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So, You Decided to Start a Small Business — First Steps...

Who Is Self-Employed?
Generally, you are self-employed if any of the following apply to you:

« You carry on a trade or business as a sole proprietor or an independent contractor.
« You are a member of a partnership that carries on a trade or business.

+ You are otherwise in business for yourself (including a part-time business).

Determine Entity Structure

Selecting a business structure is one of the most important steps when starting a new business. It
determines how you pay yourself and your tax obligations. The most common structures include:

+ Sole Proprietorship / Independent Contractor
« Partnership

« Limited Liability Partnership (LLP)

+ Limited Liability Company (LLC)

« C Corporation

+ S Corporation

Independent contractor — Someone who is an independent business or profession in which they
offer their services to the general public and are not controlled by an employer. The general rule is
that an individual is an independent contractor if the payer has the right to control or direct only the
result of the work, not what will be done and how it will be done.

Sole proprietor — Someone who owns an unincorporated business by himself or herself.

Limited Liability Company (LLC) — An entity created by state statute. Depending on elections
made by the LLC and the number of members, the IRS will treat an LLC either as a corporation,
partnership, or as part of the owner's tax return (a “disregarded entity”). A domestic LLC with at least
two members is classified as a partnership for federal income tax purposes, and an LLC with only one
member is treated as an entity disregarded as separate from its owner for income tax purposes.

Definition of a Limited Liability Company (LLC)

Like a corporation, a limited liability company, or “LLC,” is a separate and distinct legal entity. This
means that an LLC can get a tax identification number, open a bank account, and do business, all
under its own name.

How Does an LLC Protect You?
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One of the primary advantages of an LLC is that its owners, called members, have “limited liability,
meaning that, under most circumstances, they are not personally liable for the debts and liabilities of
the LLC.

For example, if an LLC is forced into bankruptcy, the members generally will not be required to pay
the LLC's debts with their own money. If the assets of the LLC are not enough to cover the debts and
liabilities, creditors generally cannot look to the owners for payment. Their debt was with the LLC,
not the people that owned the LLC.



Benefits of an LLC: Flexible, Scalable, and Simple

LLCs aren't bound by the same rigid rules as corporations, but this doesn't stop them from being just
as useful. It doesn't matter if you're a one-person business or if you have hundreds of employees — an
LLC keeps protecting you while allowing for expansion and growth. With an LLC, there's no
requirement for special meetings, extensive corporate records, or many other formalities. Limited
liability companies are even flexible when it comes to taxes, offering lots of options so you can create
a tax plan that works for you.

This simplicity, protection, and ease of use have made forming an LLC a popular choice for small
businesses.

Forming an LLC in Wisconsin

To form an LLC in the State of Wisconsin, go to the Wisconsin Department of Financial Institutions
(DFI) One Stop Business Portal / QuickStart LLC system and select Domestic Limited Liability
Company — Wisconsin (Articles of Organization, Wis. Stat. Chapter 183).

What you need:

1. Name: The proposed name of the new limited liability company.

2. Registered Agent: The name of the registered agent and the registered office address (must be a
Wisconsin street address).

3. Management: The type of management the new LLC will use — vested in a manager/managers
or in a member/members (see Wis. Stat. 183.0407).

Organizers: The names and complete addresses of each organizer.
Drafter: The name of the person completing the document.

Signature: The articles must be signed by one or more organizers.

N e

Contact: The name, address, email address, and phone number of the contact person for this
filing. All communication regarding this filing will be via the contact person's e-mail address.

8. Payment: Payment can be made with a credit card (Visa, MasterCard, or American Express) or,
for mailed filings, check.

9. Fees: See current fees below.

2026 UPDATE: The Wisconsin LLC filing fee remains $130 if filed online through the DFI's QuickStart system,
or $170 if filed by mail. Every Wisconsin LLC must also file an Annual Report each year, with a fee of $25
(foreign/out-of-state LLCs pay $65 online). Fees are non-refundable, so review the filing carefully before
submitting.

To ensure you receive all e-mail communications regarding your filing, add
DFIcorporations@wisconsin.gov to your list of safe addresses.

All required fields on the online form are marked with an asterisk (*). You must complete all steps of
the form and pay for it online.




Do I Need an EIN?

An Employer Identification Number (EIN), also known as a Federal Tax Identification Number, is
used to identify a business entity. Generally, businesses need an EIN to (1) have employees, (2)
operate the business as an LLC, corporation, or partnership, or (3) open a business bank account.

You will also be required to register in each state in which you conduct business.

You may apply for an EIN online directly through the IRS website. This is a free service, and you can
receive your EIN immediately.

“What Can I Do With My EIN Number?”

