Tax Tricks & Tips,

By Michele Knight, CPA

Next on the list of schedules is the very popular Schedule C.  Schedule C is used to report small business income.  While I’ve touched on the subject in a previous column (which can be found at www.cpamichele.com, if you’re interested), I want to delve a little deeper into the various forms associated with Schedule C.
Schedule C, Profit or Loss from Business, prompts the small business owner to enter their income and expenses, broken into numerous categories.  At the bottom of the schedule, a tentative profit is determined.  If the business is profitable, any home office expenses, which are calculated on Form 8829 and then carried over to the Schedule C, are deducted from the tentative profit.  The last part of the Schedule C is the calculation of net profit or loss.

Once the net profit is determined, the amount is carried over to the Schedule SE, Self-Employment Tax.  Self-Employment taxes are the equivalent of Social Security Taxes and Medicare, also known as FICA taxes.  These taxes are calculated based on your profit, and are generally equal to 15.3% of your self-employment profits.  ½ of your self-employment taxes are deductible in the Adjustments to Income section of the 1040.

The 15.3% still comes as quite a shock to many small business owners who only expect to pay income tax of 15% - 25% based on their tax bracket.  If you don’t pay estimated taxes throughout the year, make sure to keep these amounts in the back of your mind, because you don’t want to be caught off guard at the end of the year. 
Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information, copies of previous articles, or to submit questions for future columns, please visit www.cpamichele.com.
