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Tax basics for earners in the ‘sharing economy’

The sharing economy might enable you to put a
little extra cash in your pockets in your spare
time, or it could be your primary source of
income. Either way, earning money through
ridesharing, homesharing, “tasking” or
performing any other paid peer-to-peer (P2P)
service will have an impact on your tax situation.

What many people who participate in the
sharing economy don’t realize is that, in most
cases, the money you earn is taxable. Because of
that, there are steps you should take before
earning your first dollar that will help you report
your income accurately, take advantage of all
the deductions (which reduce the amount of
your tax liability) you may be entitled to and
avoid an unpleasant surprise when you file your
tax return.

Your tax preparer is always the best person to
turn to for information about what records to
keep and how to minimize your taxes. But if you
don’t have a steady tax preparer or you want to

Tracking income and expenses

Typically, all that the sharing economy intermedi-
aries—the companies that own the “platforms”
that participants use to connect and transact—
will tell you about taxes is to consult with your
tax preparer. But by that time, you will probably
already have earned money and missed the
opportunity to start off on the right foot.

Earnings: The sharing economy is primarily
based on apps (the platform through which you
connect with customers and get paid), and these
apps generally do a pretty decent job of track-
ing your earnings. But it's a good idea to keep
your own records in case the app fails in some
way (i.e., loses your data) or the company folds.

complete your tax returns on your own, here are
some tips and guidelines.

This guide, while not tax advice, will help you
understand what tax considerations you should
be aware of as you take advantage of the
sharing economy.

You should also keep track of any payments not
made through the app.

If you earn a certain amount, you—and the
IRS—should receive a form from the business or
individual that paid you reporting this (see the
“Income and deductions” section below for
more information). If you don’t hit the threshold
for payment reporting—$600 for certain types
of income, and more than $20,000 and over 200
transactions for other types, in tax year 2020—
the company or individual that paid you does
not have to send you a form (though it might
choose to), and your only record of your earn-
ings could be the app’s calculation and/or the
one you keep yourself.



Expenses: It's important to keep close track of
your expenses because you may be able to
reduce the amount of tax you pay by reporting
them on your tax return. The expenses you can
deduct from your taxable income—and should,
therefore, track—depend on how you earn your
income. For example, someone who makes
money by driving for Uber or Lyft would track
auto-related expenses. Someone who earns
money by renting out a room in their home
through Airbnb would track the costs of provid-
ing and maintaining that space. And someone
who delivers things or does tasks for others
might track things like gas, mileage, tools and
supplies. All of these workers might track things
like cell phone expenses, app fees (if any) and
accounting software costs.

Here are examples of the types of expenses you
should track if you earn your income driving
your car, having guests in your home or provid-
ing your labor. There might be others—always
be on the lookout for deductible expenses!

Types of expenses you can take on IRS Schedule C

Ridesharing

® Mobile phone/wireless service (portion used for
business)

* Gas

* Mileage (see Note 1)

e Cleaning

® Repairs and maintenance

e Tolls

e | icense/registration

® [nsurance

¢ Depreciation (see Note 2) (annual allowance
for the wear and tear and deterioration of assets/
property being used for business purposes)
Homesharing

e Cleaning

e Furnishings and supplies

® Repairs

® Insurance

e Utilities

¢ Depreciation

* Mortgage interest (or a portion) (see Note 3)

2 Expenses. Enter expenses for business use of your home only on line 30.

8 Advertising. . . . . 8
9  Car and truck expenses (see
instructions). . . . . 9
10  Commissions and fees 10
11 Contract labor (see instructions) | 11
12 Depletion . . . . . 12
13 Depreciation and section 179
expense deduction (not
included in Part Ill) (see
instructions) . 13
14 Employee benefit programs
(other than on line 19). 14
15  Insurance (other than health) 15
16 Interest:
a Mortgage (paid to banks, etc.) | 16a
b Other T 16b
17 Legal and professional services 17

18
19
20
a
b
21
22
23
24
a
b

25
26
27a

Office expense (see instructions) 18
Pension and profit-sharing plans 19
Rent or lease (see instructions):

Vehicles, machinery, and equipment | 20a
Other business property 20b
Repairs and maintenance . 21

Supplies (not included in Part lll) . | 22
Taxes and licenses . A [
Travel, meals, and entertainment:

Travel . : 24a
Deductible meals and

entertainment (see instructions) 24b
Utilities TR e
Wages (less employment credits). | 26
Other expenses (from line 48) . 27a
Reserved for future use . 27b
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Information you'll need to collect in order to take car expenses

Information on Your Vehicle. Complete this part only if you are claiming car or truck expenses on line 9

and are not required to file Form 4562 for this business. See the instructions for line 13 to find out if you must

file Form 4562.

