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Presenter
Presentation Notes
We are here to talk about business accounting for independents.



Credit(s) earned on completion of 
this course will be reported to AIA 
CES for AIA members. Certificates 
of Completion for both AIA 
members and non-AIA members 
will be available on-line 
approximately 4-6 weeks after the 
program. 

This course is registered with AIA 
CES for continuing professional 
education. As such, it does not 
include content that may be 
deemed or construed to be an 
approval or endorsement by the 
AIA of any material of construction 
or any method or manner of
handling, using, distributing, or 
dealing in any material or product.
_______________________________________
____
Questions related to specific materials, methods, 
and services will be addressed at the conclusion of 
this presentation.
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Presenter
Presentation Notes
Brent Williams, our product rep person, ended up not being able to be here today because of a business crisis he had to attend to.

You can earn AIA continuing education credits for this course.



This presentation is protected by US and International Copyright laws.  
Reproduction, distribution, display and use of the presentation without written 

permission of the speaker is prohibited.

Liz O’Sullivan Architecture, LLC

© Liz O’Sullivan Architecture, LLC 2013

Copyright Materials
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This panel discussion course is for product reps, specifiers, and 
other consultants who are getting started as independents, or just 
considering going out on their own. A panel including an 
accountant, a bookkeeper, a product rep, and an independent 
specifications consultant will discuss business accounting basics 
for independents. There will be lots of time for questions. If you 
think you may "hang out your own shingle" sometime in the next 
5 years, you should attend this session! 

Course
Description
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Learning
Objectives

1.  Explain the importance of getting a 
business's books set up correctly from the 
beginning.

2. Discuss expenses and tax obligations for 
starting a business, and the potential of tax 
penalties for not keeping accurate records.

3. Decide whether a business needs an 
accountant, a bookkeeper, and bookkeeping 
software.

4. Explore how adding employees changes 
things.

At the end of the this course, participants will be able to:

#T21 #CONSTRUCT 5



Tweet away.
 If you use Twitter and want to tweet during the 

presentation, that’s fine.
 Follow @CONSTRUCTShow and @CSIConstruction

on Twitter.
 #CONSTRUCT is the hashtag for general Construct 

things.
 #T21 #CONSTRUCT is the hashtag for this 

presentation. It’s in the footer of all the slides.
 I am @LizOSullivanAIA on Twitter.
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Panel and Speaker

 Gina M. Paoli, CPA (Certified Public Accountant)

 Brent Williams, Product Representative
@Brent_Williams1

 Liz O’Sullivan, Specifications Consultant, Bookkeeper
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Presenter
Presentation Notes
Gina Paoli, CPA, is currently a senior consultant in the FTI Healthcare Group of FTI’s Corporate Finance practice based in Brentwood, Tennessee.   Ms. Paoli’s areas of expertise include project management, systems design, development and implementation, and contract management.   In addition to this position, she has also established her own accounting business and enjoys working with clients, putting an emphasis on creating sound bookkeeping systems, preparation of financial statements, payroll services and tax preparation.
 
Between 1985 and 1993, Gina worked full time while attending college, graduated in 1991, and became a Certified Public Accountant in 1993.  
 
She is currently the Treasurer for the Wilson County Referral group which was established 4 years ago in Mt. Juliet, TN.  Gina has extensive knowledge with many software programs including QuickBooks, Microsoft Word, Excel and Access.
 
She is a native of Illinois and moved to Tennessee in 2003 and became certified to practice accounting in the state of Tennessee in April 2007.
 
Gina enjoys boating, spending her weekends at the lake.  She has two children, Jason and Joseph.


Brent Williams is our product rep type on the panel today. He’s the President of The ECC Companies, Inc., a diversified company which wholly owns two different construction related businesses: Energy Control Consultants, the largest Authorized 3M Renewable Energy Division reseller in the State of Tennessee and Finish Fusion , a specialty Architectural solutions integrator fabricating specialized architectural signage, interior details & elements and institutional art creations.

Passionate about quality communication in design, he speaks frequently about product representation, business leadership, relationship building and Social Media integration.
His presentation “How the Design Community can build market share using Social Media” began as a research and membership growth project on behalf of the
Construction Specifications Institute and has been presented nationwide to dozens of professional organizations, including the CSI National Institute Convention on three
separate occasions. In addition, his Twitter feed, hashtag murphyscode , has almost 6 thousand subscribers...80% of whom are involved in the design community...who enjoy
his comments on Murphy’s Law in the construction world. You can find him on Twitter as @Brent_Williams1.

