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Premise: “The Official Start and Stop” of “Being in
Business” needs to be reflected in the recordsofAl
the investigating should be done BEFORE business is
started. But once business starts, a series ofdec
keeping requirements arises. When going out of
business, record keeping can somewhat insulate the
business owner from later inquiry, including aniaud

Disclaimer: Educational Only: This outline is Eduieaal Only and no part of this presentation carcdresidered
as federal or state tax advice, opinion, or pasitiod is not intended or written to be used, angl nw be used,
for the purpose of (I) avoiding tax-related p eraltunder the internal revenue Code or (ii) prongptimarketing
or recommending to another party any tax-relatedermaddressed herein, nor (iii)) constituting gaitk on any
tax or criminal matter. Cases listed are for etlanal purposes and have not been checked to saeyithave
been overturned on appeal. Do not rely upon tbases until or unless they have been Shepardized.
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l. Types of Earning Activities

You do not have to carry on regular full-time besis activities to be self-employed. Having a pianetusiness
in addition to your regular job or business maysélé-employ ment.

Independent contractor. The general rule is thanh@ividual is an independent contractor if thesoa paying
for the work has the right to control or to directly the result of the work and not how it will dene. The
earnings of a person who is working as an indepenzbntractor are subject to self-employment tax.

Statutory employee. A statutory employee has akeherk in box 13 of his or her Form W-2, Wage arax T
Statement. Statutory employees use Schedule CEx @ report their wages and expenses.

A limited liability company (LLC) is an entity fored under state law by filing articles of organieatiGenerally,
for income tax purposes, a single-member LLC ised@rded as an entity separate from its owner gmalrts its
income and deductions on its owner's federal ind@axeeturn using Schedule C or C-EZ.

Business owned and operated by spouses. If yoy@mndspouse jointly (separately) own and operate an
unincorporated business and share in the profddasses, you are partners in a partnership, whetheot you
have a formal partnership agreement. Form 1065, Refirn of Partnership Income is required.

An exception exists for community income. The osilgtes with community property laws are AZ, CA, LA,
NV, NM, TX, WA, and WI. If community property speas own an unincorporated business as community
property under the community property laws of aestoreign country, or U.S. possession, you ceattthe
business either as a sole proprietorship or a pasgiip.

Another exception is a Qualified joint venture. Aatified joint venture is a joint venture that coists a trade or
business where (1) the only members of the jointwe are a married couple who file a joint reti),both
spouses materially participate in the trade orrss, and (3) both spouses elect not to be traatad
partnership. A qualified joint venture is a joirgnture that conducts a trade or business wheta¢lgnly
members of the joint venture are a married cougle file a joint return, (2) both spouses materiglrticipate



in the trade or business, and (3) both spousesrato be treated as a partnership.

You have to file an income tax return for 2016 diuy net earnings from self-employment were $40hore.
(Filing areturn is always advised as it sets goerd for your income especially if the IRS consegbur reported
income via audit.) Filing a return will also elinate much of the need to keep records beyond 7 years

Although you may be able to file your tax returfeceonically using an IRS e-file option, it is a@ws
recommended to file returns by paper so that yauredude copies of any exhibits and verificatioasgd make
any explanations; so long as the delivery methd&k&can absolutely prove that the return was cetend
filed on time. Suggestions include a cover letherreflects the contents of the transmission 1, Eong with
receipts that show delivery and preferably a refost card. Each piece of evidence can be useonbat a
charge of late or non-filing.

Each taxpayer should adjust a combination of twgmholdings and estimated tax pay ments to rasuat
positive, smallest magnitude refund (shoot fof@Sexample).

Every taxpayer should know that anyone hired tgpre and/or file a tax return on a taxpayer's lhétzal NO
PRIVILEGE and can be forced by the government stifye against such taxpayer. Also, government ¢eange
conspiracy against a taxpayer and a preparer that aoncert to defraud the government with aréaxrn.

Every taxpayer should know that anyone with whoeytkhare responsibility as to a tax liability Hite prepare
and/or file a tax return on a taxpayer's behalfM@PRIVILEGE and can be forced by the governmertestify
against such taxpayer. In addition, the governmantcharge conspiracy against two taxpayers tat shared
responsibility as to a tax return.