43  When did you place your vehicle in service for business purposes? (month, day, year) ™ / /

44  Of the total number of miles you drove your vehicle during 2016, enter the number of miles you used your vehicle for:

a Business

45  Was your vehicle available for personal use during off-duty hours?

46 Do you (or your spouse) have another vehicle available for personal use?.

47a Do you have evidence to support your deduction?

b If “Yes,” is the evidence written?

Tasking
* Supplies, tools, etc.
e Costs of travel required for tasks

Track anything you think might be deductible—
you can confirm the deductibility of an expense
with your tax adviser or tax software later. In
addition to keeping track of the amount of your
expenses, keep receipts and other proof of
them as well.

Note 1: Ridesharing apps only track mileage
driven while a passenger is in the vehicle, not
miles driven between passengers, which are also
deductible; you'll need to track these miles on
your own. (Learn about tools for doing this in
Digital Trends’ “The best mileage apps for small
businesses in 2021": https://www.digitaltrends.com/
mobile/best-mileage-apps-for-small-businesses/.) Miles
driven from your home to your first client and
from your last client back home aren’t deduct-
ible. Also, when claiming deductions for busi-
ness use of your car, you have to choose be-
tween claiming the actual expenses or using the
standard mileage deduction set by the IRS.
Depending on whether you own or lease the car
and which method you start out using, you
might be locked into that method for the dura-
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b Commuting (see instructions)

________________________________ c Other
[]Yes ] No
[]Yes []No
[] Yes  []No
. [JYes []Neo

tion. If you hire a tax preparer, ask him or her to
advise you on the most beneficial method for
your tax situation. Learn more in IRS Topic 510,
Business Use of Car (https://www.irs.gov/taxtopics/
tc510.html).

Note 2: Depending on the type of asset (car,
home or equipment), there are different
guidelines for calculating depreciation, and
some important long-term tax consequences to
be aware of. Learn more in IRS Publication 946,
“How to Depreciate Property,” (https:/www.irs.gov/
pub/irs-pdf/p946.pdf) and TurboTax’s “Depreciation
of Business Assets” (https.//turbotax.intuit.com/tax-
tools/tax-tips/Small-Business-Taxes/Depreciation-of-Business-
Assets/INF12091.html).

Note 3: While you can deduct a portion of your
mortgage interest as a business expense if you
rent out your home or a part of it, you cannot
“double dip,” meaning that the amount of
interest you claim on Schedule E and the amount
you claim on Schedule A can’t total more than
100 percent of the interest you paid during the
year. (Schedules are forms you are required to
prepare and attach to your tax return when you
have certain types of income or deductions.)
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Reducing your taxable
income

The goal of tracking your expenses is to reduce
the amount of business income you have to
report on your tax return. All the expenses that
you can deduct would appear in detail on your
return’s Schedule C. Keep in mind that, when all
the figures are in, you could have a loss (nega-
tive business income), but it can’t be every year.
The IRS has a rule that within the first five years
of your business, you have to make a profit in at
least three of them or the IRS will classify your
business as a hobby.

As a rule, you can deduct expenses that are
both ordinary (com-
mon and accepted for
your type of business)
and necessary (helpful
and adequate for your
business, though not
necessarily indispens-
able). To avoid increas-
ing your chances of an
audit, your expenses
should also be reason-
able for your business.

Some types and
amounts of deductible
expenses are clear-cut—for example, the gas
you purchase to take your paying passengers to
their destinations. Others are not. For example,
how much of your utilities can you deduct if you
live in your home while having paying guests in
just one of the rooms? Is the rent on a storage
unit where you keep tools you use on the job
deductible?