At home, Brent is married to Jeanne and has five kids...explaining most of his lack of sanity. When the demands of family and business allow him a few minutes free, he’s
also a working local musician, an avid sailplane pilot and enjoys a passion for art, especially in the form of gastronomy. 

I have several different topics that I’m going to present on, then we’ll have the panel answer some questions about that topic, then we’ll move to the next topic. It’s fine to ask questions during the presentation portions, too. Just raise your hand.



Don’t fear the unknown!
 Don’t fear the unknown about running your own 

operation... 

 But don’t be falsely confident about the unknown, 
either.
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Presentation Notes
*******

Running a business is a big responsibility. You have obligations to yourself, your clients, your family, and your governments. If you’ve always worked for someone else, you may not have considered all the “business” things about running a business. Well, now’s the time to think about them – because messing up the business things, more than messing up anything else, can mess up your business. 




Independence
 The reasons we go independent are all over the place.
 Whatever the reason, even if you are independent out 

of necessity, and consider being independent just 
temporary until you find a new job, you HAVE TO GET 
THE ACCOUNTING RIGHT.

 Being on your own can offer freedom and flexibility…
 But you absolutely cannot ignore the taxes you’ll owe, 

the reports you have to file, and the records you’ll have 
to keep. 
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Presentation Notes
***********

I was a project architect at a firm until I mommy-tracked myself – had 2 little boys, quit working when I had the first, and when he was 4-1/2 and the little one was 2-1/2, I wanted to work again, from home, part-time, on a project-by-project basis. That’s how I started working for myself.

Some people want to keep more of the money they know they’re bringing into a firm.
Some people get laid off and just need work.
Some want to wind down their careers.
Some just don’t want to have a boss. 

*********************

You need to prepare for these from the very beginning. 

If you are someone who does not want to bother with these, do not go out on your own, or if you must go out on your own, because the only alternative is unemployment, get a LOT of professional help (from a CPA) all along the way.

Before venturing out on your own, carefully weigh your shortcomings. If you can’t (or won’t) balance your personal checkbook, and you don’t have a spouse or life partner who does this for you and will also do this for your business, you are not a good candidate for running your own solo practice or small business! 

I am serious. The bookkeeping is something that AT SOME POINT you may be able to delegate to a bookkeeper, but it’s important for you to fully understand everything about the bookkeeping, so that you can accurately gauge the health of your business, and so that you can be sure that your tax returns, which will be based on the bookkeeping, are accurate. As the business owner, that is your responsibility. 




What’s my legal structure? 
… & why does it matter?

 You need to decide on a legal structure for your 
business. 

 The legal structure determines the rules you have to 
follow, determines what tax return forms you file, and 
determines what things you need to register with 
different government agencies. 

 Even if you’re a consultant working for just one firm, if 
you’re independent, you run a business.  

 For your bottom line, and your success, it’s important 
to think about your operation as a business. 
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If you receive a 1099-Misc from someone you did some work for, congratulations! You run a business, and you need to file a tax return that reflects that payment.



You’re in Business
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It’s just me. 
Does it have to be so formal?

 No, it doesn’t have to be too formal. If it’s just you, 
no partners, and no employees, you have some 
good legal structure options.
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Sole Proprietorship
Your least formal option is a Sole 

Proprietorship. 
This structure has the least amount of 

paperwork, and you just use your own legal 
name and your social security number on 
your tax forms.

Downside:  You are personally responsible 
for all the debts of the business.
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******

(By the way, this is your default if you already started your business but don’t have a business name, and didn’t register with anyone or file articles of organization or anything like that.) 



more 
Sole Proprietorship Options

 If you want your business to have a name, 
you can register a trade name, or a DBA
(doing business as) name, with your state.
The same downside applies: You are 

personally responsible for all the debts 
of the business.
You have a little more paperwork than 

you would if you were just using your 
legal name. 
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***

I have a trade name for the business through which I do my husband’s business bookkeeping. My bank account reads “Elizabeth L. O’Sullivan DBA ELO Bookkeeping”

***

In Colorado, you have to renew your trade name each year, but you don’t have to file an annual periodic report.



