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Important Change
for 1998

Standard mileage rate. The standard mile-
age rate for 1998 is 32.5 cents a mile for all
business miles on an owned or leased pas-
senger automobile (including vans, pickups,
or panel trucks).

Introduction

This publication explains general tax infor-
mation of interest to direct sellers. For exam-
ple, it covers how to treat income, expenses,
and other items related to having a direct-
sales business. It also illustrates two filled-in
tax forms that most direct sellers must file
along with Form 1040. They are Schedule C
(Form 1040), Profit or Loss From Business,
and Schedule SE (Form 1040), Self-
Employment Tax.

Who is a direct seller? Here are some
characteristics that identify direct sellers. A
more complete discussion of direct sellers is
contained under the heading Who Is a Direct
Seller?, later.

* How you sell. You sell consumer pro-
ducts to others on a person-to-person
basis, usually working out of your home.
Or, you deliver or distribute newspapers
or shopping news.

* Where you sell. You may sell door-to-
door, through the sales party plan, or by
appointment in someone else's home.

* When you sell. You may sell on a regu-
lar basis or only occasionally. You may
sell full-time or part-time, such as a
sideline to a regular job.



Who is not a direct seller?  You are not a
direct seller if you are employed in a store,
sell through a retail sales outlet, or sell your
employer's product away from the employer's
place of business.

Useful Items
You may want to see:

Publication
O1 Your Rights as a Taxpayer
015

[0 15-A Employer's Supplemental Tax
Guide

Circular E, Employer's Tax Guide

[0 334 Tax Guide for Small Business

[0 463 Travel, Entertainment, Gift, and
Car Expenses

[0 505 Tax Withholding and Estimated
Tax

[0 525 Taxable and Nontaxable Income

[0 533  Self-Employment Tax

[0 535 Business Expenses

[0 538 Accounting Periods and Methods

[0 583 Starting a Business and Keeping
Records

[0 587 Business Use of Your Home

[0 946 How To Depreciate Property

Form (and Instructions)
[0 SS-4 Application for Employer Identifi-
cation Number

[0 Sch A (Form 1040) Itemized De-
ductions

[ Sch C (Form 1040) Profit or Loss From
Business

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

Sch SE (Form 1040) Self-Employment
Tax

1040 U.S. Individual Income Tax Return
1040-ES Estimated Tax for Individuals
1099-MISC Miscellaneous Income

|

Ooo0goao

2210 Underpayment of Estimated Tax
by Individuals, Estates, and
Trusts

O

4562 Depreciation and Amortization

[0 8829 Expenses for Business Use of
Your Home

See How To Get More Information near
the end of this publication for information
about getting publications and forms.

Who Is a Direct Seller?

You are a direct seller if you meet all of the
following conditions.

1) You are engaged in one of the following
trades or businesses.

a) Selling or soliciting the sale of con-
sumer products, either—

i) In a home or other place that
is not a permanent retail es-
tablishment, or

Page 2

ii)  To any buyer on a buy-sell
basis, a deposit-commission
basis for resale by the buyer
or any other person in a home
or other place that is not a
permanent retail establish-
ment, or

b)  Delivery or distribution of newspa-
pers or shopping news (including
any services directly related to that
trade or business).

2) Substantially all your pay (whether paid
in cash or not) for services described in
(1) is directly related to sales or other
output (including the performance of
services) rather than to the number of
hours worked.

3) Your services are performed under a
written contract between you and the
person for whom you perform the ser-
vices, and the contract provides that you
will not be treated as an employee for
federal tax purposes.

As a direct seller, you usually sign up with
a particular company to sell its product line.
The company may refer to you by one of the
following titles.

* Consultant

* Coordinator

* Dealer

* Demonstrator

* Designer

* Director

* Distributor and direct distributor

¢ Instructor

* Manager or supervisor

* Representative or sales representative

Self-employed. You are self-employed as a
direct seller if you meet the three conditions
listed earlier in this section. This generally
means you have to pay self-employment tax
(discussed later under Business Taxes).

Employee. You are a direct seller only if you
are in business for yourself. Selling consumer
products as a company employee does not
make you a direct seller.

The fact that you work under another di-
rect seller does not make you that person's
employee.

Recruiting.  You are engaged in the trade
or business of selling or soliciting if you at-
tempt to increase the sales of direct sellers
who work under you and your earnings de-
pend in part on how much they sell. Recruit-
ing, motivating, and training are examples of
attempts to increase sales.

Host or hostess. You are not a direct seller
if you simply host a party at which sales are
made. Nevertheless, some information in this
publication may still apply to you.

The “gift” you receive for giving the party
is a payment for helping the direct seller make
sales. You must report it as income at its fair
market value. See Other Income, later.

Your out-of-pocket party expenses are
subject to the 50% limit for meal and enter-
tainment expenses, discussed later. These
expenses are deductible as miscellaneous
itemized deductions subject to the 2% limit
on Schedule A (Form 1040), but only up to

the amount of income you receive for giving
the party. See Not-for-Profit Limit, later.

Basic Tax Information

The following discussion gives basic tax in-
formation that may help if you have never
been in business for yourself. For more in-
formation about starting a business, get Pub-
lication 583.

Employer Identification
Number (EIN)

EINs are used to identify the tax accounts of
employers, sole proprietors, corporations,
partnerships, estates, trusts, and other enti-
ties.

If you do not already have an EIN, you
need to get one if any one of the following
applies to your business.

1) You have employees.
2) You have a Keogh plan.

3) You operate your business as a corpo-
ration or partnership.

4) You file any of the following returns.
a) Employment.
b)  Excise.
c)  Alcohol, tobacco, and firearms.

Use Form SS-4 to apply for an EIN.

Business Taxes

Four kinds of federal business taxes may
apply to direct sellers.

* Income tax.

» Self-employment tax.
* Employment taxes.
* Excise taxes.

Your state, county, or city may impose other
kinds of tax and licensing obligations.

Income tax. Each business must file an an-
nual income tax return. For example, if you
operate your direct-selling business as a sole
proprietor, you must file Schedule C or
Schedule C-EZ as part of your individual in-
come tax return (Form 1040). You are a sole
proprietor if you are self-employed (work for
yourself) and are the only owner of your un-
incorporated business.

Self-employment tax. Self-employment tax
is the social security and Medicare tax for
those who work for themselves. It is like the
social security and Medicare taxes withheld
from the pay of wage earners. If you are a
direct seller, you generally must pay this tax
on your income from direct selling. You must
pay it whether you are the sole proprietor of
your business or a partner in a partnership.
Use Schedule SE (Form 1040) to figure and
report self-employment tax. For more infor-
mation about self-employment tax, see Pub-
lication 533.

