Tax Tricks & Tips,

By Michele Knight, CPA

The first step in starting a small business is knowing that you have one!  While this may seem like a simple concept, I’m always surprised at the number of individuals who make money with their hobby or receive income from sources such as referral bonuses, but fail to recognize that they have a business.
For starters, if you receive income, whether in the form of cash, check, or an exchange of services, the law says that it must be reported on your tax return.  While you may not receive a form 1099 unless you made more then $600, as a taxpayer it remains your liability for reporting your income.  Let me repeat: if you make $1, you are required to report it on your tax return.

To illustrate my point, here are a few scenarios with individuals who didn’t realize they operated a small business:

· A door-to-door cosmetics representative who was told by her recruiter that she didn’t have to file taxes unless she made over $5,000

· A guitar player who received $200 throughout the year playing various gigs

· A go-getter who assists a mortgage broker by passing referrals, and in turn receives $3,000 in referral fees from that broker.
Of the above scenarios, all 3 individuals have self-employed income, or small businesses, since they are not being paid as employees, and all 3 individuals would be required by law to report their income on their tax return.  The good news is that all 3 would also be entitled to many deductions offered to small businesses, which we’ll dive into in the future.  So, if you think you may fall into the unexpected world of owning a small business, make sure to keep reading.
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.
