Is Your Side Income Taxable?
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Freelance writing, weekend deliveries, tutoring, and online sales can provide welcome extra
income. But when money starts coming in, taxes deserve a place in your plans.

Income from side work is generally taxable—even when the work is occasional or you never
receive a tax form. How you report it depends on whether you are running a business, pursuing a
hobby, or selling personal belongings. The IRS explains the tax responsibilities of gig workers.

Is It a Hobby or a Business?

The distinction involves more than how many hours you work. A weekend activity can be a
business, while a time-consuming pastime may remain a hobby.

The IRS considers several factors, including whether you operate in a businesslike manner, keep
accurate records, and make changes to improve profitability. Your intent to earn a profit matters,
along with the facts supporting that intent.

For example, occasionally selling surplus strawberries from your garden differs from regularly
growing produce for customers, tracking expenses, and adjusting prices to earn a profit. No
single fact settles the question.


https://www.irs.gov/businesses/small-businesses-self-employed/manage-taxes-for-your-gig-work

Hobby income generally belongs on Schedule 1 with your federal return. Most sole proprietors
report business income and expenses on Schedule C. Hobby activities do not receive the same
expense treatment as businesses, and hobby losses cannot offset wages or other income. Review
the IRS’s hobby-versus-business guidance.

Selling Your Old Belongings Is Different

Clearing out a closet does not automatically make you a business owner.

Suppose you paid $200 for a chair and later sold it for $80. You generally have no taxable gain,
but you cannot deduct the loss on a personal item. If you sell a personal possession for more than
its cost, the gain is generally taxable.

Regularly buying merchandise for resale can be a business activity with different reporting
requirements.

Keep records of purchase prices, selling prices, and selling expenses. A payment platform’s
Form 1099-K reports payments; it does not determine your taxable profit. See the IRS guidance
on online sales and Form 1099-K.

Understand Income Tax and Self-Employment Tax

For a business, the amount customers pay you is only the starting point. Subtract allowable
business expenses to determine your net profit.

If your freelance work brings in $3,000 and you have $800 in deductible business expenses, your
net profit is $2,200 before other tax calculations.

Self-employment tax helps fund Social Security and Medicare. You generally must file a federal
return if your net earnings from self-employment are $400 or more, even if the work is part
time. Income tax may also apply.

That $400 threshold is not a tax-free allowance. Income below it can still be reportable, and other
filing requirements may apply. Read the IRS’s guidance for gig workers.

Claim Legitimate Business Expenses

Deductible business expenses generally must be ordinary and necessary for your work.
Depending on the activity, they may include:

 Supplies, materials, and shipping costs.
 Advertising and payment-processing fees.

* Business software and relevant professional subscriptions.
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* Qualifying business transportation.
« Equipment, subject to applicable deduction or depreciation rules.

If an expense serves both personal and business purposes, only the eligible business portion is
deductible. Keep receipts and records explaining how each expense relates to your work. The
Schedule C instructions explain business income and deductions.

A home office has additional requirements. Generally, the space must be used regularly and
exclusively for business and meet other qualifying conditions. Working occasionally at the
family dining table does not automatically qualify. Review the IRS’s home-office rules.

Plan for Taxes During the Year

The estimated-tax threshold concerns tax owed, not the amount of side income you earn.

Individuals generally need to consider estimated payments when they expect to owe at least
$1,000 after withholding and credits. Exceptions and rules based on current- or prior-year tax
payments can affect whether a penalty applies.

Use Form 1040-ES to work through the calculation. Estimated payments generally follow four
payment deadlines during the year.

If you also receive wages, increasing withholding through Form W-4 may cover the additional
tax. Review your estimate as earnings change, and set aside part of each payment so tax season
brings fewer surprises. The IRS explains estimated taxes and withholding options.

Keep Records From the Start

A simple spreadsheet can track money received, business expenses, and amounts reserved for
taxes. Compare your records with any tax forms you receive, and resolve discrepancies before
filing.

Remember that payment does not have to arrive as cash. If you exchange professional services
for goods or services, the fair market value received is generally taxable. IRS Publication 525
explains taxable and nontaxable income.

Side income can help you pay down debt, build savings, or develop a business. Keeping clear
records and planning for taxes helps you understand how much of that extra income you can
actually spend.
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