
 

Q&A from SCORE LIVE Webinar: Last Minute Secrets to Slash Your Taxes 

and Keep More of What You Earn! 

Presented by Dominique Molina of Certified Tax Coach 
 

1. I just started my business in 2012 and have not paid quarterly taxes. I have a lot of deductions 

this year and probably will end up with only $10,000 after those deductions. I was advised 

that I can pay what I LOL tax time and that it was okay that I missed quarterly tax payments. Is 

that the case? 

 

Withholding is the mechanism to make today's tax system work. That's because most of us don't 

actually write the checks for the tax we pay. Withholding saves time, and eliminates paperwork, 

collects taxes regularly and timely, and verifies that we report all of the wages paid to us. When 

you own a business, withholding does not take place as there is not a salary to withhold from. 

Estimated taxes are the alternative for those with no employer to withhold throughout the year. 

The rules require you to estimate your total bill, divide it by four, and send quarterly checks to 

the IRS. As with withholding, you owe specific percentages by specific dates or you'll owe 

interest on what you should have paid. For the 2013, those requirements are: 

22 1/2% by April 15, 45% by June 17, 67 1/2% by September 16, and 90% by January 15, 2014. 

There is a safe harbor method, however, that you can use to pay amounts different from the 

percentages listed above.  You can base your quarterly estimated tax payments on your 

previous year tax. This works especially well if your previous year’s tax was low or nothing. In 

your specific example, you estimate that your business income will be approximately $10,000. 

So long as you pay in at least 90% of the tax that is due, or an amount equal to your previous 

year’s tax, you may not be subject to penalties or interest. Use of the Safe Harbor Method of 

making your estimated tax payments requires careful proactive planning. It is best to work with 

your Certified Tax Coach to help guide you in what is needed to be paid to avoid penalties and 

interest. 

 

2. Can I include for tax purposes all expenses even before I register the business? 

 

Congratulations on starting a new venture!  If your new business incurred expenses before you 

were technically "open for business," some of these expenses can be written off as soon as you 

are operational. Basically, you are in startup mode during the development and planning phase 

of your business. As soon as you are operational (either open for business or conducting 

transactions), your costs are considered to be the expenses of an operating business. If you 

started your business in 2012, had start up costs of $50,000 or less, and incurred start up and/or 



 

organizational expenses after October 22, 2004, you can deduct up to $5,000 in business start 

up costs on your 2012 tax return. The remainder of your start up expenses can be amortized 

evenly over 180 months, beginning with the month the active business begins. Tax law used to 

require you to proactively elect to claim start up expenses when you process your tax return. 

However in 2011, a new tax law was issued that automatically assumes you will make the 

election, if you are entitled to do so. 

 

3. What is a family credit? 

 

Federal income tax rates top out at 39.6%. This may seem high but federal estate and gift taxes 

start at 40% for estates of $5.25 million or more. This makes avoiding estate tax at least as high 

a priority as avoiding income taxes for most affluent families. Once you add up the gross value 

of all assets you own at your death, you are allowed to subtract what's called a" unified credit 

exemption equivalent," or family credit.  This credit is designed to eliminate taxes on estates 

below a certain amount.  The amount of the unified credit exemption is $5.25 million for the 

year 2013.  If your net worth is sufficient to subject your estate to tax, consider working with a 

Certified Tax Coach to implement legal strategies to eliminate or reduce this tax for your heirs. 

 

4. Can you go into more detail of the foreign tax? Is this for expats or Americans having 

businesses on foreign soil? 

 

The United States taxes citizens and resident aliens on all income earned worldwide, including 

earned income and investment income. However, you have several ways to avoid US tax on 

income already taxed by a foreign country. If you're working in a country with lower taxes than 

here in the US, you may wind up paying less than you would here, even if you earn more abroad 

than you would for the same work in the States.  You can claim the foreign tax credit for taxes 

you pay to foreign governments. File form 1116 to claim the foreign tax credit. You'll report the 

credit on line 47 of Form 1040. There's even an IRS publication for US citizens and resident 

aliens abroad. You can find it at IRS.gov.  Just search for Publication 54. 

 

5. What qualifies as an educational expense? 

 

Saving for college can be harder than saving for retirement! The clock starts ticking the day your 

child is born, and the closer college draws, the less risk you can take. Credits are available for 

parents (if they claim a student as a dependent) or students (if they can't be claimed as 

someone else's dependent). The credits are available for qualified tuition and related expenses 

incurred for the taxpayer, the taxpayer's spouse, or  the taxpayer's dependent who is an eligible 

student at a qualified educational institution.  In general, qualified expenses do not include 

room and board, books (required for enrollment), student health fees, or transportation. 



 

6. I received disability in 2012, can I claim the attorney fees on my tax return? 

 

Legal expenses are deductible as miscellaneous itemized deductions on Schedule A of Form 

1040, subject to the 2% of adjusted income floor, if they are paid or incurred for the production 

of income or for the management, conservation, or maintenance of income producing property. 