LLCs
 You can register as a Limited Liability Company, an LLC, 

in your state. If you own 100% of the business, you’re a 
single-member LLC, which files as a Sole Proprietor for 
taxes (unless you also form a Corporation). 

 States differ in their treatment of LLCs, and if your 
business is a single-member LLC, it may not offer as much 
asset protection as an LLC with more members. 

 To form an LLC in Colorado, you file an “Articles of 
Organization” with the state, and you adopt bylaws. Other 
states are similar.

 In Colorado, LLCs have to file annual periodic reports with 
the state. Other states are similar.
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Presentation Notes
My specifications consulting business is an LLC. Generally, the LLC should protect your personal assets from liabilities of the LLC. But this isn’t foolproof, it does vary by state, and it’s sometimes challenged in courts. A single member LLC is at higher risk of having it’s “veil of protection” pierced than is a multiple-member LLC. 

In the reverse situation, where the owner has personal liabilities, Colorado doesn’t offer much protection to single-member LLCs. A creditor may be able to force a liquidation of a single member LLC to collect on the owner’s debts. A multiple-member LLC wouldn’t be subject to this. 

An LLC is not a corporation. Lots of people are confused about this.






Corporation with Single Owner
 You can register as a Corporation in your state. 
 Unlike sole proprietorships and single-member LLCs, 

corporations are totally separate from their owners.
 Typically, you wouldn’t be personally liable for debts of 

the corporation, but, as with other structures, you 
could lose what you’ve invested in the corporation.

 To form a corporation in Colorado, you file an “Articles 
of Incorporation” with the state. Other states are 
similar.

 Downside: A regular corporation (C-Corp) will pay 
corporate income taxes, and, in addition, you will pay 
personal income taxes on your wages and on any 
profits of the business that you take. But…
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you could form an S-Corp, and 
avoid double-taxation!

 If you are a corporation, and want to be an S-Corp 
(which you probably do), you first register as a 
corporation, and then fill out an additional federal 
form to be an S-Corporation.

 S-Corporations don’t pay corporate income tax – like 
sole proprietorships, they are pass-through entities. 

 S-Corps are good because they offer owners the 
protection of a corporation with the tax benefits of 
pass-through entities.

 Downside: Corporations require lots more 
paperwork than sole proprietorships do.
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(The income only gets taxed once.)

***

My husband’s law firm, of which he is the 100% owner, is an S-Corp, so it’s a pass-through entity. 

Pass-through entities pay no corporate income tax; all income is reported on the owners’ personal income tax returns and taxed at their personal rates. 
S-Corps have limitations, which is why we have lots of C-Corps. S-Corps can have no more than 75 shareholders.

If you are considering forming a corporation, C-Corp or S-Corp, talk to your CPA! You may want to talk with an attorney as well.

Keep in mind that if you’re a licensed professional, even a corporation doesn’t shield you from personal professional liability. 




When you have a partner (or 
partners)…

 Tread carefully. Don’t partner up with someone just 
because you both need someone to partner up with.

 Some of the most common legal structures include:
 Partnership
 Limited Liability Company
 Corporation, including S-Corp

 All of these have more paperwork than Sole 
Proprietorships, yet a regular Partnership may not 
offer any more protection than a Sole Proprietorship. 
Each partner may be 100% liable for the debts of the 
Partnership. However… 
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even if the other partner is the one who caused the debts. 



Limited Liability Partnerships
 Lots of states offer legal structures for partnerships 

that do limit the liability for the partners.
 Colorado has the following:

 Limited Partnerships
 Limited Liability Partnerships
 Limited Liability Limited Partnerships

 You just have to file the right forms. And consult with 
your CPA, and probably with an attorney, also. 
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***

Don’t wing it. Especially if there’s a partner involved. And don’t defer to the partner if he or she seems to know more about this stuff than you. Go to the experts – the CPA and the attorney.



Corporations and LLCs
 With more than one owner, corporations are the same 

as with just one owner.
 For Limited Liability Companies, with more than one 

member, you get the protections that LLCs are 
intended to provide.
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And with LLCs, you will have a little bit less paperwork than with corporations.



Why does all this matter?
 All this legal structure information is really important.
 Although you can backtrack and change things later, if 

necessary, it will take you a lot of time to do that. 
 Start it out right – set the legal structure of your 

business up right the first time. You may want to meet 
with a CPA to discuss your options. 

