your travel expenses. These ex-
penses are discussed in chapter 1.

Commuting expenses. You cannot deduct
the costs of taking a bus, trolley, subway, or
taxi, or of driving a car between your home
and your main or regular place of work. These
costs are personal commuting expenses. You
cannot deduct commuting expenses no mat-
ter how far your home is from your regular
place of work. You cannot deduct commuting
expenses even if you work during the com-
muting trip.

Example. You had a telephone installed
in your car. You sometimes use that tele-
phone to make business calls while commut-
ing to and from work. Sometimes business
associates ride with you to and from work,
and you have a business discussion in the
car. These activities do not change the trip
from personal to business. You cannot deduct
your commuting expenses.
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Parking fees. Fees you pay to park your
car at your place of business are nondeduct-
ible commuting expenses. You can, however,
deduct business-related parking fees when
visiting a customer or client.

Advertising display on car. Putting dis-
play material that advertises your business
on your car does not change the use of your
car from personal use to business use. If you
use this car for commuting or other personal
uses, you still cannot deduct your expenses
for those uses.

Car pools. You cannot deduct the cost
of using your car in a nonprofit car pool. Do
not include payments you receive from the
passengers in your income. These payments
are considered reimbursements of your ex-
penses. However, if you operate a car pool
for a profit, you must include payments from
passengers in your income. You can then
deduct your car expenses (using the rules in
this publication).

Hauling tools or instruments. Hauling
tools or instruments in your car while com-
muting to and from work does not make your
car expenses deductible. However, you can
deduct any additional costs you have for
hauling tools or instruments (such as for
renting a trailer you tow with your car).

Union members' trips from a union hall.
If you get your work assignments at a union
hall and then go to your place of work, the
costs of getting from the union hall to your
place of work are nondeductible commuting
expenses. Although you need the union to get
your work assignments, you are employed
where you work, not where the union hall is
located.

Office in the home. If you have an office in
your home that qualifies as a principal place
of business, you can deduct your daily
transportation costs between your home and
another work location in the same trade or
business. (See Publication 587, Business
Use of Your Home, for information on deter-
mining if your home office qualifies as a prin-
cipal place of business.)

If your home office does not qualify as a
principal place of business, follow the general
rules explained earlier in this chapter. Also,
see Example 1 and Example 3, next.

Examples of deductible local transporta-
tion. The following examples show when you
can deduct local transportation expenses
based on the location of your work and your
home.

Example 1. You regularly work in an of-
fice in the city where you live. Your employer
sends you to a one-week training session at
a different office in the same city. You travel
directly from your home to the training lo-
cation and return each day. You can deduct
the cost of your daily round-trip transportation
between your home and the training location.

Example 2. Your principal place of busi-
ness is in your home. You can deduct the cost
of round-trip transportation between your
qualifying home office and your client's or
customer's place of business.

Example 3. You have no regular office,
and you do not have an office in your home.
In this case, the location of your first business
contact is considered your office. Transpor-
tation expenses between your home and this
first contact are nondeductible commuting
expenses. Transportation expenses between
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your last business contact and your home are
also nondeductible commuting expenses. Al-
though you cannot deduct the costs of these
trips, you can deduct the costs of going from
one client or customer to another.

Car Expenses

If you use your car for business purposes, you
may be able to deduct car expenses. You
generally can use one of two methods to fig-
ure your expenses: actual expenses or the
standard mileage rate. In this publication,
“car” includes a van, pickup, or panel truck.
For the definition of “car” for depreciation
purposes, see Car defined, under Actual Car
Expenses, later.

You may be entitled to a tax credit for
@ an electric vehicle or a deduction from
gross income for a part of the cost of

a clean-fuel vehicle that you place in service
during the year. The vehicle must meet cer-
tain requirements, and you do not have to use
it in your business to qualify for the credit or
the deduction. However, you must reduce
your basis for depreciation of the electric ve-
hicle or clean-fuel vehicle property by the
amount of the credit or deduction you claim.
See Depreciation Deduction, later, under Ac-
tual Car Expenses. For more information on
electric or clean-fuel vehicles, see chapter 12
of Publication 535.

Rural mail carriers. If you are a rural mail
carrier, you may be able to treat the amount
of qualified reimbursement you received as
the amount of your allowable expense. Be-
cause the qualified reimbursement is treated
as paid under an accountable plan, your em-
ployer should not include the amount of re-
imbursement in your income. And, since the
reimbursement equals the expense, you have
no deduction to report on your tax return.

A “qualified reimbursement” is the amount
of reimbursement you receive that meets both
of the following conditions.

1) Itis given as an equipment maintenance
allowance (EMA) to employees of the
U.S. Postal Service.

2) It is at the rate contained in the 1991
collective bargaining agreement. Any
later agreement cannot increase the
qualified reimburseme