Public transpontation. I you iravsl by public
transpariafion, any place in the United Stales
wherz that vehiela makes a scheduled stop is a
poirt in the Unled Siales. Gnce the vehicle
laaves the lagl scheduled stop in the United
States on its way 1o a point outside the Uniled
Stales, you apgly the rules under Travel Quiside
fhe Urited Srates.

Exampie. You lly from New Yerk 10 Puerlo
Rico with a scheduled stop in Miami. You return
1o New Yark nonsiop. The tEght from Mew York
Lo Miarmi is in the United States. so only the flight
from Nami 1o Puerio Rico is outside the United
States. Because there are no scheduled stops
betwesn Puerto Rico and New Yerk, all of the
retum Irip is outside the United States,

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

Exampfe. You :ravel by car from Denver fo
Mewico City and relum. Youriravei from Penver
o the border and from the border Back to Den-
ver is ravel in th2 United Slales, and the riles in
this secton appiy. The rules under Travef
Outsids the United Staigs apply o your krig from
the border to Mexico City and back 2o the border.

Travel Quiside .
the United Siates

If any par of your business trave! is autside the
United Siates, some of your deduclions for the
cosi of getting to and from your destination may
be fimited, Feor this purpase, the United Slates
includes the 50 states and the Districl ol Colum-
bia.

How much of your iravel expenses you can
deduci depends in pard upon how much of your
irip ouiside the United States was business re-
lated.

Travel Entirely for Business or
Considered Entirely for Business

You can deduct all vour fravel expenses of get-
ting 1o and from your business destination if your
trips Is enmlizaly for businass or considered entirely
for business.

Travel enirely for business, |f you travel
oulside the Uniled Slates and you spend the
entire lime on business acivities, you can da-
ducl all of your rave| expensas.,

Travel considered entirely for business.
Even if you did not spend your entire time on
business aclivilies, your 1rip is considered en-
firely for business if you meet a1 least one o° the
ellowing four exceplions.

Exception 1 - No substantial conirol
Your trip is considerad entirely for business If
you did rot have substaniial control over arrang-
ing1he Irip. The facthal you contred the Bming of
your 1rip does no1, by ilself, moan that vou have
subslantial control over arranging your trip.

You do not have substanilal control over
your trip if you:

» Arz an employes who was reimbursed or
paid a travel expanse allowance,

» Are nol related to your empicyer, and
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= Are not a managing exscuiive.

*Relaled 1o your employer” is defined later in
chaptet & under Pgt Di2m and Car Allowarnces.
A'managing executive” is an employes whoe
has the authority and responsibility, without be-
ing subject lo the velo of ancther, (o dacide on
the peed lor the business ravel.
A scif-erployed person generally has sub-
stantial control pver arranging business irips.

Exception 2 - Oulside United Siafes no
more than a week. Your trip is considergd
antirely for business  you were cutside the
United States for a week or less, combining
business and nonbusiness activities. One week
means 7 consetutive days. In counling the
days, do not count the day you leave the United
States, bul do count the day you retumn to the
United States.

Example. Youiraveiedio Brussels primarily
for business. You lofl Denver on Tuasday and
flew 1o New York, On Wednesday, you ilew from
New York to Brussels, armiving the next moming.
Gn Thursday and Friday, you had business dis-
cussions, and from Saturday until Tuesday, you
were sighiseeing. You flew back 1o New Yaork,
arriving Wednesday aftemoon. On Thursday,
ycu flew back to Denver,

Although you were away from your home in
Denver for meore than a week, you were not
puiside the Uniled States fer rmore than a week.
This is because the day you depart does not
count as a day oulside the United States.

You zan deduct your cosi of the round-irip
flight between Denver ard Brussels. You can
also deduct the cost of your stay in Brussels for
Thursday and Friday while you conduczed busi-
ness. However, you canrt deduet the cost of
your stay in Brussels from Saturday through
Tuastay because those days were spent on
nonbusiness activilies.

Exception 3 - Less than 25% of time on
personal activities. Your frip is considered
entirely ‘or business If: :

» You were outside the United States for
mare han a week, and

» You spenl less than 25% of the tclal time
you were ouiside the Uniled Slates on
norbuziness aclivilies.

For this purpese, count both the day your tip
began and the day it ended.

Example. You flew from Sealtle 1o Tokyo,
where you speni 14 days on business and &
nays on persenal maiters, You then flew backio
Saatile. You spent 1 day flying in each directicn.