 The structure of the business determines which tax 
forms you file, and what rules you follow, so it’s best to 
do it the right way from the start.
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****

It may not just take time to change your business legal structure, it’s possible that it could cost some money in taxes, too, and maybe even tax penalties.




Discussion on Legal Structure
 Questions on legal structure?
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Set up a bank account.
 Do I need a separate bank account?
 YES. 
 Even if you’re just a Sole Proprietor doing business 

under your own legal name, set up a bank account for 
your business. This will make your bookkeeping much 
easier, and costs little or nothing each year. 

 Your bank will likely require a separate bank account
for all legal structures except for the Sole 
Proprietorship doing business under his or her legal 
name.
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If you need to fund it with personal money initially before you have any income from your business, your line item in your bookkeeping will be “Owner’s Capital” or “Owner’s Equity.” You can’t just take money out of the business account and put it in your personal account, and you can’t just pay personal expenses with business money without accounting for it in your bookkeeping as “Shareholder Distributions” or “Owner’s Equity” or something. You have to account for everything. Enter the transaction into the books immediately so you don’t forget. It’s very hard to remember small transactions months later.

Some banks charge fees if you don’t have a minimum number of transactions per month in a business account, so make sure you find out all the bank’s rules, and follow them.




Set up your books.
 Do I need bookkeeping software?
 YES, my opinion is that you need bookkeeping 

software, such as Quickbooks or Sage 50 (Sage used to 
be Peachtree).

 Software links your income and expenses to your 
reports, such as your Profit and Loss Report. 

 It links your invoices to your payments received.
 It’s a tremendous time saver, and although it’s not 

foolproof, it helps prevent dumb mistakes.
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Presenter
Presentation Notes
I want to spend a lot of time on this, and this is an area that Gina has a lot of expertise in, so please ask questions.

Once you figure out your business structure, set up your books.

Does anyone remember the Quickbooks ad that included a woman who stood up, said “I make my own spreadsheets,” held up her spreadsheets, and they were pages and pages long, extending to the floor? That’s what I was like, when I first started my business. It truly was fine for a while - I was working as an independent contractor for a larger specifications consultant, so that was my only client – the only entity I invoiced and the only entity I earned income from. But my spreadsheets were getting long. I didn’t have errors, but if I did, they’d have been bad. When that company I contracted to ran out of the excess work they’d had for a while, and I started having multiple other clients, I bought Quickbooks. I input almost a year’s worth of my records into Quickbooks when I bought it, and it was totally worth it.

You really can start soft, just using Excel for a few months, but after that, do yourself a favor and get bookkeeping software. You can even link your bank account online to your software, which is really helpful if you have a lot of transactions to reconcile every month. I have my husband’s bank accounts linked to Quickbooks, but not mine – I don’t have that many transactions every month, so manually reconciling doesn’t take that much extra time. 

If you can use Quicken, you can use Quickbooks. Actually, if you can balance your personal checkbook and reconcile your check register with your bank statements, and turn on a computer, you can use Quickbooks. I have a very basic Quickbooks version for my business, and Quickbooks Pro for my husbands – he’s a Mac person and I’m a PC person, so 2 programs…

If you get your system set up right, from the beginning, the bookkeeping will just flow. It won’t be torture to do – it’ll be so easy to do that you won’t mind doing it. 

You can print checks from Quickbooks, or not. For my husband’s business, all checks get printed through Quickbooks. I don’t do that for mine, because I just don’t write that many checks, and Quickbooks checks are expensive. 

Over the course of a year, I spend an average of 5 hours a week on my husband’s bookkeeping. January and February are really, really busy (ok, very difficult), the quarterly returns I do 4 times a year takes some extra time, and the rest of the year is more like 2 or 3 hours a week.  I write thousands of checks in a year. He has 4 employees. On my own bookkeeping for my specifications consulting business, I spend less than 2 hours a MONTH, including invoicing.




Discussion on Setting Up Books

 Questions on setting up your bookkeeping system, and 
using your bookkeeping system?
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Gina, do you recommend QuickBooks software to people? Are you familiar with other programs?

***

Some benefits of having great books:






Get Paid!
 Disorganized clients are often slow-payers.
 Sometimes they lose invoices, sometimes they won’t 

pay until paid… 
 You have to stay on top of them.
 When you are organized, it’s a breeze to send your 

slow-paying clients a monthly statement. Your 
software can generate it for you.