Employment taxes. If you have employees
in your business, you generally withhold and
pay the following kinds of employment taxes.

* The federal income tax you withhold from
employees' wages.



* Social security and Medicare taxes—both
the amount you withhold from employees'
wages and the amount you pay as em-
ployer.

* Federal unemployment (FUTA) tax (none
of which is withheld from the employees’
wages).

For more information, see Publication 15.

Other taxes. For information about deduct-
ing personal property and other taxes, see
Taxes under Business Expenses, later.

Estimated Tax

The federal income tax is a pay-as-you-go
tax. You must pay it as you earn or receive
income during the year. There are two ways
to pay as you go.

* Withholding. If you are an employee,
your employer probably withholds income
tax from your pay. You can ask your
employer to increase the amount withheld
to cover the income both from your job
and from direct selling.

Estimated tax. If you do not pay tax
through withholding, or do not pay
enough tax that way, you may have to
pay estimated tax.

Estimated tax is used to pay both income and
self-employment taxes (and certain other
taxes and amounts reported on Form 1040).
Estimated tax is discussed in Publication 505.

Exceptions.  You do not have to pay esti-
mated tax if you meet either of these two ex-
ceptions.

* You had zero tax liability last year, you
were a U.S. citizen or resident for the
whole year, and your tax year covered
all 12 months.

* Your total expected taxes for 1999, minus
any expected tax credits and withholding,
will be less than $1,000.

Form 1040-ES. Use Form 1040-ES to figure
your estimated tax and make quarterly esti-
mated tax payments.

Form 2210. If you did not pay enough esti-
mated tax or have enough income tax with-
held, you may be subject to a penalty. You
can use Form 2210 to figure the penalty. Or,
in most cases, you can have the Internal
Revenue Service figure the penalty for you.
See the Form 2210 instructions to determine
if you must complete the form.

Information Returns

If you have other direct sellers working under
you (such as part of your “downline” group)
and you sell $5,000 or more in goods during
the year to any one of those sellers, you must
report the sales on an information return. The
information return, Form 1099-MISC, must
show the name, address, and identification
number of the seller placing the orders.
Check box 9 of Form 1099-MISC to show
these sales. Do not enter a dollar amount.
You must give Copy B or a qualified state-
ment (such as a letter showing this informa-
tion along with commissions, prizes, awards,
etc.) to the seller by February 1, 1999.

You must file Copy A of Form 1099-MISC
with the Internal Revenue Service by March

1, 1999. Use Form 1096 to summarize and
transmit Form 1099-MISC. See the in-
structions to Form 1096 for the address
where you must file Form 1096 and the ac-
companying Forms 1099-MISC.

Penalties

The law imposes penalties to ensure that all
taxpayers pay their taxes. Some of these
penalties are discussed below. If you under-
pay your tax due to fraud, you may be subject
to a civil fraud penalty. In certain cases, you
may be subject to criminal prosecution.

Failure-to-file penalty. If you do not file your
return by the due date (including extensions),
you may have to pay a failure-to-file penalty.
The penalty is 5% of the tax not paid by the
due date for each month or part of a month
that the return is late. This penalty cannot be
more than 25% of your tax, but it is reduced
by the failure-to-pay penalty (discussed next)
for any month both penalties apply. However,
if your return is more than 60 days late, the
penalty will not be less than $100 or 100%
of the tax balance, whichever is less. You will
not have to pay the penalty if you can show
reasonable cause for not filing on time.

Failure-to-pay penalty. You may have to
pay a penalty of %> of 1% of your unpaid taxes
for each month or part of a month after the
due date that the tax is not paid. This penalty
cannot be more than 25% of your unpaid tax.
You will not have to pay the penalty if you can
show good reason for not paying the tax on
time.

You may still have to pay a failure-to-pay
penalty if you received an automatic exten-
sion of time for filing. You will have to pay the
penalty in either of the following situations.

* The amount of tax shown as due on the
extended return is more than 10% of the
total tax.

* The amount due is not paid by the ex-
tended due date.

Penalty for frivolous return. You may have
to pay a penalty of $500 if you file a return
that does not include enough information to
figure the correct tax or that shows an incor-
rect tax amount due to either of the following
reasons.

* A frivolous position on your part.

* A desire to delay or interfere with the
administration of federal income tax laws.

This penalty is in addition to any other penalty
provided by law.

Accuracy-related penalty. An accuracy-
related penalty of 20% applies to any under-
payment due to the following reasons.

* Negligence or disregard of rules or regu-
lations.

* Substantial understatement of income
tax.

This penalty also applies to conditions not
discussed here.

Even though an underpayment was due
to both negligence and substantial underpay-
ment, the total accuracy-related penalty can-
not exceed 20% of the underpayment. The
penalty is not imposed if there is reasonable
cause accompanied by good faith.

Negligence. Negligence includes the lack
of any reasonable attempt to comply with
provisions of the Internal Revenue Code.

Disregard. Disregard includes the care-
less, reckless, or intentional disregard of rules
or regulations.

Substantial understatement of income
tax. For an individual, income tax is sub-
stantially understated if the understatement
of tax exceeds the greater of the following
amounts.

* 10% of the correct tax.
¢ $5,000.

Information reporting penalties. A penalty
applies if you do not file information returns
by the due date, if you do not include all re-
quired information, or if you do not report
correct information. A penalty applies to in-
formation returns as follows.

* Correct information returns filed within 30
days after the due date, $15 each.

* Correct information returns filed after the
30-day period but by August 1, $30 each.

* Information returns not filed by August 1,
$50 each.

Maximum limits apply to all these penalties.

Failure to furnish correct payee state-

ments. Any person who does not provide a
taxpayer with a complete and correct copy of
an information return (payee statement) by
the due date is subject to a penalty of $50 for
each statement. If the failure is due to inten-
tional disregard of the requirement, the pen-
alty is the greater of the following amounts.

* $100 per statement.

* 10% or 5% (depending on the type of
statement) of the amount to be shown on
the statement.

Identification numbers and other informa-

tion. Any person who does not comply with
other specified reporting requirements, in-
cluding the use of correct identification num-
bers (employer identification numbers and
social security numbers), is subject to a pen-
alty of $50 for each failure. The following are
examples of information you must provide.

» Correct identification numbers for your-
self, your spouse, and your dependents
on returns and statements.

* Correct identification numbers for other
taxpayers where required.

