Tax Tricks & Tips,

By Michele Knight, CPA

According to the National Association for the Self-Employed, there are 15.5 million U.S. businesses that have no paid employees, but generate $586 billion in revenues.  $586 billion.  Even better, these 15.5 million firms also benefit from dozens of tax deductions that the non-self-employed aren’t able to take advantage of.  If you are part of the 15.5…or if you want a piece of the $586 billion…read on.
While there are numerous business formations with their own advantages and disadvantages, the Sole Proprietorship is the easiest to form.  Regulations vary state by state, but once you are set up, the annual tax return is a single form attached to your 1040, called Schedule C.  

Schedule C is straightforward, as tax returns go.  It starts with some basic information about your business, then asks for your gross receipts or sales, and finally your expenses.  Certainly not rocket science.  The most detailed part of the return is the expense section which reads like a profit and loss statement, asking you to list amounts you spent on Advertising, Insurance, Legal Services, Office Expense, Rent, Office Supplies, Business Taxes and several other categories.  Two of the most “popular” expense deductions are Automobile Expenses and Meals & Entertainment.  Not only do these deductions help reduce your taxable income, but they also help shift normally non-deductible expenses into tax deductions, which is part of the secret to success for the self-employed.
The bookkeeping involved with a Sole Proprietorship isn’t nearly as involved as most other forms.  To run a Sole Proprietorship, you simply must track all business and expenses in whatever form you choose, and summarize this on the year end tax return.  Whether you use a spreadsheet or yellow stickies, as long as you track all your business expenses and save the receipts to go along with them, you’re all set!  

If you’re looking for a way to reduce your tax burden, consider turning a hobby of yours into a sole proprietorship.  The benefits are endless, and it can be the key to an enjoyable lifestyle!

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 and resources, or to submit questions for future columns, please visit www.cpamichele.com. 