Last known address is an extremely important data that should be verified each time the IRS igacted.
Submitting your paper return by mail will enableuwyto identify your address and to use the proahaifing and
return as further evidence that you have re-verifieur last known address to the IRS. If IRS aftEsrto make
some contact and if the taxpayer has not maintdimeid last known address, acts taken by the IRBisigthe
taxpayer may not be able to be reversed.

It is also highly recommended that every taxpayer tieir refund check mailed. First, it is a fertherification
that IRS has the taxpayer's proper address. Sett@révents having to rely upon entry of the bankount
codes. In some cases, preparers can put a wrotigad&s account number in order to steal the tygp'a
refund. In other cases, an error in bank accoamtresult in a stranger receiving a taxpay er'snceand thinking
it was a bank error or thinking that the IRS wagng them a refund to be spent as soon as posdihke.
significantly difficult to try and get the money dkafrom the taxpayer that wrongly received it.

IRS touts its personal e-filing system for taxp aymaking less than $64,000 annually. Electrofifgfis
notorious for rejecting the filing in the event thhere is a mismatch in either data or the harldshatween the
IRS computer and taxpayer. | get stories aboytayars that file online only to receive a rejectiiynemail
anywhere between a few hours and a few minuteS.stRtes in its materials "You receive an electroni
acknowledgment within 48 hours that the IRS has@i= your return for processing." So, if you éitehe last
minute and get a notice 2 days later that younsssion is rejected, you will be both late and filet and no
extension. You will get a penalty because no ettenwas filed. Conversely, if you file a papeura with
proof of mailing, IRS has to accept the return asaperly filed return. If IRS is unhappy latengy can always

An independent contractor is someone who is seffleyed. You do not generally have to withhold oy @ay
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taxes on payments made to an independent contractor

.  Types of Tax Returns

(A) Excise Taxes List

This section identifies some of the excise taxas yay have to pay and the forms you have to fieii do any
of the following: (1) Manufacture or sell certaingplucts, (2) Operate certain kinds of busines$3dJg¢e various
kinds of equipment, facilities, or products. (4)cBige payment for certain services. (5) Environraktexes on
the sale or use of ozone-depleting chemicals apaited products containing or manufactured wittséhe
chemicals, (6) Communications and air transp omataxes, (7) Fuel taxes, (8) Tax on the first feta@e of

heavy trucks, trailers, and tractors, (9) Manufeatsitaxes on the sale or use of a variety ofrdiffearticles and
(10) Tax on indoor tanning services, and (11)derfal excise tax on the use of certain trucks kttuexctors, and
buses on public high-ways that have a taxable guesght of 55,000 pounds or more, to name but adethe
major categories.

(B) Information Returns

If you make or receive payments in your business, jnay have to report them to the IRS on infornmat&iurns.
The IRS compares the payments shown on the inf@megturns with each person's income tax retursetoif
the payments were included in income. You must gigepy of each information return you are requicetile

to the recipient or payer. In addition to the fordescribed below, you may have to use other retiarmep ort
certain kinds of payments or transactions. For rdetails on in-formation returns and when you havile
them, see the General Instructions for Certainrmétion Returns. Examples include (1) miscellangoaysments
you make in business (1099's), (2) payments of $800ore for services performed for your businespbople
not treated as your employees, such as fees t@suhctors, attorneys, accountants, or direct@)srent
payments of $600 or more, other than rents paiddbestate agents, (4) prizes and awards of $66e that
are not for services, such as winnings on TV oiorabdows, Royalty payments of $10 or more, (5) peyt® to
certain crew members by operators of fishing ba&sreport of sales of $5,000 or more of consugoeids to a
person for resale anywhere other than in a pernaetail establishment, (7) Form W-2, Wage and Tax
Statement, to report payments to your employee$, a8 wages, tips, and other compensation, withhetane,
social security, and Medicare taxes, to name a few.

(C) Penalties.