* Correct identification numbers when re-
quired by another taxpayer, such as a
bank.

Accounting Periods
and Methods

All income tax returns are prepared using an
accounting period (tax year) and an account-
ing method.

Accounting Periods

You must figure your taxable income and file
a federal income tax return on the basis of
an annual accounting period called a “tax
year.” There are two accounting periods you
may use.
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* A calendar year, which begins on Janu-
ary 1 and ends on December 31.

* A fiscal year (including a period of 52
or 53 weeks). A regular fiscal year is 12
months in a row ending on the last day
of any month except December.

You establish a tax year when you file your
first income tax return. If you filed your first
return as a wage earner using the calendar
year, you must use the calendar year as your
business tax year. You cannot change your
tax year without IRS approval. For more in-
formation, get Publication 538.

Accounting Methods

An accounting method is a set of rules used
to report income and deduct expenses. The
two most common accounting methods are
the cash method and an accrual method.

The text and examples in this publication
generally assume that you use the calendar
year as your tax year and either the cash
method or a hybrid method (a combination
of cash and accrual) as your accounting
method. If inventories are needed to account
for your income, you must use an accrual
method, discussed later, for your sales and
purchases. If you use a fiscal year or an ac-
crual method, you must make adjustments.
For more information on accounting methods,
get Publication 538.

Cash method. Under the cash method, you
report income in the year it is received, cred-
ited to your account, or made available to you
on demand. You need not have physical
possession of it. You deduct expenses in the
year you pay them, even if you incurred them
in an earlier year.

Checks. If you receive a check before the
end of the tax year, you must include it in your
income for the year you receive it even
though you do not cash or deposit it until the
next year.

Accrual method.  Generally, you report an
item of income in the tax year when all events
have happened that fix your right to receive
the income and you can determine the
amount with reasonable accuracy. Generally,
you deduct or capitalize business expenses
when you become liable for them, whether
or not you pay them in the same year.

Prepaid expenses. Expenses paid in ad-
vance can be deducted only in the year to
which they apply under either the cash or an
accrual method. For example, suppose you
have a subscription to a direct-selling journal
that runs out at the end of 1998. It will cost
you $30 to renew the subscription for one
year or $54 for 2 years. You decide to renew
for 2 years and mail your check at the end
of November 1998. You cannot deduct the
$54 on your 1998 return, even if you use the
cash method of accounting. However, you
can deduct half of the $54 in 1999 and the
other half in 2000.

Business Income

You must report on your tax return all income
you receive as a direct seller. This income
includes any of the following.
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* Income from sales—payments you re-
ceive from customers for products they
buy from you.

* Commissions, bonuses, or percentages
you receive for sales and the sales of
others who work under you.

* Prizes, awards, and gifts you receive for
any reason from your selling business.

Report this income regardless of whether it is
reported to you on an information return.

Income From Sales

You have income from sales if at least some
of your customers buy directly from you and
you buy the products you sell to them from a
company (or another direct seller).

If some of your customers buy their pro-
ducts from a company, you, as the sales
agent, do not have any sales income from
these transactions. You will generally receive
a commission or “bonus” for making the sale,
but will have no direct income from the sale
itself. If all of your sales are handled in this
way, the rules in this section do not apply to
you. Report your commissions as other
business income. For more information, see
Other Income, later.

Depending on the company with which
you are affiliated and the nature of its mar-
keting and compensation plan, you may have
some sales which produce income from sales
and some which produce only commissions
or “bonuses.”

Example 1. Your customers pay you the
retail price for goods they order. You send
the orders and payments to a company. The
company sends the merchandise to fill the
orders. The company also sends your share
of the retail price.

You are acting as a sales agent for the
company. You did not purchase the products
you sold to your customers. Your payment
from the company is a commission, not in-
come from sales. Include the commissions in
the gross receipts of your business. Do not
include the full amount your customers pay
for the goods they order.

Example 2. Your customers pay you a
deposit when you take their orders. You send
the orders to the company, but keep the de-
posits for yourself. The company fills the or-
ders by shipping the merchandise to custom-
ers. The customers pay the company the rest
of the retail price (usually cash on delivery).

You are acting as a sales agent for the
company. The deposit is your commission.
You have no income from sales.

Example 3. Your customers pay you for
the goods you sell them, either when you take
their orders or when you make deliveries.
After your customers place orders, you order
the goods from a company (or from a direct
seller you work under). You either send the
money for the goods with your orders or you
are billed later. In either case, you are able
to charge your customers more than you pay
for the goods.

You are buying products “wholesale” and
selling them “retail.” The full amount received
from your customers is income from sales.
You have income from sales to report on your
return.

Example 4. You keep a supply of goods
your customers regularly buy from you. This
allows you to fill their orders without delay.

You order and pay for the goods before your
customers specifically ask for them.

You have purchased goods to resell to
customers. The full amount received from
your customers is income from sales. You
have income from sales to report on your re-
turn.

Example 5. You have recruited several
other direct sellers who order the products
they sell through you. Commissions or bo-
nuses paid to you by the company are shared
with the direct sellers in your “group” based
on sales, purchases, or some other formula
established by the company whose products
you sell. You are able to keep the portion of
the commissions you are not required to dis-
tribute to the direct sellers in your group.

The bonuses you receive from the com-
pany on these sales are included in gross
receipts as commissions, and not as income
from sales.

Gross Profit on Sales

Gross receipts minus cost of goods sold
equals gross profit for the year.

If you have income from sales, figure your
gross profit and the income to report by fol-
lowing these steps.

1) Figure the total your customers paid you
during the year for goods you sold them.
Include this in the gross business re-
ceipts you report on your return.

2) Next, subtract the amount (if any) your
customers paid that you had to return in
the form of refunds, rebates, or other al-
lowances. Show this on your tax return.

3) Finally, subtract the cost of the goods
you sold. To figure the cost of goods
sold, you must know the value of the in-
ventory of goods you had at the begin-
ning and end of the year, and your pur-
chases during the year. See Cost of
Goods Sold, next, and Inventory, later.

Cost of Goods Sold

To figure the cost of goods sold during the
year, follow these steps.

1) Start with the value of your inventory at
the beginning of your tax year. This
should be the same as the value of your
inventory at the end of the previous year.
Valuing inventory is discussed later un-
der Inventory.

2) Add to your beginning inventory the cost
of merchandise you bought during the
year to sell to customers. This does not
include the cost of merchandise you
bought for your own use, but it can in-
clude the cost of merchandise you use
to demonstrate your product line. See
Demonstrators under Capital Expenses,
later.