Because you can only deduct expenses related
to actual business use, you might have to run
some calculations to arrive at the correct, allow-
able deduction. For example, if you rented out
your home for 121 days of the year, you could
deduct 33 percent of your annual expenses,
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such as insurance and utilities, plus specific
direct expenses, such as the cost of having extra
keys made or having the home cleaned between
renters.

If you rented out just one room in your home,
the calculation would be more complex. You
would have to first calculate the percentage of
the residence you used as a rental (how many
square feet the rental space is and what portion
that is of the total square footage of your resi-
dence). That percentage is what you would
multiply against every expense applicable to
that particular rented room. Similarly, if you use
your cell phone for both personal and business
purposes (for the most part, sharing economy
platforms run on apps,
so this is a virtually
unavoidable expense),
you must calculate the
percentage of time
you use it for business
in order to deduct a
portion of your wire-
less service bill.

Depreciation is a tax
deduction that allows
you to recover all or
part of the cost of
certain assets used to
make money—Ilike a car you use as a taxi or a
home you rent out. To take a deduction for
depreciation, you must first determine how
much the asset was used for business if it is less
than 100 percent. Because depreciation lowers
the amount of tax you have to pay today by
allowing you to “write down” (and deduct) a
portion of the value of the asset each year over
its estimated “useful life,” you could end up
having to pay more tax when you sell a home
you've depreciated (called “recapture”).

Consult with a tax professional to fully under-
stand what the tax consequences would be if
you were to sell the property.
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Learn more in SFGate's “What Happens When
You Sell a House That You Have Depreciated?”
(http://homequides.sfgate.com/happens-sell-house-
depreciated-41474.html) and “Tax Implications of
Not Charging Depreciation on a Rental
Property” (http:/homequides.sfqate.com/tax-implications-
not-charging-depreciation-rental-property-41748.html).

Income and deductions

You will declare your business income and ex-
penses on Schedule C, Profit or Loss From
Business (https.//www.irs.qgov/uac/schedule-c-form-
1040-profit-or-loss-from-business), when you file your
Form 1040 (https.//www.irs.qov/uac/about-form-1040).

Schedule E, Supplemental Income and Loss
(https://www.irs.gov/uac/about-schedule-e-form-1040), is
used to report income or loss from real estate
rentals. Form 4562, Depreciation and Amortiza-
tion (https://www.irs.gov/uac/about-form-4562), is used
to report depreciation.

“Pass-through businesses,” which include sole
proprietors, contractors, freelancers and sharing
economy earners, who earned less than
$163,300 (single) or $326,000 (married filing
jointly) in 2020 ($164,900 for single filers and
$329,800 for joint filers in 2021) can deduct 20
percent of their net business income from their
total taxable income. Learn more about this new
deduction from your tax adviser. Learn more in
The Balance’s “How Gig Economy Workers Can
Benefit From Tax Reform” (https://www.thebalanc-
esmb.com/tax-reform-benefits-for-gig-economy-work-
ers-4159287).

Independent contractors who earn more than a
certain amount during the year from any single
source should receive certain tax documents
from the payer. For tax year 2020, if you earn
more than $600 in miscellaneous income (for
example, bonuses, referral rewards, etc.), you

should receive a Form 1099-MISC, Miscellaneous

Income (https://www.irs.qov/uac/about-form-1099misc).
And if you receive more than $20,000 and have
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more than 200 transactions through a third-party
payment processor (your fares paid by credit
card through the Uber or Lyft app, or money you
receive through PayPal, for example), you should
receive a Form 1099-K, Payment Card and Third
Party Network Transactions (https://www.irs.gov/
businesses/understanding-your-1099-k). (The IRS will
receive your 1099 information as well, so be sure
to report these earnings when you file your
return or you could trigger a “correspondence
audit.”)

Any forms due to you should be mailed by Feb.
1 of the year after the income was earned. But
even if you do not receive the form(s) or you
earned less than the threshold amount(s), you
still are required to report the income to the IRS.
Underreporting your income can result in penal-
ties and later tax assessments.

Paying your taxes

Since taxes are not deducted from independent
contractors’ pay (withholding) throughout the
year as they are for employees, you could get hit
with a tax bill—and underpayment penalties—
when you file your return if you haven't paid
what you owe throughout the year.

