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The Schedule C advantage:
Your essential guide

Maximize your deductions, calculate your profit,
and simplify your self-employment taxes.




What is Schedule C, /ﬂ
and who files it? /%/i‘

Schedule C is the official IRS form that self-employed individuals use to report their business

income and expenses. It's essential for calculating the net profit or loss from your business,
which then flows to your personal tax return (Form 1040).

Who must file?

Independent contractors and freelancers
Solopreneurs and sole proprietors
Single-member LLCs (that haven't elected to be taxed as a corporation)

Gig workers (e.g., ride-share drivers, food delivery)

Note: You must file if you earn any self-employment income, even if the business generated a loss.

Understanding the tax flow

Schedule Cis a critical component in your tax filing process, working together with
other forms:

Form 1099-NEC: Reports the payments you received from clients
Schedule C: Reports your earnings - expenses = net profit/loss

Schedule 1: Your Schedule C net profit/loss is reported here, along with other non-W2 income
(e.g., alimony, capital gains)

Form 1040: The final total from Schedule 1 is transferred to your personal income tax return
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The 7-step filing process

Schedule C is structured into an initial information section and five parts.

You must decide whether to use the cash or accrual accounting method
before you begin. Most small businesses use the cash method.

] 1. Fill in personal information:

Enter your name, Social Security number (SSN), business address, and the
appropriate business code (found in the instructions). Include your employer
Identification Number (EIN) if you have one. otherwise, use your SSN.

[ ] 2. Tally your business revenue (Part I):

Report your Gross Receipts or Sales (total revenue earned). Subtract any customer
returns or allowances to get your net sales figure. Report any Other Income (e.g.,
awards, royalties).

[ ] 3. Calculate your cost of goods sold (COGS) (Part Ill):
Only required if your business sells goods (products).
This is the direct cost of the goods you sold.
{Beginning Inventory} + {Purchases} + {Other Costs} - {Ending Inventory} = {COGS}

Continued next page.
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[ ] 4. Deduct your business expenses (Part 1l):
= This is where you itemize your operating costs to reduce your taxable income.

= Common deductions include: advertising, contract labor, dupplies, tent/lease,
utilities, insurance, and legal/professional Fees.

D 5. Report vehicle and other expenses (Parts IV & V):

= Part IV is for calculating car and truck expenses. You can deduct either actual
expenses (gas, repairs, insurance) or use the standard mileage tate (must be
tracked meticulously).

= PartVis for legitimate business expenses that don't fit into the categories listed in
Part II.

D 6. Summarize your business profit or loss (Part VI):

= Calculate your net profit or loss by subtracting your total expenses (including
COGS) from your gross receipts. This figure determines your tax liability.

[] 7. Transfer amounts to Schedule 1, then Form 1040:

= The final net profit/loss from Schedule C flows to Schedule 1, which then flows to
your Form 1040 (your personal tax return).
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Maximizing your
Schedule C deductions

To reduce your tax burden, you must take full advantage of every allowable deduction.

Documentation is critical. Keep detailed records, including receipts, invoices, and bank

statements, for a minimum of seven years.

Key deduction opportunities

Home office deduction: If you use a part of your home exclusively and regularly for your business,
you can deduct a portion of your rent/mortgage, utilities, and other home-related expenses
(Simplified or Actual expense method).

Retirement contributions: Contributions to self-employed retirement plans, such as a solo 401(k)
or SEP IRA, are generally deductible and can significantly reduce your taxable income.

Self-employed health insurance premiums: You may be eligible to deduct premiums paid for
medical, dental, and qualifying long-term care insurance for yourself, your spouse,
and your dependents.

Depreciation: For major business assets (e.g., equipment, computers, furniture) that have a useful
life of more than one year, you can deduct the cost over time through depreciation.

The qualified business income (QBI) deduction

The QBI deduction (Section 199A) is a major tax break that allows eligible self-employed individuals
to deduct up to 20% of their qualified business income.

Note: While the QBI deduction can reduce your personal income tax, it will not reduce
the income subject to your self-employment tax (Social Security and Medicare).
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Avoid common
Schedule C pitfalls

= Mixing personal and business funds: Using a single account for both makes tracking expenses
and income nearly impossible and can lead to missed deductions or IRS scrutiny. Open a separate
business bank account.

= Missing or inadequate documentation: The IRS requires proof for every deduction. A canceled
check or bank statement may not be enough—you need the receipt or invoice detailing the expense.

= Miscalculating self-employment tax: Remember that your Schedule C profit is subject to the 15.3%
self-employment tax (if your net earnings are $400 or more), in addition to regular income tax. You
must calculate and pay estimated quarterly taxes throughout the year to avoid penalties.

Find peace of mind
come tax time

The foundation of a successful Schedule C filing is accurate, organized financial data.
Accounting software can streamline your process by:

= Seamlessly tracking business income and expenses.
= Automatically calculating the deductible portion of vehicle mileage.

= Providing detailed Profit & Loss reports for quick Schedule C preparation.

Explore QuickBooks tax tools

Legal Disclaimer: This document provides general tax information and should not be considered tax or legal advice.
Consult a qualified tax professional for advice tailored to your specific situation.
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https://quickbooks.intuit.com/solopreneur/
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