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Business or Hobby?

AReasonabIe expectation of earning a
profit

AProfit during at least 3 of the last 5 tax
years

AConsider various factors that show
Intent Is to run a profitable business
activity

V) IRS



Selecting a Business Structure
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Partnerships ) . : :
3 | 5120 | TiéngVigt | Pyccnii  ° Starting a Business

International Businesses

Small Businesses & Self When.beglnnlng a t;usmes;, you must decide what form of business entity to establish. Your form :
of business determines which income tax return form you have to file. The most common forms of Videos

Employed business are the sole proprietorship, partnership, corporation, and S corporation. A Limited Liability

Company (LLC) is a relatively new business structure allowed by state statute. Legal and tax » Small Business Taxes
Small Business/Self- considerations enter into selecting a business structure. The Virtual Workshop
Employed

Sole Proprietorships
e Industries/Professions Partnerships
e International Taxpayers Corparations
o Self-Employed S Corporations
¢ 5Small Business/Self- Limited Liability Company (LLC)
Employed Home

—Fnr additional information, refer to Small Business Administration's Choose Your Business
Structure web page.

Cmall Bueinece! Self.



Selecting a Business Structure i
Filing Requirement Information

Sole Proprietorships
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A sole proprietor is someone who owns an unincorporated business by himself or herself. Howewver,
if wou are the sole member of a domestic limited liability company (LLC), you are not a sole
proprietor if you elect to treat the LLC as a corporation.

If wou are a sole proprietor use the information in the chart below to help you determine some of the
forms that ywou may be reqguired to file.

IF you are liable for: THEN use Form:

Income Tax 1040, U S Individual Income Tax Return

and Schedule C (Form 1040). Profit or Loss
from Business

or Schedule C-EF (Form 1040}). MNet Profit from
Business

Self-employment tax Schedule SE (Form 1040}, Self-Employment
Tax

Estimated tax 1040-ES. Estimated Tax for Individuals

Social security and Medicare taxes and 941. Employers Quarterly Federal Tax Return
income tax withholding

8943, Employers Annual Federal Tax Return for
Agricultural Employees

944 Employers Annual Federal Tax Return

Froviding information on social security and W-2 Wage and Tax Statement (to employee)
Medicare taxes and income tax withholding

and W-3. Transmittal of Wage and Tax
Statements (to the Social Security
Administration)

Federal unemployment (FUTA) tax 940. Employers Annual Federal
Unemployment (FLUTA) Tax Return

Filing information returns for payments to See Information Returns
nonemployees and transactions with other
persons

Excise Taxes Refer to the Excise Tax Web page




Understanding Business Taxes

YIRS

Filing Fayments

Corporations
Partnerships

International Businesses

Small Businesses & Self
Employed

Small Business/Self-
Employed

Industries/Professions
International Taxpayers
Self-Employed

Small Business/Self-
Employed Home

Small Business/Self-
Employed Topics

* A7 Index for Business
« Forms & Pubs
e Starting a Business

T L

Subscriptions v | Language w | Information For._
Search a Advanced

Fefunds Credits & Deductions MNews & Evants Forms & Fubs

Business Taxes

37 | 512 | TiéngViét | Pycckmii

Help & Resources

The form of business you operate determines what taxes you must pay and how you pay them. The
following are the four general types of business taxes.

Income Tax
Estimated Taxes
Self-Employment Tax
Employment Taxes
Excise Tax

Income Tax

All businesses except partnerships must file an annual income tax return. Partnerships file an
information return. The form you use depends on how your business is organized. Refer to Business
Structures to find out which returns you must file based on the business entity established.

The federal income tax is a pay-as-you-go tax. You must pay the tax as you earn or receive income
during the year. An employee usually has income tax withheld from his or her pay. If yvou do not pay
wour tax through withholding, or do not pay enough tax that way, you might have to pay estimated

tax. If you are not required to make estimated tax payments, you may pay any tax due when you
file your return. For additional information refer to Publication 583.