Because only ¥» (less than 25%) of your
takal lime abroad was for ncnbusiness activilies,
you can deducl as travel expenses whal it would
have tost you to make the trip if you had nad
engaged in any nonbusiness activity. The
amourl you can deduct is the cost of the
round-trip plane fare and 16 days ol meals {sub-
jecl 1o the 5G% limil), lodging, and oiher rejaied
EXpenses.

Exception 4 - Vacation nol g major consid-
eration. Your Irip is considerad entirely for
business if you can establish that a personal
vacalion was not a major consideralion, even i
you have substantial control over arranging the
trig.

Travel Primarily for Business

It you vravel oulside the United Stales primarily
for business bul spend some of your time on
other aclivities, you generally cannol deduct all
of your travel expenses. You can only deduct the
business portion of your cost of getling ‘o and
from your desiination. You must allocaiz the
costs between your bus ness and other activilias
1o daterming your deduclible amount. See

Travel allocation -ules, laler.
@ axpensas i you meei ona of the four
B cxceptions listed eafier under Travel
considersd entirely for pusiness. in those cases,
vou can deduct the total cost of getting fo and
rom your destination.

You do nof have to alipeale your travel

Travel allocation rules.  1fyouririp ouiside the
United Stales was pranarily for busingss, you
rusi allocate your travel time on a day-to-day
basis betweén business days and nonbusiness
days. The days you depart from and return o the
United Stales are both counted as days oulside
the United Slates.

To tigure the deductible amount of your
round-trip Travel expenses, use the [ollowing
fraction. The numerater (fop number) is the total
number of business days cuiside the Uniled
States. The denominafor (bet{sm number) is the
total number of lravel days oulside the Lniled
Stales. ' s

Couniling business days. Your business
days include transpontation days, days your
presence was required, days you spent on busi-
ness, and cerain weekends and holidays.

Transporiation day. Court as a business
day any day you spend kraveling 1o of from a
business destinalion. However, if because of a
nonbusiness aciivity you do not travel by a direct
rowte, your business days are the days it would
lake you to fravel a reasonably direci route 1o
your business dastination. Extra days for side
f¥ips or nonbusiness achlivilies cannot be
counted a$ business days.

Presence reguired. Count as & business
day any day vour presence is required at a
patticular place for a spacilic business purpose.
Count il as-a business day sven H you spend
most of the day on nenbusiness activities.

Day spent on business., T your principal
aclivity during working hours is pursuit of your
trade or business, counl the dzy as a business
day. Also. count as z business day any day you
are orevenied from wark:ng because of sircum-
slances beyone your contral,

Certain vieekends and holidays, Coumt
weekends, holidays, and oiner nescessary
slandby days as business days if they fall be-
tween business days. Bul it they follow yaur
Dusiness mestings or aclivity and you rema’n at
your business destinalion for nonbusiness or
personal reasans, do nol count them as busi-
ness days.

Example 7. Your tax home is New Yerk
City. You Iravel 1o Quebec, where you have a
business appolniment ox Friday. You have an-
other appeintment on the following Menday. Be-
cause your presengs was required on koth
Friday and Monday, they are business days.
Because itha weskend is belween business
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days, Safurday and Sunday are counted as
business days. This [s rue even theugh you use
the weskend for sightsaeing, visiting friends, or
other nonbusiness activity.

Example 2. 1, in Exampfe 1, you had no
Business in Quebec aflar Friday, but stayed until
Monday bpefcre starting home, Saturday and
Sunday would be nonbusiness days.

Monbusiness activity on the way 1o or from
your business destimation. If you stepped
for & vacalion or olher nanbusiness aclivity ei-
ther on the way from the Uniied States k0 your
business destinalion, or on the way back to 1he
United States from your business destination,
you must allocate pan of your Iravel expenses to
the nonbusiness activiy.

The patt you must allocate is he amourd it
would have costyou to travel between the paint
wherg ravel qutside the United States begins
ant your nonbusiness destination and a retum
+p the point where Iravel oulside the United
Stales ends.

You deternine the nonbusiness porlion of
That experise by multiplying i by a fraction. The
numerator of the fraction is the aumber of non-
business days during your travel oulside the
United States and the denominalor is the iotal
number ¢ days you spend outside the Unitec
States.