 

7. How do you maximize tax savings if you are subject to AMT? 

 

Alternative minimum tax (AMT) is a parallel tax designed to prevent "the rich" from using 

regular deductions to avoid tax entirely.  The best strategy in developing a super tax plan is to 

begin with a tax plan specific to AMT.  Once you've done this, you can begin creating your tax 

plan for ordinary income tax. 

 

8. I have heard the home office deduction gets tricky when you try to sell the house for example 

and so it is not worth doing.  What is your opinion? 

 

Home offices may be the most misunderstood deduction available. Taxpayers fear they raise 

audit flags. But home offices can save thousands in tax. And it's easier than ever to qualify. 

When you sell your home, you'll have to report any depreciation you claimed or could have 

claimed after May 6, 1997 as "unrecaptured section 1250 gain."  You can still claim the $500,000 

tax – free exclusion for home office space unless it's a "separate dwelling unit."  Taxpayers who 

view the home office deduction as not worth taking miss out and waste money on taxes they 

don't have to pay. 

 

9. Can the missing family employment strategy also apply to live – in significant others? 

Spouses? Or just children? 

 

"Allowance" and other financial aid you extend to your children, grandchildren, or even parents 

and other family members is a deductible business expense if you pay them to perform bona 

fide work for your business and pay them reasonable compensation for that work. Your family 

employee's work should be directly related to your business. Hiring family members to help 

work in your business also lets you establish employee benefit programs such as a medical 

expense reimbursement plan, education assistance plan, and retirement plans. 

 

10. Do you have to earn a minimum amount of money to take advantage of medical deductions? 

Can you have more than one job? 

 

Surveys show that rising healthcare costs are Americans biggest concern. If you pay for your 

own health insurance, you can deduct it as an adjustment to income on page 1 of form 1040 if 



 

you are self-employed. If you itemize deductions, you can deduct unreimbursed medical and 

dental expenses on schedule A, if they total more than 10% of your adjusted gross income. But 

most of us don't spend that much.  There are alternative ways to deduct much more of your 

out-of-pocket medical expenses. Check with your Certified Tax Coach to find out which 

strategies will benefit you most. 

 

11. Are there deductions for travel? 

 

Travel costs are deductible for trips you take on behalf of your trade or business. You are 

considered to be traveling when you're away overnight or long enough to need to sleep. Want 

to write off weekends? You can treat them as business days if they fall between business 

appointments or you stay over (before or after your business) to qualify for airline "Saturday 

stay" discounts. 

 

12. It is my understanding the IRS is looking at 80% wage to 20% profit in an S – Corp until you 

reach a reasonable wage. Is this true? 

 

S corporations offer advantages in allowing the owners to reduce self-employment 

tax.  Corporate profits are passed through to the owners on their personal returns and taxed as 

ordinary income, but not subject to self-employment tax. You still have to pay yourself a 

reasonable salary. Otherwise, the IRS can recharacterize your dividend as wages and impose 

employment tax. "Reasonable compensation" varies from industry to industry, so be sure you 

can justify the salary you choose.  The IRS does not look at percentages in evaluating reasonable 

compensation, but they will look at documentation you provide to justify the salary you choose. 

Choose wisely! 

 

13. Can I deduct childcare even though my business is not making any money yet? 

 

Daycare costs you pay on behalf of your dependent children or adults so that you can work or 

look for work may qualify for the dependent care credit or for pre-tax reimbursement through a 

dependent care flexible spending account (FSA). 

 

If your business is not yet making money, it will be essential for you to document the time you 

spend working in your business. This will be required if you have to prove your deduction. 

 

14. I'm really scared. I have a cleaning business in New York for four years now and this is the first 

that I am hearing of self-employment taxes. How do I get more information about this and will 

I have to pay employment taxes for previous years? 

 



 

It sounds like you are running your business as a proprietorship.  This is a business you operate 

yourself, in your own name or trade name, with no partners or formal entity. You remain 

personally liable for business debts. You report income and expenses on your personal return 

and pay self-employment tax on your profits. Proprietorships are generally used for startups and 

small businesses with no employees in industries with little legal liability. There are several good 

publications made available for free from the IRS. Visit www.IRS.gov and search for Publication 

334, Tax Guide for Small Business. Publication 583, is also good. It is called Starting a Business 

and Keeping Records. If your business made a profit in previous years, you should look into filing 

an amended return to pay the employment taxes that you owe. 

 

15. If I have a hobby business in retirement should it still be filed under a business rather than 

personal income? 

 

If you're new in the business, your income is low, or if you operate part-time, you need to know 

how to protect your tax breaks from the hobby loss rule. You might still be able to deduct hobby 

losses if your hobby is sufficiently related to your business to treat both as a single activity. You 

need to show a genuine link, though. The key is to prove that you started the business with the 

intent to make a profit. You don't need to expect it, but you do need to intend it. If you profit in 

3 of the previous 5 years, the IRS presumes you have that necessary intent.  But you don't have 

to show a profit at all if you don't make one! You can lose money year after year, and still prove 

your business intent by operating in a businesslike manner. In one recent case, a cattle farmer 

lost money for 24 years and still proved a profit motive! 

http://www.irs.gov/