 When your client isn’t sure what you invoiced for, or 
when, and YOU are also not sure… you are not likely to 
get paid.
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We keep track of stuff so that we can get paid.

*********

When you have a separate bank account, and bookkeeping software, it’s easy to search for a specific amount that was invoiced for or deposited or received and entered.

When you just have a shoebox, it’s so hard to figure out your own records that you are more likely to throw up your hands and decide that those extra few hundred dollars of additional services that the project architect forgot to tell the accounting department about don’t really matter. THIS IS UNHEALTHY. This is no way to run a business. Those few hundred dollars every year add up to real money.

When you can track all the invoices you sent, even if your client can’t, you are more likely to get paid.     



Avoid Penalties
 The more organized you are, the more likely you are to be 

able to efficiently and accurately pay the bills and file the 
forms and tax returns you need to file.

 With bookkeeping software (and a well organized paper 
file) you’ll know that you have the whole picture, and aren’t 
missing any critical information necessary for accurate tax 
returns.

 The software makes it easy to stay on top of things, which is 
the only way to be efficient when it’s tax time. You still have 
to do the work, but the software makes it easy.

 KEEP UP WITH the bookkeeping, and you’re likely to 
avoid penalties, late fees, and bounced checks.
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You end up paying penalties if you underpaid on taxes that were due. It’s easy to underpay if you’re not organized.

Penalties and late fees and bounced check fees add up to real money.




Your Profit and Loss Report
 If your bookkeeping is up to date, you can get an instant 

snapshot of the health of your business by generating a 
Profit and Loss Report. 

 It shows your expenses and your income, and your bottom 
line.

 You can look at the report pretty generally, and if you 
notice that some of your overhead seems high, you can 
jump to the details of those expenses, all from that one 
document.

 It can be hard to understand a document that someone else 
prepared for you, as opposed to looking at the report 
generated from all those entries you made in the books 
yourself.
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The accounting is what you do with the bookkeeping data. One of those accounting things is your profit and loss report.

***

The Profit and Loss is going to be your best indicator of how well you’re doing, whether or not you will be able to afford that new laptop, or that trip to Construct next year.

***

Because of a personal experience, I believe that an owner can’t really know how well a business is doing without understanding the minutiae of its expenses. 

My husband’s first business partnership didn’t end well. He became business partners with an attorney he’d worked for for about 3 years. In the fifth year of the partnership, when he’d brought home very little money for the year, although he’d settled a case for $1 million dollars in that year, I finally told him that his partnership wasn’t working for me. That spurred him on to finally take a look at the business’s books. He concluded that his “overhead was killing” him.

He just didn’t know where to start looking at the books, so he never did. His partner’s wife had always done the bookkeeping. He actually had no idea how little money he’d brought home that year until I told him in November when he was talking about putting more money into the business. 

As I mentioned before, the bookkeeping is something that AT SOME POINT you may be able to delegate to a bookkeeper, but it’s important for you to fully understand everything about the bookkeeping, so that you can accurately gauge the health of your business, and so that you can be sure that your tax returns, which will be based on the bookkeeping, are accurate. As the business owner, that is your responsibility. 

If the IRS comes knocking, as they did for a friend of mine, whose bookkeeper/receptionist didn’t realize she was supposed to be paying those federal taxes that she was withholding, they’ll be looking for you, the responsible party. They won’t be looking for your CPA or your bookkeeper, it will be for you. So you may as well start it out right, and start it out yourself, because even if someone else ends up doing some of the work, you’ll be the one answering the IRS audit questions!

If you never input the data yourself, it can be hard to understand the output (the Profit and Loss Report).



If you don’t know 
what your profit is…

 … until 3 months after year-end when your accountant 
prepares your returns…

 You’re not effectively running a business.
 You are probably spending all your working hours 

practicing your profession, which is great, when you 
work for someone else.

 When you are independent, you need to be running a 
business, in addition to practicing your profession.
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Expenses
Within your bookkeeping software, 

set up your expense categories 
according to the tax forms you’ll have 
to file. The business structure you 
selected determines the tax forms you 
have to file. 
See these expense categories? These 

match my Quickbooks expense 
categories. 
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My business is an LLC, but as a single-member LLC, I file my federal taxes as a Sole Proprietor, so I use Schedule C, which is an attachment to Form 1040, which most of us use for filing our personal income tax returns. 