3) Subtract from this total your inventory at
the end of the year. The difference is
your cost of goods sold during the year.

Example 1. Janet Smith sells cookware
on the sales-party plan. On December 31,
1997, she did not have any cookware on hand
that she would sell, or had sold, to customers.
However, she did have items of cookware
that she used in demonstrations. The cost
of these demonstrators was $80. She does
not have a beginning inventory for 1998.



During the year, Janet spent $5,270 on
goods in her product line. Of this amount,
$130 was for cookware sets she gave for
personal gifts and $40 was for a set for per-
sonal use. She purchased $5,100 [$5,270 -
($130 + $40)] worth of goods to sell to cus-
tomers.

On December 31, 1998, Janet had only
one demonstrator set on hand. She also had
several sets of cookware in boxes awaiting
delivery to customers. The cost of these sets
was $220. Her ending inventory for the year
is $220, and her cost of goods sold for 1998
is $4,880 ($0 beginning inventory + $5,100
purchases — $220 ending inventory).

Example 2. Lisa Marie is a direct seller
of cosmetics. She has an established
clientele and knows what items are steady
sellers. When the company has a special sale
on these items, she buys an extra quantity for
future sales. She had merchandise costing
$200 on hand at the end of 1997 (which
would be her beginning inventory for 1998)
and merchandise costing $175 at the end of
1998. During the year she purchased $3,250
of merchandise. Purchase returns and allow-
ances were $50. She withdrew $200 of cos-
metics for personal use. Lisa figures her cost
of goods sold for 1998 as follows:

Beginning inventory ..........cccceevvvieienennens $200
Add: Merchandise purchased

during the year ................ $3,250
Subtract: Purchase returns and al-

lowances ........ccccceeveennnen. 50
Subtract: Goods withdrawn for per-

sonal use

Goods available for sale ... I $3.200
Subtract: Ending inventory .
Cost of goods sold

Lisa figures her gross profit by subtracting
the cost of goods sold from her gross receipts
for the year as follows:

GrOSS rECEIPLS ..vvvvvviiriieiiee et
Minus: Cost of goods sold . .
Gross Profit  ....coceevreeieiineee e

Purchases. When figuring cost of goods sold,
include the full cost of all merchandise you
buy to sell to customers. This cost includes
any postage or freight charges to get the
merchandise.

Figure your purchases at the actual price
you pay. Deduct a cash discount or a trade
discount in figuring your purchases, not the
stated purchase price. A cash discount or a
trade discount is the difference between the
stated purchase price and the actual price
you have to pay.

Purchase returns and allowances. You
must subtract purchase returns and allow-
ances from your total purchases for the year
when figuring cost of goods sold. This in-
cludes any rebates or refunds you received
off the purchase price. It also includes any
credit you received for merchandise you re-
turned.

Personal withdrawals.  Subtract from your
purchases for the year the cost of goods in
your product line that you bought for personal
use and the cost of goods you withdrew from
inventory. Merchandise is considered with-
drawn from inventory when it is no longer for
sale to customers. For example, if you sell a
particular kind of soap and give some as a
gift or use some yourself, you must withdraw
the soap from inventory because it is no
longer available for sale. Follow this proce-

dure for all products withdrawn for personal
use, even if you are using the product only to
familiarize yourself with its characteristics or
to demonstrate “loyalty” to the company
whose products you sell.

Inventory

Many direct sellers have little or no inventory.
Others keep a considerable inventory of
goods on hand. In either case, if you have
income from sales, you should know how to
figure your inventory at the end of each tax
year. Figuring inventory involves:

1) Taking inventory,
2) ldentifying the cost, and
3) Valuing the inventory.

You need to know your inventory at the be-
ginning and end of each tax year to figure
your cost of goods sold. Beginning inventory
will usually be the same as ending inventory
of the year before. Any differences must be
explained in a schedule attached to your re-
turn.

Taking inventory.  The first step is to identify
and count all merchandise in your inventory.
Include all goods to which you have title at the
end of the year. This will generally be any
goods you have on hand and have not yet
sold to customers.

Include merchandise you have purchased,
even if you have not yet physically received
it. You may also have title to goods that were
shipped to you but not yet received. If the risk
of loss during shipment is yours, you probably
have title to the goods during shipment. If you
buy merchandise that is sent C.O.D., title
passes when payment and delivery occur.

Goods not yet paid for.  You may have
title to goods not yet paid for. If you are billed
for merchandise that is sent to you, you must
usually pay the bill within a certain time,
whether or not you sell the goods. In this
case, you have title to the goods and must
include them in inventory if they are unsold
or undelivered at the end of the year.

Consignments. Merchandise you re-
ceive on consignment is not purchased by
you and is never included in your inventory.
You have merchandise on consignment if you
do not have to pay for what you have in stock
until the time you sell it and collect the retail
price from the customer.

Identifying the cost. The second step in
figuring your inventory is to identify the in-
ventory items with their costs. The specific
identification method is used when you can
identify and match the actual cost of the items
in inventory. Most direct sellers will be able
to use this method.

If you cannot identify specific items with
their invoices, you must make an assumption
about which items were sold during the year
and which remain. Make this assumption us-
ing either the first-in first-out (FIFO) method
or the last-in first-out (LIFO) method.

The FIFO method assumes that the first
items you purchased or produced are the first
items you sold, consumed, or otherwise dis-
posed of.

The LIFO method assumes that the last
items that you purchased are sold or removed
from inventory first.

Valuing the inventory. The third step in
figuring your inventory is to value the items
you have in inventory.

The two common methods to value
non-LIFO inventory are the cost method and
the lower of cost or market method.  LIFO
inventory must only be valued at cost.

Cost method. If you use the cost method
to value your inventory items, the value of
each item is usually its invoice price. Add
transportation, shipping, or other necessary
charges in getting the items. Subtract any
discounts you received from the invoice price.

If any of the goods you have on hand at
the end of the year were also in your inven-
tory at the beginning of the year, they have
the same value at the end of the year as they
had at the beginning.

Lower of cost or market method. See
Publication 538 for a discussion of the lower
of cost or market method.

New business. For a new business not
using LIFO, you may choose either method
to value your inventory. You must use the
same method to value your entire inventory,
and you cannot change the method without
IRS approval.

Other Income

The full amount of everything you receive in
your selling business is business income. You
must report all business income on your tax
return. Take no deduction from your income
before entering it on the return.

