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			INTRODUCTION 


			The world of work has changed. 


			Back when I founded Freelancers Union in 1995, the whole idea of “freelancing” was still new and confusing—even among freelancers themselves. In the twenty years since, though, freelancing has moved from the fringes right to the heart of the economy.


			More than 53 million Americans are now freelancing. That’s one in every three workers.


			Entire industries have swelled to meet the demand. Coworking spaces like Impact Hub, gigs boards like Elance-oDesk or Workmarket, political forces like Freelancers Union have all been formed to meet the needs of freelancers.


			Everyone seems to know freelancing is here to stay—except, of course, the IRS.


			While the federal government has been trying in recent years to get a handle on how current policies affect this new workforce, it still hasn’t caught up. Filing taxes as a freelancer remains an overwhelming, difficult, and oftentimes infuriating process. There are byzantine deduction rules; double taxation; personal, professional, and hybrid expenses; 1099s and W2s. It can all make even the most seasoned freelancer’s head spin.


			But there’s hope. And help.


			You aren’t the first freelancer to face the challenge of filing taxes. In writing The Freelancers Union Guide to Taxes—and the full book, The Freelancer’s Bible—I talked with hundreds of freelancers and, of course, accountants to get their insights, tips, and advice. They’ve been down this difficult path before. The Freelancers Union Guide to Taxes turns the wisdom of our 250,000-plus members into tangible, actionable, clear advice. Their experiences and this advice will help you find your way.


			With Best Wishes,


			Sara Horowitz


	

			TAKING CARE OF TAXES


			First, a disclaimer. Everything freelancers need to know about taxes can’t be covered in a short ebook. Tax regulations also change over time and differ from state to state. Primarily, this book focuses on federal taxes for the sole proprietor. It includes explanations of some of the top tax deductions for freelancers, and it outlines the basics of estimated taxes and tax issues when subcontracting or hiring.  Later, we address record keeping and some of the issues surrounding business structures and passive income. At the end of the book is an appendix listing, among other resources, IRS publications worth checking out. But don’t stop there! The IRS website is packed with useful info that’s surprisingly comprehensible, considering the crazy complexity of the tax code. For state and local tax regulations, check your state tax department. Build your knowledge through reading and talking with qualified pros (your accountant; your attorney) about your situation. 


			Take this short true-or-false quiz:


			1. True or False: Freelancers get hit with a bigger tax bill than staff workers.


			Answer: True. Employers share the burden of paying Medicare and Social Security tax. Freelancers, as boss and worker bee, get to pay both, as self-employment tax.


			2. True or False: Self-employed workers’ tax returns may get more IRS scrutiny than traditional employees’.


			Answer: The ways of the IRS are known only to the IRS. What we do know is that the IRS gets a copy of the W-2 form staff workers receive from employers detailing their income. The IRS can just match this against the staffer’s tax return and say, “Yep, that checks out.”


			You, freelancer, aren’t an open-and-shut case. You have income from multiple sources. You’re deducting business expenses. Both fluctuate. This makes you potentially interesting and possibly complicated to someone whose job description is: “Make sure Uncle Sam gets his due.”


			3. True or False: Freelancers have to keep more detailed tax records than traditional employees.


			Answer: True. For the reasons in Statement 2, whether they do their own bookkeeping or hire someone, it costs freelancers time and sometimes money to document their income and maintain detailed records and files to prove their deductions.


			4. True or False: Freelancers have to be more consistent about saving money for taxes than staff workers.


			Answer: True. While everyone has to save for taxes, employers help by withholding and paying taxes from employees’ paychecks. Freelancers, lacking that built-in step, often have to save and pay income tax four times a year (estimated tax), keep books on the payments, and often pay an accountant to calculate them.


			I’m front-loading the bad news because it helps explain why it pays to get smart about what you can deduct, and why good record keeping and reporting are essential, so you can back up your deductions with confidence. On the upside, there are opportunities not to be missed.


		

			TACKLING SALES TAX


			Selling tangible items and even some services can require collecting sales tax from your customers and remitting it to your state by filing sales tax returns. Check with your state or with your accountant beforehand about licensing and procedures, as regulations vary and states take sales tax remittance super-seriously. If you’re selling items to an entity that will sell them to the general public (for example, as a wholesaler), you should register with your state and make sure you get a resale certificate from those clients stating, in essence, that they, not you, are responsible for remitting sales tax.


		


			

			A FEW FUNDAMENTALS


			Who You Are


			Unless you’ve selected a different business structure, you’re a sole proprietor for tax purposes. There can be valid tax reasons for choosing a different business structure, so discuss this with your accountant.


			


			

			Your Tax Year


			Your tax return covers a tax year, generally twelve consecutive months. Depending on the business, it could be a calendar tax year (January 1 through December 31), a fiscal year (twelve consecutive months that end on the last day of a month other than December), or a fifty-two- or fifty-three-week tax year, which doesn’t have the last-day-of-the-month rule. You may have to get IRS approval to change your tax year. With very rare exceptions, a sole proprietor uses the calendar year.


			


			

			When, What, and Which Forms


			For the “when,” check out IRS Publication 509, Tax Calendars.


			


			The “what” and “which forms” depend on your business structure or organization. Some taxes a sole proprietor may pay include:


			• Federal income tax using Form 1040 U.S. Individual Income Tax Return and Schedule C (Form 1040) Profit or Loss From Business (Sole Proprietorship), with separate schedules if there’s more than one business.


			• Self-employment tax, filing Schedule SE (Form 1040). This is your contribution to Social Security, which offers retirement and disability benefits among others, and hospital insurance via Medicare.


			• Estimated tax using Form 1040-ES, Estimated Tax for Individuals (see Estimated Taxes).


			• State and local taxes (including estimated taxes).


			

			When to File


			Income tax is supposed to be paid as the money is made (even the government doesn’t like waiting for payment!). Thus employees have taxes withheld from their paychecks. If you don’t have withholding (or if you do, but still need to pay more tax), you might have to pay estimated taxes (see Estimated Taxes).


			


			

			How You “Do Taxes”


			Here’s a highly simplified snapshot:


			


			Keep careful records of all your earnings (gross income) as a sole proprietor. You and the IRS should receive Form 1099-MISC Miscellaneous Income from clients who paid you $600 or more during the tax year, but you must report all income whether or not you received a 1099-MISC. Make sure the amounts on your 1099-MISCs jive with your records. If you spot a discrepancy, alert the sender. If the 1099-MISC is in error, they can file and send you a corrected form.


			Also keep careful records of all your business expenses. Some will be “direct expenses”—directly related to the running of your freelance business. Some may be “indirect expenses”—the business-related portion of expenses connected partly with your business and partly with your personal life (more on this is coming up).


			Calculate the appropriate tax deductions for your business expenses, based on tax law. Your net income is the difference between your gross income and your deductions. A positive number = a net profit. Negative number? A net loss.
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