Estimated tax

for Tax Fros

Related Topics

¥ Business Structures

¥ IRS Tax Calendar for
Businesses and Self-
Employed

¥ Starting a Business

¥ e-File Form 940, 941 or
944 for Small Businesses
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Self-Employment Tax

AConsists of Social Security and Medicare
taxes primarily for individuals who work for
themselves

A Social Security tax rate i1s 12.4%, up to the
annual limit ($118,500 for 2016)

AI\/Iedicare tax rate I1s 2.9%, no annual limit

Y IRS



Paying Personal Taxes

AThe tax system Is pay as you earn.
Employers withhold from employees.

AThe self-employed have no employer. They make
estimated tax payments

APayments are four times a year:
4/15, 6/15, 9/15 and 1/15 of the following year

Vo) IRS



Paying Personal Taxes

continued

ACaIcuIated using Form 1040ES

Alncludes both Income tax and self-
employment tax

AFour options: IRS Direct Pay, debit/credit
card, EFTPS, check/money order with Form
1040ES voucher

Vo) IRS



Payment Options
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Employer Identification Number
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Employer ID Numbers (EINs)

Espafiol | 3 | £120 | TiéngViét | Pyccxwin  * Taxpayer Identification
Mumbers (TIM)
An Employer Identification Number (EIM) is also known as a Federal Tax Identification Mumber, and » Correcting Business
is used to identify a business entity. Generally, businesses need an EIN. You may apply for an EIN Information Where 3
in various ways, and now you may apply online. This is a free service offered by the Internal MNominees Was Used

Revenue Service and you can get your EIN immediately. You must check with vour state to

? : -
make sure you need a state number or charter. Change in Application for

Employer ldentification

Do You Need an EIN? MNumber
Do You Meed a New EIN?

How to Apply for an EIMN

How Long Will it Take to Get a Number?
Lost or Misplaced our EIN?

How EINs are Assigned and Valid EIN Prefixes » Understanding Your EIN
Canceling an EIM — Closing Your Account

Who is a Responsible Party?

Video
Apply tor an EIN Online

» EIM Video

Check out our Interview-style online EIM application. Mo need to file a Form S5-4! We ask you the
guestions and you give us the answers. The application includes embedded help topics and

hyperlinked keywords and definitions so separate instructions aren't needed. After all validations are
done you will get your EIN immediately upon completion. You can then download, save, and print
wurntir cranfrmatian naticra e Fact fFons and nicar friandlyfd _.J




Employment Taxes

The following federal employment taxes must
be deposited on a timely schedule:

A Federal income tax withholding

A Social Security and Medicare Taxes (FICA)
A Federal Unemployment Tax (FUTA)

Y IRS



Electronic Payment Option i
Electronic Federal Tax Payment System

FTPS
Electronic Federal Tax Payrmneant System

HOME ENROLLMENT W PROFILE PAYMENTS HELP & INFORKMATION CONTACT US LOGIN

A TN

ABOUT EFTPS

HOW TO USE EFTPS

FAC

WELCOME TO EFTPS®

WHAT'S MEW?

PRIVACY STATEMENT
MNew to our site?
ACCESSIBILITY STATEMENT The Electronic Federal Tax Payment System® tax payment service is provided free

by the L3, Department ofthe Treasury. After youve enrolled and received your
Please nate Your tax credentials, you can pay any tax due to the Internal Hevenue Service (IR3) using

regardless of this Web

site’s availability. You can You asked, we listened!

always make a .'[EIK The EFTPS®E Web site was recently updated based on feedback from users like you. Mo more defaults! You will
payment by calling our select your own tax period and settlement dates, which reduces the chance of errors.

voice response system at

1.800.555.3453. Follow See What's New for complete details.

the prompts to make your

payment. _ }




Information Reporting
1099-MISC

AFile Form 1099-MISC if $600 or more
paid for services during year

ASee Instructions for exceptions

ACheck Instructions for:
| use of Box 3 (Other Income) vs.
| Box 7 (Non-employee Compensation)

Vi) IRS



Protect Your Bottom Line

3 key to avoid IRS penalties:

1. File ontime

2. Pay on time @
3. File accurate returns l D

Yl IRS



Recordkeeping




Keeping Track of It

ARecordkeeping IS vital!