Commissions, bonuses, and percentages.
Many direct sellers receive a commission on
their sales. Your commission might be called
a “bonus” or “percentage,” and it might be
based on both your own sales and the sales
of other direct sellers working under you, or
on your purchases from the company with
which you are affiliated.

Report the full amount of any commissions
you receive as business income, even if you
pay part of it to other direct sellers working
under you. You usually can deduct the part
you pay to others as a business expense. For
more information, see Commissions under
Other Expenses, later.

Prizes, awards, and gifts. If you receive
prizes, awards, or “gifts” in your role as a di-
rect seller, you must report their full value as
business income. The following are exam-
ples of items that must be included in income.

* Cash.

* Free merchandise.

* Expense-paid trips.

* Use of a car.

Jewelry signifying your level of achieve-
ment as a direct seller.

Memberships in organizations or clubs.

Tickets to sports events, shows, or con-
certs.

Value of goods or services received. You
must report income received in the form of
goods or services at their “fair market value”
on your tax return. Fair market value is the
price agreed on between a buyer and a seller
when both have all the necessary information
and neither is forced to buy or sell.

Value of use of property. If you receive the
free use of property through your direct-sales
performance, you must include the fair market
value of the use of the property in your busi-
ness income. There are special rules for the
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free use of an automobile and certain other
property. For more information, get Publica-
tion 463, Travel, Entertainment, Gift, and Car
Expenses, and Publication 525, Taxable and
Nontaxable Income.

Capital Expenses

You must capitalize some costs rather than
deduct them. These costs are a part of your
investment in your business and are called
“capital expenses.”

Although you generally cannot take a
current deduction for a capital expense, you
may be able to take deductions for these
costs over a period of years as explained later
under Cost Recovery.

Kinds of Capital Expenses
You must capitalize the following costs.

* Going into business. The costs of get-
ting started in business, before you are
authorized to start selling your company's
products, are all capital expenses. These
include the cost of exploring different
direct-selling opportunities, the cost of
any training you must have before be-
coming a direct seller for your product
line, any fees you must pay to the com-
pany to become a direct seller, and simi-
lar costs. See chapter 12 of Publication
535 for information on how to treat these
costs.

* Business assets. The cost of any asset
(property) that will last for more than 1
year is a capital expense. Examples of
business assets include: office furniture,
business vehicles, and storage shelves.
See Cost Recovery later.

* Improvements. The costs of making im-
provements to a business asset are cap-
ital expenses if the improvements add to
the value of the asset, appreciably
lengthen the time you can use it, or adapt
it to a different use. However, normal re-
pair expenses are deducted as current
business expenses and are not capital-
ized. For example, if you have a car you
use only for business, maintenance and
repair costs, such as tune-ups, new
headlights, or brake repairs, are business
expenses. The cost of overhauling the
engine, however, is a capital expense.

Demonstrators

If you keep your company's products on hand
to show to potential customers, their cost may
be part of the cost of goods sold, a capital
expense, a business expense, or a personal
expense, depending on the circumstances.
The cost of a product you use yourself is a
personal expense, even if you occasionally
show it to prospective customers.

Example. Sheila is a direct seller who
uses many of her products in her own home.
When potential customers come to her house,
she can show them drapes she bought from
the company, as well as the lawn chairs,
toaster, grill, tea set, and spice cabinet. By
showing these items in her own home, she
hopes to interest people in buying from her
company or in becoming direct sellers them-
selves.

Page 6

Sheila cannot take deductions for the cost
of any of these products. Because she uses
them in her own home for personal reasons,
their cost is not a cost of doing business.

One year or less of use. If you have a
product that you use as a demonstrator for 1
year or less and the demonstrator itself is not
available for purchase by your customers, its
cost is a business expense. See Business
Expenses, later.

If the demonstrator itself can be bought
by your customers, include it in your inventory
of goods for sale.

Example 1. Constance is a direct seller
of kitchenware. Customers must order items
from a catalog, but she keeps at least one of
each type on hand to show buyers. When her
product line changes and an item is discont-
inued, she either starts using the demonstra-
tor in her own kitchen or tries to sell it. When
she had a garage sale, she sold a number
of unused demonstrators.

Constance includes her demonstrators,
including those for discontinued products, in
her inventory of goods for sale. When she
sells a demonstrator, including those she sold
at the garage sale, she includes the income
in her gross business receipts.

When Constance starts using a demon-
strator in her own kitchen, it is a withdrawal
of inventory for her personal use. She sub-
tracts the cost of the item from her purchases
for the year, as discussed under Cost of
Goods Sold, earlier.

Example 2. Lydia sells needlework kits
at sales parties. She has catalogs and a
number of kits to show customers. She uses
these kits to demonstrate various needlework
techniques.

The demonstrator kits last less than 1 year
and are not sold to customers. Some are ru-
ined and thrown away. Their cost is a busi-
ness expense.

More than 1 year of use. If you use a
demonstrator for more than 1 year, its cost is
a capital expense. However, if you expect to
eventually sell the demonstrator, include it in
your inventory of goods for sale.

Example 1. Mike sells educational books
door-to-door. He carries copies of the books
to show. If someone wants a book, he takes
a deposit and delivers the book at a later time.

Because his product line changes little
from year to year, Mike can use a book as a
demonstrator for a long time. Although he
periodically replaces his demonstrators with
new ones and sells the old ones at a discount,
he has kept some books as demonstrators for
up to 3 years.

Because Mike eventually sells his dem-
onstrators, they remain part of his inventory
of goods for sale.

Example 2. Janet sells the same line of
educational books as Mike in Example 1.
Unlike him, she tries to use her demonstrators
as long as possible. She puts the books in
plastic jackets to protect them, and ordinarily
only stops using them as demonstrators when
the company comes out with a new edition.
Janet never sells the old demonstrators. She
can recover the cost of the books she uses
as demonstrators as discussed under Cost
Recovery, next.

Cost Recovery

You can usually “recover” your cost for capital
expenses—subtract them from income—over
a number of years. This is done by deducting
each year a part of the basis (usually your
cost) using depreciation or amortization. Use
depreciation to recover capital expenses for
most tangible business assets. Use amorti-
zation to recover only certain kinds of capital
expenses, including business start-up costs.
Amortization is discussed in chapter 12 of
Publication 535.

Under certain circumstances, you may be
able to treat a limited amount of the cost of
certain qualifying property as a current ex-
pense rather than a capital expense. This is
called the “section 179 deduction.”

Form 4562. Generally, use Form 4562 to
report depreciation, amortization, and the
section 179 deduction. Form 4562 is illus-
trated in an example in Publication 946, How
To Depreciate Property.