Example. You live in New Yark. On May 4
you flew fo Parls lo atlend a business confer-
ghee that began on May 5 The conference
ended at noon on May 14. That evening you flew
fo Dublin whese vou vislted with friends until the
aflernoon af May 21, when you flew directly
home 1o New York. The prinary purpose for the
ip was 1o altend the conference,

1-you bad niot stopped in Dublin, you would
have amved home the evening of May 4. You
did mot meet any of the exceptions that would
allow you to consider your Iravel entively lor
pusiness. May 4 through May 14 (11 days) are
buziness days and May 15 through May 21 (7
days} are nonbusiness days.

You can deduct the cast ol your meals (sub-
ject to the 0% limil), lodging, and other busi-
ness—related travel expenses while in Paris,

You cannot deduct your expenses whila in
Dublin, You also cannot deduct e of what it
would have cosl you 10 ravel sound-trip betwoen
New York and Dublin.

Youw pald $750 to fly from New Yok 1o Parls,
$400 -0 “ly from Pars 1o Dublin, and $700 1o fly
frem Dublin back 1o New ¥ ork. Round trip airfare
from New York 1o Dublin would have been
$1.250.

You ligure the dedictible part of your air
ravel expenses by subtracting “he of iha
round-trip fare and olher expenses you would
have had ir traveling directly between New York
and Dublin (51,250 x 7z = $485) from your tctal
expenses in fravaling fram New York to Paris 10
Dublin and back to Mew Yori ($750 + $400 +
3700 = $1,850).

Your deductivle air travel expense is §1,364
($1,850 — $488),

Nonbusiness aclivity at, near, or beyond
business deslinatior. [ you had a vacalion
ar other nonbusiness activily at, near, or beyend
your business destination, you must allocale
part of your travel expenses 1o the nonbusiness
aclivily.
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The part you must allocale is the amaunt it
would have cosl you lo Iravel between the point
where ‘ravel outside the United Stalss begins
and your business dastination and a retsrn o
the point where trave! oulside the LUinfled Siates
ends.

You determing the nonbusiness porfion of
that experse by multiplying it by a fraction. The
numerator of the feaction is the number of non-
pusiness days during your fravel euiside fhe
United Slates and lhe densminator is The total
number of days you spand putside the United
Stales.

None af your travel expenses for nonbusi-
ness activities 21, near, orbeyond your business
destination are deductibie,

Example. Assume that the dates are the
same as in the previous example bul thal in-
stead of going ta Dublin for your vacation, you fiy
19 Venice, Haly. for a vacation.

You cannot deduct any parl of the cost of
wour trip from Paris to Verice and refurn o Paris.
in addition, you cennot deduct Ju of the airfare
and ofher expenses from New York 10 Paris and
back 1o New York,

You can deduct Wi af the round-rp plane

fare and pther travel expenses from New York to
Paris, plus your meals (subject to the 50% fimit),
iodging, and any other business expenses you
had in Paris. [Assume these expenses toial
$4,584). If the round-rip plane lare and other
fravel-related expenses (such as load during the
trip) are $t,750, you can dedut! travel cusls of
%1.069 (" x $1,750), plus the full $3,994 for
the expenses you had in Paris.

Other methods.  You can use another method
of counting business days il you establish that it
morte clearly reflects tie fime spent on oiher
than business activities outside the United
States.

Travel Primarily for Personal
Reasons

If you travel outside the United States primeuily
for vacalion or for invesiment purposes, the en-
tre cos! of the irip is a nondeductible personal
expense. [f you spend same time atiending brief
professional seminars or a continuing education
program, you can deduct your registraiien foas
and other expenses you have that are direcily
related to your business.

Exampie. The university from which you
graduated has a conlinuing educaifon program
for members of i1s alurmnl assoclation. This pro-
gram consisie of trips Yo various farsign coun-
1-ies where academic exercises and
conferences are set up 10 acquaint individuals in
most accupations with selected facilifies in sev-
eral regions of thg world. However, nong of the
confersnces are directed loward specific pcou-
pations or professions, It is up 1o each pariici-
pant 10 seek o specialists and erganizational
seltings approprizle to his or her occupalional
interesis.

Three-hour sessions are held each day over
a 5-day period at sach of the selecled overseas
facifiies where paricipanis can meel with Ind:-
vidual practiffioners. These sessions are com-
posed of & variety of acliviies including

workshops, minHectures, sole playing, skifl de-
velopmen?, and exercisas. Professional ccnlar-
ence direclors schedule and conduct the
sessions. Pariicipants can chocse those ses-
sions they wish 1o atiend.