EINs are used by employers, sole proprietors, corporations, partnerships, non-profit associations,
trusts, estates of decedents, government agencies, certain individuals, and other business entities.

« You will be able to open a business bank account. Most banks require an EIN to open any
business account.

« You are allowed to file a tax return. Every business must provide a valid EIN in order to file
taxes. Similar to an individual's Social Security Number (SSN), a Federal Tax ID (EIN) is used
by the IRS to identify your business for tax purposes.

« You can hire employees. If you plan to grow your team, you will need an EIN to run payroll and
meet employer tax obligations in Wisconsin.



Accounting for Your Small Business

1. Open a Bank Account

After you've legally registered your business, you'll need somewhere to keep your business income
separate. Having a dedicated bank account keeps records distinct and makes life easier come tax time.
LLCs, partnerships, and corporations are legally required to have a separate bank account for
business; sole proprietors don't legally need a separate account, but it's strongly recommended.

Start by opening a business checking account, then any savings accounts that will help you organize
funds and plan for taxes. For instance, set up a savings account and set aside a percentage of each
payment for your self-employment tax.

2. Track Your Expenses

The foundation of solid business recordkeeping is learning to track your expenses effectively. It's a
crucial step that allows you to monitor the growth of your business, build financial statements, keep
track of deductible expenses, prepare tax returns, and support what you report on your tax return.

Right from the beginning, establish a system for organizing receipts and other important records.

Any expense used partly for personal life and partly for business must reflect the mixed use. For
instance, if you have one cell phone, you can deduct only the percentage you use the device for
business. Vehicle mileage costs are deductible using either the standard mileage rate or actual
expenses — be sure to keep contemporaneous records and a mileage log (date, destination, and
business purpose of each trip).

(See attached worksheet for more detail.)

3. Develop a Bookkeeping System

Before establishing a bookkeeping system, it's helpful to understand exactly what bookkeeping is and
how it differs from accounting. Bookkeeping is the day-to-day process of recording transactions,
categorizing them, and reconciling bank statements.

Accounting is a higher-level process that looks at business progress and makes sense of the data
compiled by the bookkeeper by building financial statements. As a new business owner, you'll need to
determine which bookkeeping method to use:

10.DIY route using cloud software such as QuickBooks, Sage, or Xero — or a simple spreadsheet.
11.An outsourced or part-time bookkeeper, local or cloud-based.

12.0nce your business is big enough, an in-house bookkeeper and/or accountant.

4. Determine Your Tax Obligations

Tax obligations vary depending on the legal structure of the business. If you're self-employed (sole
proprietorship, LLC, partnership), you'll claim business income on your personal tax return.

Self-employed people need to pay estimated taxes based on their net income (sales less expenses) and
remit these to the government in lieu of the withholding that an employer would normally conduct.
You'll need to pay quarterly estimated taxes if you expect to owe $1,000 or more in tax for the year.



Self-employed people are subject to federal income tax, state income tax, and self-employment tax,
which is equivalent to the Social Security and Medicare tax withheld from the paycheck of wage
earners.

Unless you elect to be treated as an S corporation or C corporation, you are not paid by a payroll
check. You will take draws from your business, with no tax withheld as with payroll, and you will be
required to pay quarterly estimated taxes on your profits.

This self-employment tax can be a significant burden if not carefully considered when estimating your
tax obligation for the year. The self-employment tax rate remains 15.3% — 12.4% for Social Security
(old-age, survivors, and disability insurance) and 2.9% for Medicare (hospital insurance).

Sole proprietorships, single-member LLCs, and general partnerships are typically subject to self-
employment tax on their net business income.

5. Filing Requirements

All businesses are required to report their income and expenses to the IRS at tax time.

If you are a sole proprietor, LLC, or partnership, you may be asked to complete a Form W-9 for
clients you perform work for during the year. This form lists your business name, address, EIN, and
entity type.

If you are any business entity other than a corporation, you may receive a Form 1099 at year-end
listing income earned from your customers. If you pay non-employee vendors for services performed,
you may have an obligation to issue a 1099 to those businesses.

2026 UPDATE: Beginning with tax year 2026, the reporting threshold for Form 1099-NEC and Form 1099-
MISC rose from $600 to 32,000 (indexed for inflation starting in 2027) under the One Big Beautiful Bill Act
(OBBBA). Separately, the Form 1099-K threshold for third-party payment platforms (PayPal, Venmo, etc.) was
restored to more than $20,000 and 200 transactions, reversing the phase-down to 3600 that had previously been
scheduled. You are still required to report all taxable income you receive even if you don't receive a 1099 for it.

6. Tax Filing Types and Deadlines

+ Sole proprietor or Single-Member LLC — Schedule C, due with your personal return (April 15).
« Partnership — Form 1065, due March 15.