Section 179 Deduction

If you make the choice, you can deduct a
limited amount of the cost of qualifying prop-
erty you buy for use in your direct-selling
business only in the first year you place the
property in service.

Placed in service. Property is placed in
service when it is first ready and available for
a specific use. To claim the section 179 de-
duction or depreciation, you must know when
the property was placed in service.

Qualifying property.  Qualifying property in-
cludes tangible personal property for which
depreciation is allowable. However, see
chapter 2 in Publication 946 for more infor-
mation.

Maximum dollar limit. The total cost you
can choose to deduct for the tax year cannot
exceed $18,500 for 1998.

If the total cost of qualifying property is
less than $18,500, your section 179 deduction
is limited to the cost of the qualifying property
placed in service in the tax year.

The maximum amount you can take
@ as a section 179 deduction increases
to $19,000 for tax year 1999. This

amount increases further for each later year
until it reaches $25,000 for tax year 2003.

Taxable income limit.  The total cost you can
deduct in each year is limited to the taxable
income from the active conduct of any trade
or business during the tax year.

For more information, get Publication 946.

Depreciation

If you do not choose a section 179 deduction
or you choose a section 179 deduction and
do not deduct all of your cost, you can take
a depreciation deduction for part or all of the
cost you did not deduct as a section 179 de-
duction.

Property for which you can recover the
cost through depreciation is called deprecia-
ble property. Depreciable property may be
tangible or intangible.



1) Tangible property is any property that
can be seen or touched and includes
both real and personal property.

a) Real property is land and generally
anything that is built on, growing on,
or attached to land. However, land
itself is never depreciable.

b)  Personal property is property that
is not real estate, such as a car,
truck, or office equipment.

2) Intangible property generally is property
that has value but that you cannot see
or touch. It includes items such as
copyrights, franchises, trademarks, and
trade names.

Property is depreciable if it meets these
requirements.

* It is used in business or held for the pro-
duction of income for more than 1 year.

* It is something that wears out, decays,
gets used up, becomes obsolete, or loses
value from natural causes.

* It has a determinable useful life longer
than 1 year.

In general, if property does not meet all of
these requirements, it is not depreciable.

The modified accelerated cost recovery
system (MACRS) is the depreciation system
that you must use for most tangible depre-
ciable assets placed in service after 1986.

For more information about depreciation
of property placed in service after 1986, get
Publication 946. It contains a detailed dis-
cussion of MACRS and its depreciation
methods.

For more information about property
placed in service before 1987, get Publication
534, Depreciating Property Placed in Service
Before 1987.

Listed Property

Listed property includes property used for
transportation or entertainment and certain
computers and cellular phones. There are
additional rules and recordkeeping require-
ments you must follow when depreciating
listed property. If listed property is not used
more than 50% for qualified business use
during any tax year, special rules apply to the
section 179 deduction and the depreciation
deduction. See chapter 4 in Publication 946.

Passenger automobiles. For passenger
automobiles, the total depreciation deduction
(including the section 179 deduction) that you
can claim is limited.

For automobiles you place in service dur-
ing 1998, your depreciation, including the
section 179 deduction, cannot be more than
$3,160 for 1998 (the first tax year of the re-
covery period). For 1999 and 2000 (second
and third years), you are limited to a depre-
ciation deduction of $5,000 and $2,950, re-
spectively. The maximum depreciation in
each succeeding tax year will be $1,775.

You must reduce these limits further if
your business/investment use is less than
100%.

Example. Peter purchased a car this year
for $4,500 and he used it 60% for business.
The total cost of Peter's car that qualifies for
the section 179 deduction is $2,700 ($4,500
cost x 60% business use). However, Peter is
limited to a total section 179 deduction plus

depreciation deduction of $1,896 ($3,160 limit
x 60% business use).

Additional rules apply if your business/in-
vestment use is 50% or less. For more infor-
mation, see chapter 4 in Publication 946.

Business Expenses

The current operating costs of running your
business are known as business expenses.
These are costs you do not have to capitalize
or include in the cost of goods sold.

You must keep business expenses sepa-
rate from personal expenses. If you have an
expense that is partly for business and partly
personal, you can deduct only the business
part.

To be deductible, a business expense
must be both ordinary and necessary. An or-
dinary expense is one that is common and
accepted in your field of business, direct
selling. A necessary expense is one that is
appropriate and helpful for your direct-selling
business. An expense does not have to be
indispensable to be considered necessary.

This section discusses business expenses
you might have as a direct seller. For more
information on business expenses, see Pub-
lication 535.

Salaries and Wages

The reasonable salaries, wages, and other
forms of compensation you pay to your em-
ployees for their services are deductible
business expenses.

If you are a sole proprietor, you cannot
deduct your own salary or any personal with-
drawals you make from your business. You
are not an employee of the business.

For detailed discussions of salaries,
wages, and other payments to employees,
get Publications 15 and 535.

Taxes

You can deduct as business expenses vari-
ous federal, state, local, and foreign taxes
directly attributable to your direct-selling
business. Some of these taxes are discussed
under Business Taxes, earlier, and others are
discussed below.

Income taxes. Most income taxes cannot
be deducted as business expenses. You can
not deduct federal income taxes. In general,
an individual can deduct state and local in-
come taxes only as an itemized deduction on
Schedule A (1040). However, you can deduct
a state income tax on gross income (as dis-
tinguished from net income) directly attribut-
able to a trade or business as a business
expense.

Personal property tax.  You can deduct as
a business expense any tax imposed by a
state or local government on personal prop-
erty used in your direct-selling business.

You also may deduct as a business ex-
pense registration fees for the right to use
property within a state or local area.

Example. May and Julius Winter drove
their car 7,000 business miles out of a total
of 10,000 miles during the tax year. They had
to pay $25 for their annual state license tags
and $20 for their city registration sticker. They
also paid $235 in city personal property tax
on the car, for a total of $280. They are

claiming their actual car expenses for the
year. Because they used the car 70% for
business, they can deduct 70% of the $280,
or $196, as a business expense.

Sales tax. Treat any sales tax you pay on a
service or on the purchase or use of property
as part of the cost of the service or property.
If the service or the cost or use of the property
is a deductible business expense, you can
deduct the tax as part of that service or cost.
If the property is merchandise bought for re-
sale, the sales tax is part of the cost of the
merchandise. If the property is depreciable,
add the sales tax to the basis for depreciation.
Get Publication 551 for information about the
basis of property.

Do not deduct state and local sales
A taxes imposed on the buyer that you
&SEEN must collect and pay over to the state

or local government. Do not include these
taxes in gross receipts or sales.