Schedule C

#T21 #CONSTRUCT 31

Presenter
Presentation Notes
See these expense categories? I set up my expense categories in Quickbooks to match the expenses on Schedule C.


Don’t try to enter in all your expenses once every 6 months, or worse, just once a year. If you keep up with the bookkeeping every week or so, and discover a gap when you’re working on quarterly returns or something, you will be able to fill in the gaps. If you don’t keep up with it, you’ll find yourself spending a ton of time searching through papers to try to reconstruct something. It’s SO worth keeping up with it.




Do I need an Accountant?
 Probably. If you are going to be a Sole Proprietor, you’ll 

be filing Schedule C, which is an attachment to the 
1040, which most of us file for our federal income tax. 
If you have a CPA who’s been preparing your personal 
income tax returns for you, it makes sense that this 
person would be the person who helps you prepare 
your Schedule C and answers your Sole Proprietor 
accounting questions.

 If you’re going to be a Sole Proprietor, and you don’t 
have a CPA, you should probably find one who can 
answer your questions. 
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It’s so much easier to ask the right question of the right person at the right time if you’ve already begun a relationship of some sort with them. (Architects and specifiers, if you’re like me, you find it easier to ask a question if you already know the product rep!) One way to start a relationship would be to actually have them prepare your personal income taxes (which will include your business income taxes in your Schedule C) that first year or 2. You will also need them to calculate your quarterly estimated tax payments for the next year.



For a Corporation
If you are going to be a Corporation

(C-Corp or S-Corp), you definitely 
need an accountant.
You will want to find a CPA who 

works with small businesses, and 
who can prepare your annual 
income tax returns and schedules. 
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Corporations have more paperwork to do than Sole Proprietors, and some of it absolutely requires a professional. If you are going to be a Corporation, my recommendation is that you find a CPA and ask them to prepare your paychecks, your quarterly returns, and your annual returns for the first year, so that you know it’s getting done properly in that first year, and so you can see how they do it. You will not be bringing them a shoebox full of receipts. You will be sending them your carefully documented records in your bookkeeping software. They will be doing accounting, not bookkeeping. (Unless you’ve actually hired them to do your bookkeeping.) You will want your personal CPA to calculate your quarterly estimated tax payments for the next year.

In an S-Corp, even if you’re the only owner and own 100% of the business, you will be signing paychecks made out to yourself, and you will issue yourself a W-2 in January. Now, not everything you take out of the business needs to be in the form of a paycheck – you can also take shareholder distributions. You need to talk to your CPA about how much this can be.




Discussion on Accounting
 Questions on accounting?
 Questions on working with an accountant?
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Gina, can you tell us about the services that you offer to clients?

When you do people’s bookkeeping, how does that work? Do they write all their checks, and then you enter them properly into the software?



Government Obligations
 Figure out what papers you’ll have to file when you 

start a new business.
 Articles of Incorporation (Corporation), Articles of 

Organization (LLC), Statement of Trade Name (DBA) – with 
the state.

 If you are a Corporation, and want to be an S-Corp, file IRS 
Form 2553 “Election by a Small Business Corporation.” If you 
are going to be a regular Corporation (C-Corp) no initial filing  
with the federal government is necessary.

 If you are a Corporation or Partnership, you will need to apply 
for a federal EIN (Employer’s Identification Number) even if 
you don’t have employees.
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If you’re a sole proprietor or LLC without employees, you don’t need to apply for an EIN. But there is at least one reason why you might do that – if you set up a retirement plan through your business.

My husband had an EIN even before he had employees (besides himself), because his business is a corporation, and therefore he’s his business’s employee. I have 2 EINS, even though I have no employees, because I have a retirement plan through each of my businesses.



Government Obligations, cont.
 If you will be selling products, instead of, or in 

addition to, services, you will need to collect sales tax, 
and will need a sales tax license from your state, and 
you probably need a sales tax license from your 
municipality IN ADDITION.

 You may need a permit for a home occupation to have 
a home office if your primary office is at home. This 
would be issued by your municipality. Many cities, 
including Denver, require this. 
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Quarterly Estimated Tax Payments
 ALL independents have to pay personal quarterly estimated 

taxes, for federal and state taxes. 
 If you don’t make these payments, or if you underpay, you 

could be hit with a tax penalty.
 These payments are due mid-April, mid-June, mid-

September, and mid-January, and are based on the earnings 
from the period ending a couple weeks before the due date.

