
ACCOUNTING BASICS FOR A NEW LLC 
 

Receipts For Purchases: Keep all receipts. Write 

on the back of the receipt what the receipt is for 

(supplies, marketing, etc.) and for what job the 

items were purchased (if applicable). 
 

Payments From Clients: Photocopy the client 

check(s) and attach the deposit slip to the copies. 
 

Time Tracking: Keep track of your time spent. 

Job specific (job name) and non-job specific 

(admin, marketing, etc.) 
 

Quarterly Net Federal Income Tax Deposits: 

Estimated Tax Deposits are due April 15, July 15, 

September 15, and January 15. Each deposit 

should be ¼ of your estimated annual NET 

income for the year.  For beginning LLCs, I 

recommend you deposit 20% of your previous 

quarter’s income.  Deposits are made to the IRS 

through https://www.eftps.com/eftps/. 

 

Please note that each State has their own tax filing 

requirements.  Check your State’s Department of 

Revenue website for their rules. 

 

EMPLOYEE TAXES 
 

Although many new LLCs do not yet have 

employees, it is helpful to be aware of the tax 

liabilities involved once the company grows 

enough to hire additional staff.  Employees must 

have Federal withholding, State withholding, 

Social Security Tax, and Medicare Tax deducted 

from their pay. In addition, the employer matches 

the SSI and Medicare deductions.  These 

deductions are deposited to the IRS on a quarterly 

basis (unless the IRS instructs otherwise) through 

the E.F.T.P.S. system using Form 941 

(Employer’s Quarterly Federal Tax Return). 

E.F.T.P.S. is located at 

https://www.eftps.com/eftps/. 

You will also be responsible for Federal and State 

Unemployment payments. 
 

FROM THE IRS WEBSITE 
 

“Beginning January 1, 2006, certain employment 

tax filers will be able to file the new Form 944 

(Employer’s Annual Federal Tax Return) once a 

year rather than filing Form 941 (Employer’s 

Quarterly Federal Tax Return) four times a year… 

New employers who expect to owe $1,000 or less 

in total annual employment tax (approximately 

$4,000 or less in annual wages) also are eligible 

to file Form 944. These employers can indicate 

their estimated tax amount when applying for 

their EIN (Employer’s Identification Number) on 

Form SS-4. The IRS will notify the employer to 

file either Form 944 or Form 941 in the same 

notice indicating the taxpayer’s new EIN… 

Employers who do not receive a letter and believe 

they are eligible to file the new Form 944 can call 

the IRS at 1-800-829-0115 to find out if they 

qualify.” 

LLC TAXES 

Unlike a corporation, an LLC is not considered 

separate from its owners for tax purposes. Instead, 

it is what the IRS calls a "pass-through entity," 

like a partnership or sole proprietorship. This 

means that business income passes through the 

business to the LLC members, who report their 

share of profits -- or losses -- on their individual 

income tax returns. Each LLC member must 

make quarterly estimated tax payments to the 

IRS. 

While an LLC itself doesn't pay taxes, co-owned 

LLCs must file Form 1065, an informational 

return, with the IRS each year. This form, the 

same one that a partnership files, sets out each 

LLC member's share of the LLC's profits (or 

losses), which the IRS reviews to make sure LLC 

members are correctly reporting their income. 

Understanding Small Business 
Tax Deductions 

You can reduce your business taxes by deducting 

most of what you spend. 

How tax savvy a businessperson you are has a great 

effect on how much money is in your pocket at the 

end of the year. You probably know that the tax 

code allows you to deduct costs of doing business 

from your gross income. What you are left with is 

your net business profit. This is the amount that gets 

taxed. So knowing how to maximize your 

deductible business expenses lowers your taxable 

profit. To boot, you may enjoy a personal benefit 

from a business expenditure -- a nice car to drive, a 

combination business trip/vacation, a retirement 

savings plan -- if you follow the myriad tax 

rules. The balance of this article deals with how the 

IRS decides when an expense is deductible. 

Ordinary and Necessary Expenses 

We won't burden you with a lot of tax code sections, 

but hear us out on this one. Section 162 is the 

cornerstone for determining the tax deductibility of 

every business expenditure. Here are the first 35 or 

so words: 

Internal Revenue Code § 162. Trade or business 

expenses. (a) In general. There shall be allowed as 

a deduction all the ordinary and necessary expenses 

paid or incurred during the taxable year in carrying 

on any trade or business... 