Fuel taxes. Taxes on gasoline, diesel fuel,
and other motor fuels that you use in your
business usually are included as part of the
cost of the fuel itself. Do not deduct these
taxes as a separate item.

Interest

Interest is the amount charged for the use of
borrowed money. You generally can deduct
as a business expense all interest you pay
or accrue in the tax year on a debt related to
your business. To take the deduction, you
must have a true obligation to pay a fixed or
determinable sum of money.

No deduction is allowed for interest paid
or accrued on personal loans. If a loan is part
business and part personal, you must divide
the interest between the personal part and the
business part. For more information, see
chapter 8 in Publication 535.

Example. During the tax year, you paid
$600 interest on a car loan and used the car
60% for business and 40% for personal pur-
poses. You can deduct only $360 (60% of
$600) as a business expense on your
Schedule C (Form 1040) or Schedule C-EZ
(Form 1040). The remaining interest of $240
is a nondeductible personal expense.

Insurance

You generally can deduct premiums you pay
for the following kinds of insurance related to
your trade or business.

* Fire, theft, flood, or similar insurance.

* Merchandise and inventory insurance.

* Car and truck insurance that covers ve-
hicles used in your business if you do not
use the standard mileage rate to figure
your car expenses.

Credit insurance to cover losses from
unpaid debts.

Liability insurance.

* Use and occupancy and business inter-
ruption insurance. This insurance pays
you for lost profits if your business is shut
down due to a fire or other cause. Report
the proceeds as ordinary income.

You generally cannot deduct the cost of life
insurance paid on your own life. However,
see chapter 10 in Publication 535 for infor-
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mation on when life insurance premiums are
deductible.

Business and personal.  If you pay premi-
ums for insurance coverage that is both
business and personal, you can deduct only
the part that pays for business coverage. For
example, if you use your car 25% in your
direct-selling business and 75% for personal
transportation, you can deduct only 25% of
your car insurance premiums if you claim ac-
tual expenses for the use of the car.

When to deduct. Under the cash method
of accounting, premiums are not deductible
until paid. If you wait until a later tax year to
pay an insurance premium due in an earlier
year, you cannot deduct the premium until the
year you pay it.

If you make an advance payment on an
insurance policy that covers more than one
tax year, you can only deduct the part that
buys insurance for the current tax year. You
must wait until the next year to deduct the part
that buys insurance for that year, and so on.

Example. You are a direct seller. In June
1998, you pay $1,200 in premiums for mer-
chandise insurance effective July 1998
through June 2000 ($50 per month). You can
deduct $300 in 1998 ($50 x 6 months), $600
in 1999 ($50 x 12 months), and $300 in 2000.

Dividends. An insurance dividend is a return
of part of the premiums you paid. If you re-
ceive dividends from business insurance
premiums you deducted in an earlier year,
you must report all or part of the dividend as
business income on your return. For more
information, see Recovery of amount de-
ducted in chapter 1 of Publication 535.

Telephone

You can deduct the cost of business tele-
phone calls made on your own phone, in-
cluding the following expenses.

* Business calls on a second line.

» Long-distance business calls on any
phone.

* A pro-rata portion (the business part) of
special services on any line.

* A pro-rata portion (the business part) of
basic local services on a second line.

You cannot deduct any charges (including
taxes) for basic local services on the first
telephone line in your home.

Example 1. Leo had a separate tele-
phone line installed in his home for his
direct-selling business. He had this phone
number printed on his business cards and
always uses it only for business calls.

Leo can deduct the full amount of his
business phone bill because the phone is
used exclusively for business.

Example 2. Mary and George run an
active direct-selling business out of their
home. For February, their phone bill was
$65—%$20 for basic telephone service, federal
excise tax, etc., and $45 for long-distance
calls.

The total charge for long-distance busi-
ness calls on their bill is $31. Mary and
George can deduct $31 as a business ex-
pense.
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Away from home. If you travel away from
home and make a business phone call, you
can deduct the cost of the call, whether or not
the rest of your travel expenses are deduct-
ible.

Business and personal calls.  You can de-
duct telephone expenses only for business
calls. Personal calls do not become business
calls because some business is discussed.

Example. Lydia is interested in sponsor-
ing others as direct sellers for her product
line. She often talks by phone with her sister
who lives 50 miles away. They talk about
personal matters. When Lydia mentions her
direct-selling work, she usually says some-
thing to encourage her sister to become a
direct seller too.

Lydia's phone calls to her sister are per-
sonal and nondeductible. Their primary pur-
pose is not to recruit her sister as a direct
seller, but to continue their personal relation-
ship.

Other Expenses

Discussed next are other expenses you may
have as a direct seller.

Business licenses.  License fees and regu-
latory fees paid each year to state and local
governments are generally deductible busi-
ness expenses. Some licenses and fees may
have to be amortized. See chapter 12 of
Publication 535 for information on amorti-
zation.

Catalogs. The cost of catalogs you keep and
use in your selling business for more than 1
year must be capitalized. The cost can then
be recovered as explained under Cost Re-
covery, earlier. If the catalogs are useful in
your selling business for a year or less, you
can deduct their full cost in the tax year you
pay for them.

Commissions. If you must pay a bonus,
percentage, or other type of commission to
direct sellers working under you, you can de-
duct the amount you pay. Report the full
amount of any commissions you receive as
business income, and deduct the commis-
sions you pay out as ordinary and necessary
business expenses.

Example. Freda has her own direct-
selling business and sponsors two other di-
rect sellers. These direct sellers report their
sales to her each month. She in turn adds
their sales to hers and reports the total to the
direct seller who sponsored her. In March, the
people working under her each had $400 in
sales and she had $500 in sales of her own.
She reports to the company (or her sponsor)
$1,300 ($400 + $400 + $500) in monthly sales
for her group even though her income is only
$500.

Freda received a commission or “per-
formance bonus” for March equal to 10% of
the $1,300, or $130, in sales. She reports the
entire $130 as business income on her tax
return.

Freda must pay the direct sellers working
under her a commission of 7% on their
monthly sales of $400. She paid each of them
$28 (7% of $400) for their March sales. She
deducts the total, $56, as a business expense
on her tax return.

Computer. If you use a computer in your di-
rect sales business, you can take a section
179 deduction, depreciation, or both, if more
than 50% of its use is in your business. For
more information, see chapter 4, Listed
Property, in Publication 946.

Home meetings. If you have business
meetings in your home, you can deduct your
expenses for the meeting only when they
meet certain tests.