Yeu can paticipate in this program gince you
are a member of the alumni association. You
and your family 1ake ane oi the trips, ¥ou spend
atiout 2 hours at each ol Ihe planned sessions.
The resl of the time you go touring and sightsee-
ing with your family, The tip [2sts [ess thar 1
week.

Your travel expenses for the lrip are not
deductivle since the trip was primarily a vaca-
tion. Howevet, registration feas and any ather
incidenial expenses you have for the five
planned sessions you attended that are direclly
related and benefickal 10 your husiness are de-
ductible business sxpenses. These expenses
should be spesifically stated in your recerds fo
ensure prope: alocation of your deductible busi-
ness expenses.
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it you travel Dy geean liner, cruise ship, or other
formr: of luxury water lranspariation Tor business
purposes, there is a dally imil on the amount
you tan deducl. The limil is twice the highest
laderal per diem rate allowable at ihe time of
your travel. (Generally, the Tederal per diem is
Lhe amount Faid 1o federal government employ-
ees for daily living expensss when they travel
away fram home, bui in the United States, for
business purposes.)

Luxury Water Trav

Daily limit en luxury water travel. The high-
es) federal per dism rafe aliowed and the dally
limit for luxury water travel in 2009 is shown in
the lollowing table.

Highesl Daily Limi
2003 Fadara an Luxury
Dalea PerDiem  Water Travel
Jan, 1~ June 30 $349 $698
July 1 — Aug. 31 323 B46
Sept. 1 -~ Sepl. 30 424 848
0Oct. 1 — Dec, 21 411 522

Example. Caroline, a travel agen:, traveled
by ocean liner from Naw York 1o Londen, Eng-
land, on business in May. Her expense for the
g-day cruise was $5,200. Caraline’s deduction
for the cruise cannot exseed $4,188 (6 days x
$EO8 daily lirit).

Meals and emertainment. i your expenses
for luxury waler fravel include separasely siated
amounts for meals or enterlainmant, lhose
amounie are subject o the 50% limit on meals
and enertainment bafore you apply the daily
limit. For a discussion of the 50% Limit, see
chapter 2.

Exarngle. In ihe previous example, Caro-
line's luxury ‘water fravel had a ictal cost of
$5,200. Of That amount, $2,350 was separaisly
slated as meals and snisainmenl. Caroline,
who is self-employed, is nol reimbursed for any
of her travel expenses. Garaline figures her de-
ductible travel expenses as follows.



teals and ertertainment. . .. .. $2,350
SO%IMA .« o e s x50
Allswable meals & snlerainment  $1,175

Oiher travel expenses

—_—
Allowable cost batore the daily limit , .. . 4,025
Duaily limil for May 2009 ... ... § 688
Times number of days ... .. - x5
Maximum luxury wale: Travel deduglion  $4.1 88
Amount of allowahle dedoclion . . ... $4,025

Caroline’s dedustion far her cruise is imited ‘o
$4.025, even though the limit on luxury waler
travet is higher.

Not separately stated.  [f your meal or eh-
1snainment tharges are not separataly stated or
are not clearly identifiable, you do nol have to
allocate any portion of tha total charge to meals
or enterlainment.

Exceptions

The: dally imit an luxury water Iravel {discussad
earlier) does not apply 1o expenses you have to
atend a convention, seminar, or meeting on
hoard a cruise ship. See Cruise Ships under
Conventions Held Quiside the Norif American
Area,

You can dedust your travel expenses when you
attend a conventior if you can show that your
amendance bensfits your rade of business. You
carnol deduct 1he Travel expenses for your fam-
iy,

It the convention is for invesiment, political,
social, or other purposes unrelated 1o your trade
or business, you sannol deduct the expenses.
gate does not, in itself, determine
] whether you can deduct fravel ex-
persgs. You czn deducl your travel expenses

anly if your aflendance is conrected to your own
trade or business.

Your agpointrment or election as a dele-

Conveniion agenda, The canvention agenda
or program generally shows the purpose of the
convenlion. You can show your atiendance at
the convention benefits your trade or business
by comparing the agenda with the official duties
and responsibililies of your position. The agenda
does rot have 1o deat specilically with your offi-

" gial dulies and responsibiliies; it will b2 enaugh
if ine agenda is so related o your posilion that i
shews your attendance was lor business pur-
poses,

Conventions Held QOutside
the Morth American Area

You sannot deduct expenses for attending a
convention, seminar, or similar meefing held
cuiside ihe North American area unless:

a Ths meeting is directly related 1o your
1rade or business, and

o |tis as reasenable to hold the meeting
oulside the Morlit American area as init.