Section 162 goes on -- and on -- but the important 

part is that expenses must be "ordinary and 

necessary" or they can't be deducted. However, the 

tax code doesn't define either "ordinary" or 

"necessary." Luckily, in many cases a legitimate 

business expense under Section 162 is obvious (for 

instance, office equipment and supplies are clearly 

deductible). 

Pubs and regs. In some cases, such as outlays for 

travel, the IRS provides specific instructions for 

determining whether or not an expense is "ordinary 

and necessary." This is often done through various 

IRS publications ("pubs") and regulations ("regs”). 

 
 



Court decisions. When a specific expense hasn't 

been mentioned in Section 162 or in publications or 

regulations, federal courts have tried to figure out 

what Congress intended and apply it to a particular 

set of facts. The legal consensus is that "ordinary 

and necessary" refers to the purpose for which an 

expense is made. For instance, renting office space 

is ordinary and necessary for many business folks, 

but it is neither unless it is actually used in running 

a business. "Ordinary" has been held by courts to 

mean "normal, common, and accepted under the 

circumstances by the business community." 

"Necessary" has been taken to mean "appropriate 

and helpful." Given these broad legal guidelines, it 

is not surprising that some folks have tried to push 

the envelope on "ordinary and necessary" business 

expenses, and the IRS has pushed back. Sometimes 

a compromise is reached, and sometimes the issue is 

thrown into a court's lap. 
Example 

Mr. Henry, an accountant, deducted his yacht 

expenses, contending that because the boat flew a 

pennant with the numbers "1040," it brought him 

professional recognition and clients. The matter 

ended up before the tax court. The court ruled that 

the yacht wasn't a normal business expense for a tax 

professional, and so it wasn't "ordinary" or 

"necessary." In short, the yacht expense was 

personal and thus nondeductible. (Henry v. CIR, 36 

TC 879 (1961).) 

The laugh test. Tax professionals frequently rely on 

the "laugh test": Can you put down an expense for 

business without laughing about putting one over on 

the IRS? In the example above, the tax court 

laughed the accountant and his yacht out of court. 

Large Expenses 

Because the IRS knows that people don't 

intentionally overpay for anything, amounts paid 

aren't usually questioned. However, IRS auditors 

sometimes object to expenditures deemed 

unreasonably large under the circumstances. While 

the tax code itself contains no "too big" limitation, 

courts have ruled that it is inherent in Section 162. 

For example, it might be reasonable for a multi-state 

apparel company to lease a jet for travel between 

manufacturing plants, but not for a corner deli 

owner to fly to New York to meet with her pickle 

supplier. 

Personal Expenses 

The number one concern of the IRS when auditing 

business deductions is whether purely personal 

expenditures are being claimed as business 

expenses. For instance, you can't deduct the cost of 

commuting to work, because the tax code 

specifically says this is a personal, not a business, 

expense. Ditto with using the business credit card 

for a vacation or cruising the beach in the company 

car. Because such shenanigans are common, IRS 

auditors are ever watchful. Fortunately, you can 

often arrange your affairs -- legally -- in a way that 

lets you derive considerable personal benefit and 

enjoyment from business expenditures. 

Be careful if you deal with relatives. An IRS 

auditor will look askance at payments to a family 

member or to another business in which your 

relatives have an ownership interest (in tax code 

parlance, these are termed "related parties"). An 

auditor may suspect that taxable profits are being 

taken out of your business for direct or indirect 

personal benefit in the guise of deductible expenses. 

For example, paying your spouse's father, who is in 

prison, $5,000 as a consultant's fee for your 

restaurant business would smell bad to an auditor. 
http://www.nolo.com/article.cfm/objectID/B407A867-3EE5-410F-

8718C78B2EF698D6/111/277/235/ART/ 

 

We also suggest reading “Deductions Your Small 

Business Shouldn’t Miss” – this article has a link on 

our website at 

http://virtualofficegoddess.com/Links.html 

This information was provided as a courtesy by The Virtual Office 

Goddess, LLC. The articles, information and advice provided are 

for general information purposes only and are not substitutes for 

legal counsel or financial services. The information provided is 

accurate to the best of our knowledge, and we are not liable for 

any omissions or incorrect information. It is the responsibility of 

the reader to verify any legal information with appropriate 

professionals. If you need specific or financial assistance, we 

recommend that you contact an attorney or accountant. 

 

 

 

 

 

 

 

 
 

Why hire a mere mortal 

when you have access to a Goddess? 
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