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ÁStarting a Business 

ÁOperating a Business 

ÁIRS and Other Federal Resources  
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Starting a Business 

Starting a Business 



Business or Hobby  



5 

Business or Hobby? 

ÅReasonable expectation of earning a 

profit 

 

ÅProfit during at least 3 of the last 5 tax 

years 

 

ÅConsider various factors that show 

intent is to run a profitable business 

activity 
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Selecting a Business Structure 

Business Structures 



Selecting a Business Structure ï 

Filing Requirement Information  
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Understanding Business Taxes 



Self-Employment Tax 

ÅConsists of Social Security and Medicare 

taxes primarily for individuals who work for 

themselves 

 

Å Social Security tax rate is 12.4%, up to the 

annual limit ($118,500 for 2016) 

 

ÅMedicare tax rate is 2.9%, no annual limit 



10 

 Paying Personal Taxes 

ÅThe tax system is pay as you earn.                                        
Employers withhold from employees. 

 

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

 

ÅPayments are four times a year: 

    4/15, 6/15, 9/15 and 1/15 of the following year 
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 Paying Personal Taxes  

 (continued) 

ÅCalculated using Form 1040ES 

 

ÅIncludes both income tax and self-

employment tax 

 

ÅFour options: IRS Direct Pay,  debit/credit 

card,  EFTPS,  check/money order with Form 

1040ES voucher 
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  Payment Options 
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Employer Identification Number 



The following federal employment taxes must 

be deposited on a timely schedule: 

Å Federal income tax withholding 

Å Social Security and Medicare Taxes (FICA) 

Å Federal Unemployment Tax (FUTA) 

Employment Taxes 
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  Electronic Payment Option ï 

Electronic Federal Tax Payment System  



16 

Information Reporting   

(1099-MISC) 

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

 

ÅSee instructions for exceptions 

 

ÅCheck instructions for:  

ïuse of  Box 3 (Other Income) vs.  

ïBox 7 (Non-employee Compensation) 
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Protect Your Bottom Line  

     

3 key  to avoid IRS penalties: 

 

1. File on time 

 

2. Pay on time 

 

3. File accurate returns 



Recordkeeping  
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Keeping Track of It All 

ÅRecordkeeping is vital! 

 

ÅPick a system and stick to it 

 



Electronic Records 

ÅSame requirements as paper 

ÅElectronic records are generally accepted by 

the IRS  

ÅSubmit on CD, DVD, or a flash/jump drive, 

but do not send via email ï for security 

reasons 

ÅSaves time & money 



Recordkeeping Uses 

ÅMonitor progress of business activity 

ÅPrepare financial statements  

ÅIdentify receipt sources  

ÅTrack deductible expenses  

ÅPrepare tax returns  

ÅSupport items reported on tax returns  
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Q. How long do I keep records? 

A. For the period of limitations 

ÅForm 1040, Sch C and SE: 3 years 

ÅForm 941, 944, 940: 4 years 

ÅBusiness assets: As long as you own the 

asset 

ÅLoss from bad debt: 7 years 

 

 



Protect Financial and Tax Records  

ÅPlanning what to do in case of a disaster is 

an important part of being prepared  

 

ÅThe Internal Revenue Service encourages 

taxpayers to safeguard their records  

 



Operating a Business  



Operating a Business  



Operating a Business  



Supporting Business Documents - 

Business Bank Account 

ÅEstablish separate business account 

ÅReconcile account regularly 

ÅRetain deposit information and receipts 

ÅUse business account for all business 

transactions 



Supporting Business Documents - 

Gross Receipts 

ÅCash register tapes  

ÅBank deposit slips  

ÅReceipt books  

ÅInvoices  

ÅCredit card receipts  

ÅForms 1099-MISC 



 Report all Taxable Income 

ÅReport all taxable income on your return 

ÅMost income is taxable unless it is specifically 

exempted by law.  

ÅYou can receive income in the form of 

ïCash 

ïCheck 

ïCredit card 

ïNon-cash exchanges such as bartering 

 



Supporting Business Documents - 

Expenses 

ÅCanceled checks  

ÅCash register tapes  

ÅAccount statements  

ÅCredit card sales slips  

ÅInvoices  

ÅPetty cash slips for small cash payments  



Keep Business Expenses Separate 

ÅAvoid claiming personal expenses as 

business expenses ï always keep these 

separate 

 

ÅThree top expenses reviewed by IRS 

ïHome office deduction 

ïAuto expenses 

ïTravel and entertainment expenses 
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Home Office Deduction 

ÅFor business use of a portion of the 
home 

ÅExclusive and regular business use 

ÅNot for investments or hobbies 

ÅDeduction may be limited (see Pub 587) 

ÅForm 8829 
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Home Office Deduction 

ÅNew Simplified Option started in 

2013.  

ïCapped at $1,500 per year  

ïBased on $5 a square foot for up 

to 300 square feet 

ïClaim on Schedule C   
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Car & Truck Expenses 

ÅBusiness use of a car or truck  

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

ÅCommuting expense not deductible 

ÅKeep good records  
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Travel Expenses 

ÅPurpose of trip must be business 

ÅMust be traveling away from home 

ÅMeals, lodging, travel costs 

ÅExpenses must be reasonable 
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Supplies 

ÅUsed in a trade or business  

ÅUsually deducted in the year used 

ÅñUseful lifeò of one year or less 

ÅIf useful life is > 1 year, item must be 
depreciated  

ÅSupplies used in the manufacture of 
goods are part of ñCost of Goods Soldò 
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Depreciation Basics 

ÅDepreciation is a challenge! Get help! 

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

ÅTo depreciate an asset, you must: 
ïOwn it 

ïUse it in your business or income-producing 
(investment) activity 

ïBe able to determine its useful life 

ïExpect it to last more than one year 

ÅSome property cannot be depreciated (land, 
intangible assets like franchises) 
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Business Start Up Costs 

ÅRelated to creating an active trade or 
business 

ÅInvestigating creation or acquisition of active 
business 

ÅUsually amortized 

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



Tips for Selecting a Return 

Preparer  



40 



 Review Return for Accuracy 

ÅDouble-checking each line 

ÅWatch for common mistakes 

ïIncorrect/missing SSN(s) 

ïIncorrect tax 

ïComputation errors 

ïWithholding/tax payments on wrong line 

ÅMistakes can delay processing 

 



IRS and Other Federal Resources 

for Entrepreneurs 
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Small Business/Self-Employed Tax 

Center at irs.gov 