+ S Corporation — Form 1120-S, due March 15.

+ C Corporation — Form 1120, due April 15.

When a due date falls on a weekend or federal holiday, the deadline moves to the next business day.
Each shareholder or partner will receive a Schedule K-1 from the entity, and the income will flow
through and be taxed on their personal return.




7. Tax Deductions

As a business owner, you may qualify for tax deductions not available to employees. Since the 2018
Tax Cuts and Jobs Act (TCJA), employees are no longer able to deduct unreimbursed miscellaneous
business expenses; that suspension was made permanent by the One Big Beautiful Bill Act (OBBBA),
signed July 4, 2025. Here are a few common self-employed deductions:

e Home Office Deduction

e Self-Employed Health Insurance

e Vehicle Use

e Internet and Phone

e Travel (for business purposes)

e Meals (50% limitation generally applies)
e Interest on Business Loans

e Publications and Subscriptions

e Continuing Education

o Start-Up Costs

e Rent

e Advertising

e Insurance

e Retirement Plan Contributions

e Office Supplies

e Computer Equipment and Bonus Depreciation

Keep in mind that expenses must be ordinary and necessary to conduct your business.

2026 UPDATE: The Qualified Business Income (QBI) deduction under IRC § 1994 — allowing eligible owners
of sole proprietorships, partnerships, S corporations, and certain LLCs to deduct up to 20% of qualified
business income — was made permanent by the OBBBA rather than expiring after 2025. Starting in 2026, a new
83400 minimum QOBI deduction applies to taxpayers with at least $1,000 of qualified business income who
materially participate in the business, and the income phase-in ranges were expanded (to 875,000 for single
filers and $150,000 for joint filers). The OBBBA also permanently restored 100% bonus depreciation for
qualifying property placed in service after January 19, 2025, and raised the SALT itemized-deduction cap to
840,000 (from $10,000) for many taxpayers below certain income thresholds. These provisions can
meaningfully affect year-end tax planning — ask your tax professional how they apply to your specific situation.




8. Financial Statements

You need to prepare financial statements to monitor the progress of your business. Establish a
statement of your assets and liabilities, and review your cash flow statement to determine where your
money is going. These are important tools so you know how your business is performing, and you'll
need these statements for tax preparation and to provide to banks for financing.

Profit and Loss (Income Statement) — An ongoing report that shows your income and expenses for
a period of time. The statement designates a specific period (month, quarter, year) to show income
earned during that time (revenue) and expense transactions paid by the business.

Balance Sheet — Shows your assets and liabilities at a specific point in time.

Cash Flow Statement — Shows where your cash went. Many small businesses find themselves
wondering how they made a profit yet have no cash — this statement shows where cash went for
expenses, loan paydowns, or owner withdrawals.

Budget — A statement of projected revenue and expenses for a given period (month, quarter, year).
It's helpful to project a budget so you know what you need to earn to cover expenses and achieve your
desired profit.



Definitions

Revenue — Money you earn from providing a service or selling a product.
Cost of Goods Sold — The costs directly associated with the product or service you are selling.

Gross Profit — Revenue minus cost of goods sold — the profit the company makes before deducting
operating expenses.

Operating Expenses — All other expenses necessary to conduct business, such as rent, utilities,
telephone, and advertising.

Operating Profit — Profit from operations before considering tax obligations or other unrelated
income or expenses.

Net Profit — The bottom line — what you actually made after deducting all expenses.
Net Loss — The bottom line when total expenses exceed revenue.

Fixed Assets — Large items purchased that have a value over a stated threshold (commonly $500—
$2,500, depending on your industry and capitalization policy).

Depreciation — The expense that writes off a fixed asset's cost over its useful life.
Journal Entry — The term accountants use for recording transactions on the books.
Liquidity — The degree to which you can convert your assets into cash.

Assets — Cash, accounts receivable, and amounts owed to the business.

Liabilities — Debts owed by the business.

Equity — The difference between your assets and liabilities.

What Are My Next Steps?

Before conducting a substantial amount of business, determine what bookkeeping method you will
use.

Get a plan together with your professional. Don't wait until the end of the year or tax filing time to
assess your tax situation — meeting with your professional for tax planning and estimating is one of
your best investments.

Understand your business and how to reach your goals. Then go out there and succeed!

DON'T WISH FOR IT! WORK IT!

AM Accounting and Tax Services LLC
Alice Zaganczyk Peterson, MS, CPA

We have over 29 years of experience helping small businesses achieve their goals of success!
www.amaccountingonline.com | info@amaccountingonline.com | (414) 231-9138

This material is being provided for informational purposes only and is not intended to provide any advice or tax planning
under any circumstances.