 Federal Form: IRS Form 1040-ES.
 State form varies by state.
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Except - if you’ll owe less than $1000 total in federal income tax, you don’t have to pay quarterly estimates.

Even if you’re a Sole Proprietor with no trade name, you have to make estimated quarterly tax payments.

***

We pay our taxes as we go. When we work for someone else, income tax gets withheld each pay period. When we work for ourselves, we have to pay each quarter.

But when you just take owner’s capital or shareholder distributions out of the business, there’s no tax withheld on that, so you pay state and federal quarterly estimated tax payments.




Tax Returns
 If you’re a corporation, or if you have employees, you 

have to file a Form 941 each quarter. (Employer’s 
Quarterly Federal Tax Return).

 You may have a state quarterly return, too.
 Corporations have to file annual tax returns. For an S-

Corp, no payment is due with the return, but a Form 
1120-S must be filed with the federal government. 
There’s usually a state equivalent that must be filed, 
too.
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Taxes for Pass-Through Entities
 For pass-through entities, your personal income tax 

return is where you’ll indicate your income from your 
business.

 Most of us file a Federal Form 1040, U.S. Individual 
Income Tax Return.

 For an S-Corp, your business income is indicated on 
Schedule E to the 1040.

 For a Sole Proprietorship, your business income is 
indicated on Schedule C to the 1040.
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You know those small businesses that we hear so much about during campaign seasons for elections? We are those small businesses that pay taxes through our personal income tax returns.




Miscellaneous (and Surprise)
Forms & Taxes

 Some municipalities have income tax requirements. 
Many don’t. You are responsible for figuring out if you 
owe your city something, and when you owe it.

 Some tax forms you may be surprised to have to file 
(and pay): 
 State consumer use tax return.
 Municipal consumer use tax return.
 Municipal business personal property declaration (for 

office furniture and equipment).
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New York City’s income tax is famous. But some municipalities in Maryland have even higher rates.

The city of Denver’s tax imposed on payroll is a head tax, not based on the wages, but the same amount per person. 

The first tax penalty my business incurred was for not paying Denver’s head tax, the Occupational Privilege Tax, for the first quarter I was in business. I knew about the tax, but I had no profits that first quarter, and assumed (incorrectly) that I didn’t owe the tax for that quarter. I started paying it when I first showed profit, and discovered that I was supposed to have paid it the previous quarter, too. 

***

Use tax is a tax that you may owe your municipality or state if you bought things outside the place that your business is located in, and the sales tax was less than you’d have paid if you’d bought them inside that place.

Business personal property declaration:  You may have to write down everything your business owns, its value, and the location it is stored in and file that with your municipality every year. This can take a while. If you declare something as business property, or if you buy something and list it as a business expense, that must always stay business property until you dispose of it – dispose of it by selling it, even if it’s to yourself. Buy it from the business if you no longer need it for the business and want to take it home to use at home. Keep records of all this. This sounds like a pain, but you just have to do it. You may get audited by your municipality someday – they may take the last list you filed with them and compare it to what you have in your office. Just keep your records accurate, file them where they’re supposed to be, dispose of your property properly, nothing to worry about.




Penalties
 Tax penalties. You’ll probably pay some. We all make 

mistakes.
 To avoid penalties, file everything on time. 
 If you realize you made a mistake on a form, fix it as 

soon as possible. Do not put this off. You’ll have a 
penalty, or a late fee, but those things only get bigger 
over time.
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If you get a form that you don’t understand, don’t put off calling the government entity who issued it and/or your CPA to ask about it.

I hate paying a $25 penalty on a tax return where no payment was actually due. I’ve made that mistake before, because I put off calling the CPA.





Discussion on Taxes, etc.
 Questions about taxes?
 Questions about tax penalties?
 Questions about other government obligations?
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Gina, have you ever seen someone owe more in tax penalties for paying late than they owed on those late taxes?



Having Employees Changes 
EVERYTHING

 At some point, even if you start out by yourself, you 
may need to hire someone.

 Employee or independent contractor? Make sure you 
get this right.

 Give an Employee:
 Federal form I-9.
 Federal form W-4.

