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The US Small-Business
Tax Handbook
Every entity, every deduction, every legal strategy — explained in plain English, with
the numbers worked out, so you keep more of what you earn.

The complete guide to legally paying the lowest tax the law allows — written by practicing tax
professionals, not lawyers writing for lawyers.
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For every owner who ever signed a return
they didn't understand — and decided that

this year would be the last time.
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How to Use This Book

Nobody reads a tax book cover to cover, and you don't need to. Here is the
fastest route to what you came for.

If you're starting a business, read Part 1 (how the system works) and Part 2
(choosing your structure), then use the decision tree in the workbook section.
Those hundred-odd pages will save you from the expensive mistakes that are
hard to undo later.

If you already run a business, go straight to Part 4 (deductions and credits)
and Part 5 (the strategy chapters). Part 5 is the heart of this book — the legal
strategies that separate business owners who pay the sticker-price tax rate
from  those  who  pay  the  lowest  rate  the  law  allows.  Skim  the  chapter
summaries first; each one tells you whether the chapter applies to you.

If you have employees, sell products, or operate in more than one state, Part
6 covers the taxes that catch growing businesses by surprise — payroll, sales
tax, and the multi-state rules that changed dramatically in the last decade.

If a letter from the IRS brought you here, take a breath and go to Part 11. Most
IRS letters are routine, most problems have a defined process, and knowing
the process is most of the protection.

If  you're  thinking  about  selling  your  business  or  passing  wealth  to  your
family, Parts 8 and 9 cover the two biggest tax events of most owners' lives —
events where planning a year or two ahead is routinely worth six figures.

Three features run through every chapter.  Worked examples in gold boxes
show the actual arithmetic — if a strategy is worth $11,000, you'll see the eleven
thousand  dollars  computed,  not  asserted.  Common  mistakes boxes  flag
where real  people actually  go wrong,  drawn from decades of  cleaning up
after those mistakes professionally. And each chapter ends with a summary
and  action  items —  the  whole  chapter  compressed  to  what  you  should
actually do.
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One  promise  about  honesty:  this  book  tells  you  when  a  popular  strategy
doesn't work, when a "loophole" you saw online is actually a trap, and when
the right answer is  to hire a professional.  A tax book you can trust  on the
exciting ideas has to be trustworthy on the boring warnings too.

A NOTE ON THE NUMBERS

Dollar figures in this edition — brackets, limits, thresholds — are the official 2026 tax-year amounts
unless a different year is stated. Most are adjusted annually for inflation. The tables in the back of
the book collect the key numbers in one place; when in doubt, verify the current year's figure at
irs.gov or with your tax professional.
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P A R T  1

Foundations: How the US Tax System
Actually Works

Before the strategies, the machine. This Part explains how American taxes actually
work — the different taxes you pay, who runs the system, and the vocabulary that
makes the rest of this book (and every conversation with an accountant) suddenly
make sense.

The US Small-Business Tax Handbook • by CPA Cloudbooks • cpacloudbooks.com — p. 12



Chapter 1. The Machine: How Your Money Becomes Their
Money

1.1 The taxes you actually pay

Most  business  owners  think  "taxes"  means  income  tax.  In  reality,  you're
standing under several separate spigots, and the strategies in this book work
by turning different ones down. Here's the full set.

Federal  income  tax is  the  big  one  —  a  progressive  tax  on  your  taxable
income,  with rates from 10% to 37% in  2026.  "Progressive"  means the rates
apply in layers: crossing into the 32% bracket does not mean all your income
is taxed at 32%, only the dollars above that line. This single misunderstanding
causes  more  bad decisions  than  any  other  in  personal  finance  — people
turning down income, refusing raises, or fearing that "a big year will push me
into a higher bracket" as if the bracket reaches backward. It never does.

WORKED EXAMPLE — HOW BRACKETS ACTUALLY WORK

Sarah is single and has $105,700 of taxable income in 2026 — exactly at the top
of the 22% bracket. She's offered a project that pays $10,000 more. Her fear: "it'll
push me into the 24% bracket." The reality: only the new $10,000 is taxed at 24%
($2,400). Every dollar she already earned keeps its old rate. Her total tax rises
from about $17,700 to about $20,100 — she keeps $7,600 of  the new $10,000.
There is no income level, anywhere in the bracket system, where earning more
money  leaves  you  with  less.  (There  are  a  few  benefit  phase-outs  that  can
create  that  effect  —  we'll  flag  them  when  they  appear  —  but  the  brackets
themselves never do it.)

Self-employment and payroll taxes fund Social Security and Medicare, and
for many small-business owners they're bigger than income tax. Employees
split 15.3% with their employer (7.65% each) on wages up to $184,500 (2026),
plus 2.9% Medicare above that with no cap, plus a 0.9% additional Medicare
tax at high incomes. Self-employed people pay both halves themselves — the
full 15.3% — which is why a freelancer netting $80,000 often owes more in self-
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employment  tax  than  income  tax,  and  why  Chapter  21's  S  corporation
strategy exists.

Capital gains tax applies when you sell something for more than you paid.
Hold it more than a year and the gain gets preferred rates — 0%, 15%, or 20%
depending on your income, far below ordinary rates. Hold it a year or less and
it's taxed like ordinary income. A great deal of tax strategy is simply moving
income from the ordinary column to the long-term capital gains column, or
timing sales so gains land in low-rate years.

The net investment income tax (NIIT) adds 3.8% on investment income once
your  income  passes  $200,000  (single)  or  $250,000  (married  filing  jointly).
State and local taxes add their own layer — anywhere from zero (nine states
have no general income tax) to over 13% (California) — and Part 7 shows why
your state matters as much as your strategy. Payroll taxes as an employer,
sales tax as a seller, and property tax as an owner round out the set; Parts 6
and 10 cover them.