The law provides for the following penalties if yda not file certain information returns. Faildcefile a
required information return could provide an eletr&fproof in a prosecution for tax evasion. Falincludes
both (a) failure to file information returns by tdee date, and (b) failure to report correct infation. Waiver of
penalties will generally not apply unless you chovs that the failure was due to (a) reasonableecand (b) not
willful neglect.

(D) Cash Transaction Reporting

Form 8300, Report of Cash Payments Over $10,008ietin a Trade or Business, is required if mbent
$10,000 in cash is received in one transactiotyworor more related transactions. Cash includes &h& foreign
coin and currency. It also includes certain momesgruments such as cashier's and traveler's chacksioney
orders. Cash does not include a check drawn ondawidual's personal account (personal check). & heg civil
and criminal penalties, including up to 5 yearpiison, for not filing Form 8300, or filing (or csimg the filing
of) a false or fraudulent Form 8300, or structudrtgansaction in a way to evade reporting requergsn

(E) Going Out of Business Checklists



I have found that the most dangerous factor incoatinuing a business is the failure to keep bssimecords for
the years following the close of business. Afleraadefeat in business is usually something yanto cast out,
get rid of, and remove all indicia of its existend@on't fall prey to this "erase the board" symdeo You keep
tax records for your defunct business better thmnkept for yourself.

You should keep a record that includes some formiatin documents that shows the time at which & wa
decided to give up the business, as well as afptagoing out of business (checklists) and someid@ntation

of what was done. |talk to people periodicalttare hit with an audit for a business that gxpayer has not
touched for 2-3 years. The key is the ability toye the date when business ceased. The taxegaggiically
won't believe a bare statement that there has bedusiness conducted for 1, 2, 3, or 4 years.

Some forms can help establish quitting businestspiaue is needed in order to overwhelmingly coneian
auditor on the timing if cessation of business. Themson publications that appear in the “Quicléirideries
generally urge a 7 year records retention permdnéarly everything. Even this does not helphé tecords are
not created in the beginning. Save all expensspecfor seven years.

(F) Some important & available forms

If things are done properly, forms can include(glL)ncome tax: File Schedule C or C-EZ with y&arm 1040
for the year during which business terminates,degignate some indication that it is final as tat thusiness.
(b)File Form 4797 with Form 1040 for each year imich a sale or exchange property used in the bssioein
which the business use of certain section 17%tediproperty drops below 50%.

(c) File Form 8594 with your Form 1040 if you s@idur business.

(d) Form 8275 is a Disclosure Statement, essgntditee form narrative + some spaces to identiéyuses and
regulations to assist IRS in understanding the impbthe disclosure from the taxpayer.

(2) Self-employment tax: File Schedule SE with FA&@40 & make some notation of finality.

(3)(a) Employment taxes: File Form 941 (or Form)%r the calendar quarter in which you make fimate
payments. Note. Do not forget to check the boxeartér the date final wages were paid on line 15am 941
or line 14 of Form 944, and some other indicatibfinality .

(b) File Form 940 for the calendar year in whiatafiwages were paid. Note. Do not forget to chenkd) Final:
Business closed or stopped paying wages, under ©f/Beturn.

(4)(a) Information returns: Provide Forms W-2 tmuy employees for the calendar year in which yolkenfmal
wage payments & File Form W-3 relating to Forms W-2

(b) Provide Forms 1099-MISC to each person to wigoonhave paid at least $600 for services (inclugiads
and materials) during the calendar year in which go out of business & File Form 1096 to file Forms
1099-MISC.

(5) Save and memorialize Form 1128, ApplicationAldmpt, Change, or Retain a Tax Yeatr, to request IRS
approval to change your tax year. This will helpye up the cessation of business in a particular.ye

(6) All state income tax forms relating to (1)-@)ove should indicate fact and timing of cessabionusiness.

(7) Sale of a business. Although the sale of anassi usually is not a sale of one asset, therddshewa global
sales document that marks the date of sale, asagvalhy responsibility for (a) recording title ches, (b)
undertaking lease obligations, (c) paying taxesfaad, (d) transfer of asset book value & deprieciagachedules
and (e) a checklist of steps necessary to dedfaakty of the transaction.
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