APick a system and stick to it

Vo) IRS



Electronic Records

Asame requirements as paper

AEIectronic records are generally accepted by
the IRS

ASubmit on CD, DVD, or a flash/jump drive,
but do not send via email T for security
reasons

ASaves time & money

Y IRS



Recordkeeping Uses

AMonitor progress of business activity
APrepare financial statements
Aldentify receipt sources

ATrack deductible expenses
APrepare tax returns

ASupport items reported on tax returns

Y IRS



Q. How long do | keep records?

AForm 1040, Sch C and SE: 3 years
AForm 941, 944, 940: 4 years

ABusiness assets: As long as you own the
asset

ALoss from bad debt: 7 years

Q)

Yo IRS



Protect Financial and Tax Records

APIanning what to do in case of a disaster is
an important part of being prepared

AThe Internal Revenue Service encourages
taxpayers to safeguard their records

Y IRS
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Operating a Business

Language

WIIRS

Filing Fayments Fefunds Credits & Deductions MNews & BEvents Forms & Fubs Help & Resourcd

Corparations Operating a Business

Partnerships
) ) Employer ID Number (EIN)
International Businesses An Employer Identification Mumber (EIN) is also known as a federal tax identification number, and is

used to identify a business entity. Find out if you need an EIN and how to apply for one.

Small Businesses & Self

Employed
el Recordkeeping
Unless you are a professional bookkeeper, you probably don't like to spend valuable business time

Small Business/Self- keeping records. But keeping good records can actually help you save money.
Employed
Business Name Change
Industries/Professions Explanation for businesses on how to make a name change.
International Taxpayers

Self-Employed Businesses with Employees
Small Business/Self- If you operate a business and have employees, then this section has the information you will need.

Employed Home “ou will find resources on hiring, recordkeeping and other topics such as employment taxes, and
wage reporting requirements.

Paying Independent Contractors
Small Business/Self- If you pay independent contractors, you may have to file Form 1099-MISC, Miscellaneous Income,
Employed Topics to report payments for services performed for your trade or business.

A-7 Index for Business What is Taxable and Nontaxable Income?

Forms & Pubs You can receive income in the form of money, property, or services. This section lists many kinds of
Starting a Business income that are taxable or nontaxable.

Deducting Expenses




Operating a Business

Operating a Business

Filing and Paying Your Business Taxes
This section discusses business taxes wou may have to pay and the forms wou may have to file_ It
also discusses taxpayer identification numbers.

e-File Form 940, 941 or 944 for Small Businesses
Learn your options for e-filing form 940, 941 or 944

Estimated Taxes
Federal income tax is a pay-as-you-go tax. You must pay the tax as you earn or receive income
during the year. There are two ways to pay as yvou go: withholding., and estimated taxes.

Business Expenses
You can deduct the cost of operating your business. These costs are known as business
expenses. These are costs yvou do not have to capitalize or include in the cost of goods sold.

Business Tax Credits
A list of forms for claiming business tax credits, and a brief explanation about when carryovers, and
credits cease.

Intangibles
Intangible Property is property that has value but cannot be seen or touched. Generally, you can
either amortize or depreciate intangible property.

Avoiding Problems

This section provides links to resources to help the small business owner create a recordkeeping
system. get the latest on the cash vs. accrual accounting methods. and tips on understanding their
IRS notice, what to do if you haven't filed a tax return, and how to recognize and avoid tax scams.




Supporting Business Documents -

Business Bank Account

AEstainsh separate business account
AReconciIe account regularly
ARetain deposit information and receipts

AUse business account for all business
transactions

Y IRS



Supporting Business Documents -

Gross Recelipts

ACash register tapes
ABank deposit slips
AReceipt DoOKS
Alnvoices

ACredit card receipts
AForms 1099-MISC

Y IRS



Report all Taxable Income

AReport all taxable income on your return

AI\/Iost Income Is taxable unless it is specifically
exempted by law.