If she rmeeting meels these requirements, you
also must satsty the nules for deducling ex-
penses or business Iips in general, discussed
earlier under Travel Ouiside the Unfted Siates.
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Narth American area. The Norh American
area includes the Tollowing locations.

Jarvis |sland
Johnston Island
Kingman Paef

Amrerican Samoa
A-figua and Barbuda
Aruba

Bahamas Marshall Isiands
Baker Island Mexito

Barbados Micrenesia
Bermuda Midway Istands
Canada Metherlands Anilles
Gosla Rica Moethern Mariana
Dominica Islands
Dominican Republc Palau

Grenada Prafrmyta Alell
Guam Prero Rice
Guyana Trinidad and Tobago
Honduras USA

Hawland |sland U.S. Virgin Islands

Wake lsland

The North American area also includes U.S.
istands, cays, and reefs that are possessions of
“he Uniied States and not part of the fifty slates
ar the Disteict of Columbia-

Reasonableness lest.  The following faclors
are taken into account 1o determine i Il was
reasonable to hold the mesting oulside the
North Ameritan area.

e The purpose of the meeting and the activi-
ties taking place a1 the meeting.

« The purposes and aclivities of the spon-
soring nrganizations of groups.

» The hames of the aclive members of the
sporisaring organizatiens and the places
al which other maetings of the sponsering
prganizetions or groups have been or will
be held.

» Cther relevant faciors you may present.

Cruise Ships

You ean deduct up 1o $2,000 per year of your
gxpenses al attending conventions, seminars,
or similar meelngs held on eniise ships, All
ships 1hat sail are considered cruise ships.

You tan deduct these expenses only i all of
the following requirsments are mel.

1. The conveiticn, seminar, or meetng is di-
rectly related 1o your rade or business.

2 The cruise ship is & vessel registered in
ihe United States. :

a. Al of e eruise ship’s ports of call are in
{he United Siates or in possessians of the
United Stales.

4, You altach to your return a wrilten stale-
me- signed by you that includes intorma-
ffen about: -

a. The 1atal days of the ip (nol including
ne days o1 iransporiation 1o and from
the cruise ship port),

b. Tne number of hours each day that you
devoted to scheduled business activi-
lieg, and

¢. A program of the scheduled business
activities of the meesling.

5. You atiach to your relum a written stals-
ment signed by an officer of the arganiza-
tion or graup spansoring the masting hat
includes:

a A schedule of the business aclivities of
each day of the maeling, and

i, The number ol hours you aitended tha
scheduled business activilies.

P
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Entertainment

You may be zble 1o deduct business-ralaled
enterainmen! expenses yau have for enterain-
ing a client, cusfomer, or employse. The rules
and definitions are summasized in Table 2-1.

You cen deduct entertainmen! expenses
only i they are both erdinary and necessary and
maet one of the lollowing lests.

» Dirpctiy-related test.

= Agsociated test.

Both of these 1ests are explained later.

An ordinary expense Is one that is common
and accented in your trade or business. A neg-
essary sxpense is one thal is helpful and appro-
priate lor your business. An expense does not
hava to be required \o be considared necessary.
iainment expenses may be [imied.
P  Generalty, you can deducl only 50% of

your unrefmbursed entertainment expenses.
This limit s discussed fater uader 50% Limit. .

The amount yout can dedudt for enter

Directly-Related Test

To mes! the directiy-related test for entertain-
ment expenses (including ertedainment-relaied
meals}, you must show that:

« The main purpoese of the combined busi-
ness end enteriainment was the active
conduct of business,

» You did engags in business wilh the per-
son during The entertainmen) period, and

» You had mere than a general expacialion
of getling income or some ather specific
business benefit at some future time.

Business is generally noi considered tc be the
main purgoss when buginess and enlerminment
are combined an hunting cr fishing trips, or on
yachts or other pleasure boats. Even il you show
that business was the main purpose, you gener-
ally cannot deduct the expanses for tha vse of
an entertainmen facility. See Enferlainment fa-
cillties under What Enterfainment Expenses Are
Nof Deductiole? later in this chapter.
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