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Record keeping
Two essential financial statements

How am | doing? Did | make a profit?
How come it's so hard to figure out?
Taxes
The “hidden” tax on the 1040
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Income Statement
Panorama (over time)
Bottom line is Net Income (or Loss)

Balance Sheet

Snapshot (one date)

Bottom line is Assets vs Liabilities 2
What | own vs what | owe ‘/
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Income Statement for 2006

Income
Piano lessons @ $ 825.00
Interest Income $ 5.00

Total Income $ 830.00
Expenses
Sheet music $ 65.00
Mileage $ 32.00
Rewards $ 15.00
Total Expenses $ 112.00
- Net Income $ 718.00
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Balance Sheet November 30, 2006
Assets (what | own)
Checking Account $
Savings Account $ -
Accounts Receivable $

Liabilities (what | owe)
Accounts Payable $ -

s (Net Worth (Assets-Liabilities) $ 68.00
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Profit = Income - Expenses
Profit is not the balance in your checking account!
Why not?
- Unrecorded expenses (mileage)
- Shared personal & business expenses (telephone)
- Income still to come (accounts receivable)
- Bills you still owe (accounts payable)
- Inventory and Cost of Goods Sold (COGS)
- Owner's draw ($$ you draw out as the owner).if
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Phil does web design and earns a profit of $6,000.
Phil owes:

Self Employment tax ($6000 - $400)*15% = $848
Federal Income tax = $59
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Know the “condition of your flock”

- Don’t spend what you don’t have

- Don't spend because it's a write-off

Be brave-ask questions
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Understanding Taxes
www.irs.gov/app/UnderstandingTaxes

360 Degrees of Financial Literacy (American
Instutute of CPAS)

www.360financialliteracy.org
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