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All hobby income is taxable, but most expenses are not deductible.

9 factors IRS uses to determine business or hobby: profit motive, business-like manner, expertise, time, prior success, history of income, occasional profit, other sources of income.

Taxes Forms for writers

Income: top portion of Schedule C of Form 1040. Include royalties on Schedule C, even though Schedule E has “royalties” in its title!  Sales of books on line 1.

Expenses on Schedule C Part II. Get Tax Deductions for Writers ebook at TaxesForWriters.com
Special Tax Rules for Writers

Startup expenses: Deduct as incurred (losses every year) or accumulate them and deduct when you sell your book (max $10,000 in first year, then spread over 180 months)

Research expenses: Can deduct research expenses as incurred. Used to deduct research expenses as the books were sold (silly idea!).
Cost of goods sold. This price you paid to purchase your own books. Deducted as you sell the books, not when you buy a pile of inventory.

Tax Tips

Get an EIN (Employer Identification Number) from IRS.gov

Use a separate checking account

The IRS doesn't email. Watch for scams and viruses. The IRS only sends letters or phone calls.

Tax software can lie to you. It's only as good as the data input.

If you do prepare your own tax return, get it reviewed by a CPA at least every three years. You can amend a tax return up to three years after the filing due date.

Sales Tax:

Nexus: A physical presence in a state such as a store, sales reps, trade show, sometimes affiliates. If you do not have a physical presence in a state, you do not have to collect sales tax from customers in that state.

So far, a website does not create nexus in a state, but legislation may change that (Marketplace Fairness Act). You can stay up to date on the status of sales tax legislation at MarketplaceFairness.org or SalesTaxChanges.com.
Sales tax exemptions: You do not have to charge sales tax on sales to resellers, government agencies and schools, nonprofits (but that varies by state), out of state sales (i.e., no nexus)

Sales tax on digital books: A list of current state taxation of digital goods is available http://www.taxrates.com/blog/2013/08/27/taxing-the-ebook/  
Contact Carol Topp, CPA for a business consultation at Carol@TaxesForWriters.com or 513-290-4730