* The expenses of entertaining business
associates in your home are deductible
only if they meet the tests discussed un-
der Meals and Entertainment, later, and
only if you can prove your expenses as
discussed under Recordkeeping, later.

* The expenses of maintaining your home
as a place of business are deductible only
if you meet the tests discussed under
Business Use of Your Home, later.

Example. Barbara and Bill hold biweekly
meetings in their home for the direct sellers
who work under them. They discuss selling
techniques, solve business problems, and
listen to presentations by company represen-
tatives.

Because the meetings are for business,
Barbara and Bill can deduct 50% of the cost
of the food and beverages they provide. The
50% limit is explained later under Meals and
Entertainment. They keep a copy of their
grocery receipts for these refreshments, and
record the date, time, and business nature of
each meeting. Because the meetings are held
in their living room rather than in a special
area set aside only for business, they cannot
deduct any of their home expenses for the
meetings.

Journal subscriptions. If you subscribe to
a journal for direct sellers, you can deduct the
annual subscription fee as a business ex-
pense.

Membership fees or club dues.  Generally,
you cannot deduct amounts you pay or incur
for membership in any club organized for
business, pleasure, recreation, or any other
social purpose. This includes country clubs,
athletic clubs, luncheon clubs, sporting clubs,
airline clubs, and hotel clubs.

Exception. Generally, membership fees
for the following types of organizations are
deductible unless one of the main purposes
is to conduct entertainment activities for
members or their guests or to provide mem-
bers or their guests with access to enter-
tainment facilities.

* Boards of trade.

* Business leagues.

* Chambers of commerce.

* Civic or public service organizations.
* Professional associations.

* Trade associations.

Legal and professional fees. You can de-
duct as a business expense professional
fees, such as fees charged by accountants
or lawyers, that are directly related to your
business and are ordinary and necessary in
the operation of your business. However, if
the charges include payments for work of a
personal nature (such as making out a will
or the personal portion of your tax return), you



can deduct only the part of the fee related to
your business as a business expense.

Tax return preparation fees.  You can de-
duct as a business expense on Schedule C
(Form 1040) or Schedule C-EZ (Form 1040)
the cost of preparing that part of your tax re-
turn relating to your business as a sole pro-
prietor. You can deduct the remaining cost
on Schedule A (Form 1040) if you itemize
your deductions.

You also can take a business deduction
on Schedule C or Schedule C-EZ for the
amount you pay or incur in resolving asserted
tax deficiencies for your business as a sole
proprietor.

Samples and promotional items. You can
deduct the cost of samples you give to your
customers and the cost of promotional items
such as posters. You cannot deduct the cost
of any samples you use personally.

Service charges. You can deduct service
charges you pay on orders for goods. The
service charge can be a flat charge, or based
on either the amount you order or the number
of customers for whom you order.

Supplies. You can deduct the cost of order
forms, bags, business cards, and other sup-
plies you use in your business. However, if
you stock supplies to be used largely in later
tax years, you can deduct only the cost of
supplies you use during the current year. You
must wait until the years you actually use the
supplies to deduct the rest of their cost.

If you keep incidental materials and sup-
plies on hand, you can deduct the cost of the
incidental materials and supplies you bought
during the tax year if all three of the following
requirements are met.

* You do not keep a record of when they
are used.

* You do not take an inventory of the
amount on hand at the beginning and end
of the tax year.

* Your taxable income is clearly reflected
by this method.

Business Use
of Your Home

Many direct sellers work out of their own
homes and have business expenses for using
their homes. However, you cannot deduct any
expenses for using your home in business
unless you meet certain tests.

Quialifying for a Deduction

To qualify to claim expenses for the business
use of your home, you must meet the follow-
ing tests.

1) Your use of the business part of your
home must be:

a) Exclusive (however, see Exceptions
to Exclusive Use),

b)  Regular,
c) For your trade or business, AND

2) The business part of your home must be
one of the following:

a)  Your principal place of business,

b) A place where you meet or deal
with clients or customers in the
normal course of your trade or
business, or

c) A separate structure (not attached
to your home) you use in con-
nection with your trade or business.

Exclusive use. “Exclusive use” means that
you use a specific part of your home only for
carrying on your direct-selling business. You
do not meet the exclusive use test if you use
part of your home as your business office and
also for personal purposes.

Example. You use a den in your home
to write orders and do the paperwork for your
business. The den is also used by your chil-
dren to do their homework. You cannot claim
any business deduction for the use of the
room.

Exception. You do not have to meet the
exclusive use test if you use part of your
home for storing inventory or product sam-
ples. You can deduct expenses from using
part of your home for storing inventory or
product samples if you meet all the following
tests.

* You keep the inventory or product sam-
ples for use in your direct-selling busi-
ness.

* Your home is the only fixed location of
your business.

* You use the storage space on a regular
basis.

* The space you use is separately identifi-
able and suitable for storage.

If your storage space meets these tests, it
does not matter whether you use it exclu-
sively for business.

Example. Your home is the sole fixed
location for your business of selling cookware.
You regularly use half your basement for
storing inventory and occasionally for per-
sonal purposes. You can deduct your ex-
penses for the storage space even though
this part of your basement is not used exclu-
sively for business.

Regular use. “Regular use” means that you
use a specific part of your home for business
on a continuing basis. Occasional or inci-
dental business use of part of your home
does not meet the regular use test even if you
do not use that part for any other purpose.

Principal place of business.  You may have
more than one business location, including
your home for your business. To determine
which is your principal place of business, you
must consider all of the facts and circum-
stances. If, after considering your business
location, one cannot be identified as your
principal place of business, you cannot de-
duct home office expenses. There are two
primary factors to consider.

* The relative importance of the activities
performed at each location.

* The time spent at each location.

New rules for 1999. Beginning in 1999,
your home office generally will qualify as a
principal place of business if both of the fol-
lowing are met.

* You use it exclusively and regularly for
the administrative or management activ-
ities of your trade or business.

* You have no other fixed location where
you conduct substantial administrative or
management activities of your trade or
business.

If you qualify for the deduction in 1999,
you will claim it on your tax return due April
17, 2000.

Place to meet clients or customers. If you
meet with clients or customers in your home
in the normal course of your direct selling
business, even though you also carry on
business at another location, you can deduct
your expenses for the part of your home used
exclusively and regularly for business if both
of the following apply.

* You physically meet with clients or cus-
tomers on your premises.

* Their use of your home is substantial and
integral to the conduct of your business.
Occasional meetings and telephone calls
do not qualify you to 