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Hobby Income

If you have income from sources other than your main job,
how do you know whether it’s income from a business or
hobby? The distinction between the two makes a big differ-
ence in your taxes. Look at the following nine factors when
making the determination. Do you:

1. Operate in a businesslike manner? Do you keep accurate
books and records? If so, you are more likely to have a
business than a hobby.

2. Have expertise in the area or hire experts? If you have
expertise or hire an expert, this is evidence of a business,
rather than a hobby.

3. Devote a significant amount of time and energy to the
activity? The more time you spend on the activity, the
more likely it’s a business.

4. Expect that assets increase in value? If so, then it is
likely a business.

5. Have other, similar businesses? If you have several
similar activities that you treat as businesses, this
activity will likely be treated that way too.

6. Have a history of profits? Too many years of losses
increases the likelihood that an activity is a hobby.

7. Have large profits? If you make large profits, it is
more likely a business.

8. Have other substantial income or capital from other
sources? If so, that is an argument for hobby treatment.

9. Get personal pleasure or recreation from the activity? If
you participate in the activity for fun, hobby treatment
is more likely.
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Your hobby income is taxable, but hobby expenses are
limited; you can only deduct the cost of goods sold (the cost
that you incur in acquiring or manufacturing your product).
For example, if your hobby is making jewelry, the cost of
goods sold would include the beads and other products that
you purchase to make the jewelry, but not the equipment
you use to make the jewelry.

You aren’t on your own figuring this out. Come see me to
walk through these factors, and I'll help you make the right
determination for your tax situation.

Tax Notes

The CARES Act has a lot of little things that you can take
advantage of:

»  Over the counter drugs and feminine hygiene products
can be paid for with your HSA.
Taxpayers who have outstanding tax debts will have
liens or levies suspended, and new delinquent accounts
will not be sent to collection at this time.

+ Distributions from retirement accounts will not incur
the 10% penalty for certain taxpayers.

» Taxpayers can take an above-the-line charitable deduc-
tion for up to $300 in qualified cash donations.

»  HDHPs can pay for COVID-19 related care without
jeopardizing their status.

Tax Due Dates

+ April and June estimated tax payments due - July 15
+ Individual and C corporation income tax return
due - July 15

Quote Corner

“We hold these truths to be self-evident, that all
men are created equal, that they are endowed
by their Creator with certain unalienable rights,
that among these are life, liberty, and the
pursuit of happiness.”

~ Declaration of Independence