To avoid this scenario, and to comply with IRS
rules, you might have to pay “quarterly estimat-
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ed tax.” As a general rule, if you're an indepen-
dent contractor who expects their tax liability to
be more than $1,000 for the year, the IRS ex-
pects you to make estimated tax payments
throughout the year. It's likely your state tax
authority will require estimated payments as
well.

Use IRS Form 1040-ES, Estimated Tax for Indi-
viduals (https.//www.irs.qov/uac/form-1040-es-estimated-
tax-for-individuals-1), to calculate and pay estimated
taxes. There also are online tools that can help,
such as TurboTax's TaxCaster (https://turbotax.intuit.
com/tax-tools/calculators/taxcaster/).

Your quarterly payments are due April 15, June
15, Sept. 15 and Jan. 15 for the previous three-
month period. (The exact due dates might vary a
bit due to weekends and holidays. You can get
the precise due dates for a particular year at

www.IRS.qov.)

Failure to pay on time can result in a penalty.
You can make estimated payments online via the
IRS Direct Pay tool (https://www.irs.qov/payments/

direct-pay).

For more information, read IRS Publication 505,
Tax Withholding and Estimated Tax (https:/www.irs.
gov/uac/about-publication-505).

Be aware that, in addition to income tax, inde-
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pendent contractors must pay self-employment
tax, which consists of the full amount of Social
Security and Medicare taxes owed (i.e., no
employer match). Learn more at the IRS Self-
Employed Individuals Tax Center (https:/www.irs.
gov/individuals/self-employed).

H&R Block’s “The Six Most Common Tax Prob-
lems For Gig Economy Workers” can prepare
you to avoid problems (https://www.hrblock.com/
tax-center/irs/audits-and-tax-notices/tax-problems-for-qig-
economy-workers/).

Resources

IRS Gig Economy Tax Center (information and
links to forms and publications that are particu-
larly useful for individuals earning income in the
sharing economy)

https://www.irs.qov/businesses/small-businesses-self-
employed/sharing-economy-tax-center

Best Small Business Accounting Software
(PCMag.com) (a comparison of accounting apps
for small businesses)

http://www.pcmaq.com/article2/0,2817,2458748,00.asp

TurboTax (Intuit) (tax tips and videos on a wide
range of tax issues, including those related to
self-employment; also offers user-friendly DIY
online tax preparation software that walks you
through the process step-by-step)

https://turbotax.intuit.com/tax-tools/tax-articles-and-tips/

MyFreeTaxes (United Way) (provides free self-
preparation software, access to a Helpline tax
specialist, and access to additional support
through the IRS Volunteer Income Tax Assistance
(VITA) program)

www.myfreetaxes.com

Taxpayer Advocate Service (an independent
organization within the IRS that helps taxpayers
resolve problems with the agency)

www.irs.qov/advocate / 877-777-4778
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The Rideshare Guy blog provides a wide range
of practical information for Uber and Lyft driv-
ers. Visit the “Taxes” page of the website (under
the “Resources” tab) to access a library of ar-
ticles on tax-related topics for drivers. Presum-
ably, this information will continue to be updat-
ed to reflect changes in IRS requirements and/or
platform practices.

https://theridesharequy.com/

Insuring yourself in the sharing economy
(Consumer Action) (a guide to protecting your-
self when working in the sharing economy)

https://www.consumer-action.org/modules/articles/
insurancesharingecon insuring yourself

A free and comprehensive educational module,
including this publication and the Insuring
yourself in the sharing economy consumer
guide (available in English, Spanish, Chinese,
Vietnamese and Korean), as well as training
materials to be used by community educators, is
available at https://www.consumer-action.org/modules/
module_insurance_sharing_economy.

About Consumer Action

WWW.consumer-action.orq

Through multilingual consumer education
materials, community outreach and issue-
focused advocacy, Consumer Action empow-
ers underrepresented consumers nationwide
to assert their rights and financially prosper.

Consumer advice and assistance: Submit
consumer complaints to https://complaints.
consumer-action.org/forms/english-form or 415-777-
9635 (Chinese, English and Spanish spoken).

About this guide

Consumer Action’s Insurance Education Project
created this guide.
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