 Give an Independent Contractor:
 Federal form W-9

 You will need to file for a federal EIN.
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Adding employees changes lots of things. When you have employees, suddenly you’re no longer just worrying about keeping the business going in order to pay your business expenses and taking home enough to pay your personal expenses – you need to keep things steady enough to support the overhead of employees, too. If it’s just you, you have a little flexibility about when you pay yourself. But you do not have the flexibility of not paying an employee the way you might not pay yourself, if things get tight. 

First of all, you can get in big trouble if you incorrectly classify people as independent contractors and give them a 1099 instead of classifying them as employees and paying social security and medicare and unemployment insurance taxes on them. If you are hiring someone and you aren’t sure what they are, they’re probably employees. If you think they may be independent contractors, talk to your accountant. Generally, if they work at your office and under your direction, they’re employees. So get that figured out right from the beginning. When you hire them, if they’re employees, you give them a W-4 and an I-9. If they’re truly independent contractors (work somewhere else, on their own equipment, do not need direction) give them a W-9.

Then in January, if they’re employees, you give them W-2s, and if they’re independent contractors, give them 1099-MISC forms.



Employees
 You’ll be paying workers compensation insurance, 

which you might not be paying if you’re the only 
person working at your business, even if you are a 
Corporation. 

 When you have employees (or are a Corporation) you 
have to file quarterly returns. This is usually Federal 
Form 941. You may have a state form, too.

 When you have employees (or are a Corporation) you’ll 
annually file a Form 940, which is the Employer’s 
Annual Federal Unemployment Tax Return.
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Remember - if it’s a corporation, you are your own employee.

The 941 reconciles the federal income tax, social security tax, and medicare tax that you owed and paid for the previous quarter. If your calculations come up with a different amount due than the amount you paid, figure out what went wrong, and you just pay the difference, or you credit the next payment. 




Employees, cont.
 When you have employees (or are a Corporation) you’ll 

annually file Federal W-2’s and a W-3, and you may 
have a state form for this information, too.

 When you have employees (or are a Corporation) you’ll 
file quarterly with your state for unemployment tax. 

 In some states you have to report new hires to the 
state. Colorado has a Colorado State Directory of New 
Hires Website on which employers are supposed to 
report new employees.
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Discussion on Employees
 Questions about employees?
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Gina, what are some of the struggles you’ve seen with small businesses growing and adding employees?



Why didn’t anyone tell me?
 NOBODY seems to be able to tell a new business 

owner everything. 
 Even my husband’s business CPA, who is truly 

fantastic, didn’t tell us everything we needed to know 
in the beginning. 

 Colorado has a good small business guide that 
addresses state and some federal things, but not city 
requirements.

 The IRS has a good small business guide that addresses 
federal tax issues, but nothing else.
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My experience with CPAs is that if you don’t ask exactly the right question, you may not get the answer you need. (They’re even more concise than specifiers.) 

If you have small business owner friends, and you want advice, ask your friends whose businesses are successful, and who have a hand in running the business side. Do not ask the ones who seem ignorant about this stuff.





Questions for the Panel?

 Any further questions for the panel?

 CPA: Gina M. Paoli
 Product Rep: Brent Williams
 Specifications Consultant: Liz O’Sullivan
 Bookkeeper: Liz O’Sullivan
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Some Resources
 The IRS Small Business and Self-Employed Tax Center: 

http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed
 Check out your state’s resources. Here’s the Colorado Business 

Resource Book: http://www.coloradosbdc.org/resources/resource-book
 The U.S. Small Business Administration may be able to help: 

http://www.sba.gov/category/navigation-structure/starting-managing-
business

 Check out your municipality’s resources. Denver’s Office of Economic 
Development has a “Business Startup Checklist” specific to Denver : 
http://www.denvergov.org/oed/DenverOfficeofEconomicDevelopment
/BusinessServices/NineStepstoStartYourBusiness/tabid/435894/Defaul
t.aspx

 Dig deeply, and in addition to your own research, ask your accountant 
and your small-business-owner friends and colleagues. 
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Some of this you will just have to learn as you go along. There’s no way you can anticipate all the questions you’ll have, so you will make some mistakes, some of which will cost you some money. Be prepared for these expenses! Independence can be worth it.

http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed
http://www.coloradosbdc.org/resources/resource-book
http://www.sba.gov/category/navigation-structure/starting-managing-business
http://www.denvergov.org/oed/DenverOfficeofEconomicDevelopment/BusinessServices/NineStepstoStartYourBusiness/tabid/435894/Default.aspx


This concludes The American Institute of Architects 
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