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 The consequences of not planning

 Expenses

 Income

 Cash flow

 Accounting software

 End-of-year analysis

 Resources

What if you don’t plan?

 Unpleasant tax surprises

 Rate too low

 Cash flow problems

 Forgetting to save for time off, new 
equipment/software, and retirement



Expenses: Stuff

 Amount to allocate

 Expense categories
 Cost of goods sold

 Advertising

 Bad debts

 Auto expenses

 Commissions & fees

 Depreciation (software) and 
Section 179 (hardware and furniture)

 Insurance

 Legal and professional services

 Office expenses

 Rent or lease equipment

 Repairs and maintenance

 Supplies

 Licenses

 Travel, meals, and entertainment

 Utilities

 Wages

 Other (education, STC dues)

 Home office

Expenses: Taxes

 Types
� Federal taxes

� Social security

� State taxes

 Amount to allocate

 Paying estimated taxes

Expenses: Time Off

 Amount to allocate

 Include vacation, holidays, sick time, 
marketing time

 What to pay yourself for time off



Expenses: Retirement

 Amount to allocate

 Types of plans
� Roth IRA

� SEP-IRA

� Keogh plan

Expenses: What’s left for you?

 Amount to 
allocate

Salary

Federa l Taxes

Socia l Security

State Taxes

Expens esTim e Off Retirem ent

What’s left: Sample Comparison

Consulting        Employment

Fed Tax 18% 18% (varies)

Soc Sec 15.3% 7.6%

State Tax 5% 5% (varies)

Retirement 11% 11% (varies)

Time Off 4% n/a

Expenses 10% n/a

Total : 63.3% 41.6%      

Remaining: 36.7% 58.4%



Income types

 Contract income (1099)
� hourly

� project-based

 Employment income (W-2)

Rate setting methods

 Calculate based on amount you want to 
make and expected expenses

 Rule-of-thumb based on equivalent salary

 Charge what the market will bear

Cash flow

 Bills typically paid Net 30

 Project-based bids often paid 1/3 up front, 
1/3 midpoint, 1/3 end

 Accumulate cash flow buffer



Accounting software

 Quickbooks

 Quicken / MS Money

 Spreadsheet for budget categories
� http://www.silcom.com/~yvonne/consult

 TurboTax (or similar)

Category spreadsheet example

2000 Transactions

Fed Tax Percent 0.18 Categories H Hourly Pay
Soc Sec Percent 0.153 P Project-based Pay
State Tax Percent 0.048 W W-2 based Pay
Retirement Percent 0.132 F Pay Fed Tax
Time Off Percent 0.04 S Pay Soc Sec
Expenses Percent 0.109 C Pay State Tax
Salary Percent 0.35 I Deposit to retirement fund
Total 1.012 V Vacation Days

E Expenses
Vacation pay 120 R Reimbursed expense

T Transfer pay to reg checking

Totals---------------------------------------------------------------
Date Description Category Amount Hours Rate Gross 

Income
Net 
Income

Total 
Hours

Fed Tax 
Total

Soc Sec 
Total

State Tax 
Total

Retirement 
Total

Time Off 
Total

Expenses 
Total

Pay 
(current)

01/01/1998 Balances carried over B 0 0 0.00 0.00 0.00 0.00 0.00 0.00 0.00
01/15/1998 ACME payment 1 H 3000 60.00 50 3000 3000 60 540.00 459.00 144.00 396.00 120.00 327.00 1050.00
01/16/1998 Salary T 1050 3000 3000 60 540.00 459.00 144.00 396.00 120.00 327.00 0.00
01/30/1998 Beta project P 2000 20.00 100 5000 5000 80 900.00 765.00 240.00 660.00 200.00 545.00 700.00
01/31/1998 Salary T 700 5000 5000 80 900.00 765.00 240.00 660.00 200.00 545.00 0.00
02/14/1998 Vacation - Valentines V 120 5000 5000 80 900.00 765.00 240.00 660.00 80.00 545.00 0.00
02/15/1998 Expenses (checks 101-110) E 550 5000 4450 80 900.00 765.00 240.00 660.00 80.00 -5.00 0.00
02/28/1998 W-2 payment from agency W 1500 50.00 30 6500 5950 130 920.00 765.00 212.00 858.00 140.00 158.50 686.50
03/01/1998 Salary T 686.5 6500 5950 130 920.00 765.00 212.00 858.00 140.00 158.50 0.00
03/11/1998 ACME reimb for printing R 20 6500 5970 130 920.00 765.00 212.00 858.00 140.00 178.50 0.00
04/15/1998 Fed Tax Payment F 773 6500 5970 130 147.00 765.00 212.00 858.00 140.00 178.50 0.00
04/15/1998 Fed Tax Surplus out F 147 6500 5970 130 0.00 765.00 212.00 858.00 140.00 178.50 0.00
04/15/1998 Soc Sec Payment S 600 6500 5970 130 0.00 165.00 212.00 858.00 140.00 178.50 0.00
04/15/1998 Soc Sec Surplus out S 165 6500 5970 130 0.00 0.00 212.00 858.00 140.00 178.50 0.00
04/15/1998 State Tax Payment C 212 6500 5970 130 0.00 0.00 0.00 858.00 140.00 178.50 0.00
04/15/1998 SEP-IRA payment I 858 6500 5970 130 0.00 0.00 0.00 0.00 140.00 178.50 0.00

End-of-year analysis

 Federal tax / total household income (unadjusted)

 State tax / total household income (unadjusted)

 Number of billable contract hours

 Gross business income

 Net business income

 Total tax paid (for next year’s estimated tax)

 Expenses / Gross business income

 Retirement savings / Gross business income

 Social security / Gross business income

 Time off taken / Gross business income



Resources

 Budgeting spreadsheet

� http://www.silcom.com/~yvonne/consult

 Peter Kent, “Making Money in Technical Writing”

 Janet Ruhl, “The Computer Consultant’s Workbook”

 CIC SIG e-mail list

Questions?