AYou can receive income Iin the form of
| Cash
| Check
| Credit card
| Non-cash exchanges such as bartering

Y IRS




Supporting Business Documents -

Expenses

ACanceIed checks

ACash register tapes

AAccount statements

ACredit card sales slips

Alnvoices

APetty cash slips for small cash payments

Y IRS



Keep Business Expenses Separate

AAvoid claiming personal expenses as
business expenses T always keep these
separate

AThree top expenses reviewed by IRS
| Home office deduction
| Auto expenses
| Travel and entertainment expenses

Y IRS



Home Office Deduction

AFor business use of a portion of the
home

AEchusive and regular business use
ANot for iInvestments or hobbies
ADeduction may be limited (see Pub 587)
AForm 8829

Yo IRS



Home Office Deduction

/&New Simplified Option started In
2013.

| Capped at $1,500 per year

| Based on $5 a square foot for up
to 300 square feet

I Claim on Schedule C

Yol IRS



Car & Truck Expenses

ABusiness use of a car or truck

AChoose standard mileage rate or actual
expense method (see Pub. 463)

ACommuting expense not deductible
AKeep good records

Vi) IRS



Travel Expenses

APurpose of trip must be business
AI\/Iust be traveling away from home
AI\/IeaIs, lodging, travel costs
AExpenses must be reasonable

Y= IRS



Supplies

AUsed IN a trade or business
AUsuaIIy deducted In the year used
AﬁUsef ul | 1 f eo of one

Alf useful life Is > 1 year, item must be
depreciated

ASuppIies used in the manufacture of
goods are part of ncC

Vi) IRS



Depreciation Basics

ADepreciation IS a challenge! Get help!

Alf an asset Is expected to last more than one
year, it must be depreciated on Form 4562

ATO depreciate an asset, you must:
| Own it
| Use it in your business or income-producing
(investment) activity
| Be able to determine its useful life
| Expect it to last more than one year

ASome property cannot be depreciated (land,
Intangible assets like franchises)

Yol IRS




Business Start Up Costs

A Related to creating an active trade or
pusIiness

A nvestigating creation or acquisition of active
pusiness

AUsuaIIy amortized

AAIternativer, can deduct up to $5,000 of
certain costs

Vi) IRS



Tips for Selecting a Return
Preparer
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More Information

Directory of Federal Tax Return Preparers

with Credentials and Select Qualifications

Enzure yau know and

understand the different
Anyone with a Preparer Tax |dentification Number (PTIN) can prepare a tax return for a client. types of credentials and

However, tax retum preparers have differing levels of skills, education and expertise. This searchable  qualifications.
directory is intended to help you with your choice by providing a listing of preparers in your area who _

currently hold prafessional credentials recognized by the IRS or who hold an Annual Filing Season Credentials:
Program Record of Completion.  Atomey Credentia

b Certified Public
Accountant Credential

' Enrolled Agent Credenti

é Understanding Tax Return Preparer Credentials and Qualifications can help you learn more about
the different types of tax professianals.

é Choosing a Tax Professional provides more guidance for making this important choice. » Enrolled Retirement Pla
Agent Credential
This directory is updated reqularly and is current as of 03/09/2013. |t may take up to four weeks » Enralled Actuary
after the [RS receives an update for a tax return preparer's information to be added or revised in the Credential
directory.

(ther Qualification:

+ Annual Filing Season
Program Participant

Search for Tax Return Preparers



Review Return for Accuracy

ADoubIe-checking each line
AWatch for common mistakes

| Incorrect/missing SSN(s)

| Incorrect tax

| Computation errors

| Withholding/tax payments on wrong line
AI\/Iistakes can delay processing

Y IRS



IRS and Other Federal Resources
for Entrepreneurs

BusinessUS

discover - connect - gro

.S. Small Business Administratio
gm IRS www.sba.org



Small Business/Self-Employed Tax

Center at Irs.

Y IRS
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