1.2 The number that actually matters: your marginal rate

Two rates describe your situation. Your  effective rate is total tax divided by
total income — interesting for cocktail parties. Your marginal rate is what the
next dollar earns or the next deduction saves — and it's the only number that
matters for decisions. A $10,000 deduction is worth $2,400 to someone with a
24%  marginal  rate  and  $4,600  to  someone  at  37%  plus  state  tax.  Every
strategy in this book should be run against your marginal rate, which includes
federal,  state,  and  —  for  business  income  —  often  self-employment  tax
stacked together. When this book says a move "saves $X at a 35% rate," that's
the arithmetic being done.

1.3 How money flows through the year

The  US  runs  a  pay-as-you-go  system.  Employees  prepay  through
withholding; business owners prepay through quarterly estimated payments
(April 15, June 15, September 15, January 15). The annual return you file in April
isn't when you pay your taxes — it's when you settle up, reconciling what the
year actually produced against what you sent in. Get the prepayments close
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and April  is  boring;  ignore them and April  brings a penalty  that  works like
interest on a loan you didn't know you took. Chapter 12 shows the safe-harbor
rules that make the whole issue manageable with one calculation a year.

COMMON MISTAKES TO AVOID

Confusing a refund with winning. A big refund means you overpaid all year —
an interest-free loan to the government. The goal is paying in almost exactly
what  you  owe.  Treating  the  April  deadline  as  the  payment  deadline. For
business  owners,  the  real  payment  deadlines  are  quarterly;  April  is  just  the
reckoning.  Making  decisions  on  the  effective  rate. Deductions  and  extra
income live at your marginal rate — always compute there. Believing bracket-
phobia. More income always leaves you with more money after tax.

C H A P T E R  1  —  S U M M A R Y  &  A C T I O N  I T E M S

You  pay  several  distinct  taxes  —  income,  self-employment/payroll,  capital
gains,  NIIT,  state  —  and  strategy  means  knowing  which  one  a  given  move
reduces.  Brackets  are  layers,  not  cliffs;  only  your  marginal  rate  matters  for
decisions; and the system collects as you go, not in April.

Compute your combined marginal rate (federal bracket + state rate + 15.3%
SE tax if it applies to your next dollar of business profit). Write it down; you'll
use it throughout this book.

Check last year's return: did you owe a penalty on line 38 (Form 1040)? If yes,
Chapter 12 is your first stop.

If you got a refund over $3,000, adjust your withholding or estimates — that's
your money working for someone else.

Chapter 2. The Players: IRS, States, Courts, and Your Rights

2.1 Who's who

The  Internal  Revenue  Service administers  federal  tax  law  —  it  processes
about 260 million returns a year, and the overwhelming majority of its contact
with  taxpayers  is  automated:  computers  matching  the  W-2s  and  1099s  it
receives against what you reported, and mailing letters when the numbers
disagree.  Understanding that  the  IRS  is  mostly  a  giant  matching machine

• 

• 

• 
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explains most of its behavior: report everything that gets reported about you,
and the machine stays quiet. The IRS does not write the law — Congress does
that in the Internal Revenue Code; the  Treasury Department fills  in details
with  regulations;  and the  courts (Tax  Court,  where  you  can dispute  a  bill
before paying it; district courts and the Court of Federal Claims if you pay first
and sue for a refund) referee disputes. Each of the fifty states plus DC runs its
own parallel system with its own agency, rules, and audits — and the states
share information with the IRS, so a federal audit adjustment ripples to your
state automatically.

2.2 Your actual rights

The Taxpayer Bill of Rights is real and practical. The ones that matter most in
practice: the right to representation — you never have to face the IRS alone; a
CPA, enrolled agent, or attorney with a power of attorney can handle every
interaction, and (as Part 11 explains) usually should; the right to challenge the
IRS's position and be heard — nearly every proposed bill comes with appeal
rights  and  deadlines  printed  on  the  notice,  and  meeting  those  deadlines
preserves  enormous  leverage;  the  right  to  pay  no  more  than  the  correct
amount —  including  interest  and  penalty  rules  the  IRS  itself  gets  wrong
sometimes; the right to finality — the time limits in Chapter 14 that close old
years  forever;  and  the  right  to  a  fair  collection  process  —  the  IRS  cannot
simply empty your bank account tomorrow; a defined sequence of notices
and hearing rights (Chapter 40) stands between a tax bill and your assets,
and every step has a deadline that protects you if you act and expires if you
don't.

KEY POINT

The system runs on deadlines in both directions. The IRS has deadlines to assess
and collect; you have deadlines to respond, appeal, and claim refunds. Nearly
every horror story you've heard involves someone ignoring mail. The single most
protective  habit  a  business  owner  can  have  costs  nothing:  open  every
government  envelope  the  day  it  arrives,  and  calendar  the  deadline  printed
inside.
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2.3 Who can help you, and how to choose

Three credentials can represent you fully before the IRS: CPAs (state-licensed,
broad financial training), enrolled agents (licensed by the IRS specifically for
tax),  and  attorneys (necessary  when privilege matters  — serious  disputes
and anything with  criminal  shading).  Uncredentialed preparers  can fill  out
returns but can't represent you and are — statistically — where most preparer
fraud lives; if a preparer won't sign the return they prepared, walk out. What to
look for: year-round availability (a tax strategy conversation in November is
worth  ten  in  April),  experience  with  your  entity  type  and  industry,  and  a
philosophy conversation — ask "how do you think  about  gray areas?"  and
listen. You want someone who takes every position they can defend and none
they can't; the preparer who promises the biggest refund in town is describing
their  client's  audit  exposure,  not  their  skill.  This  book  will  make  you  a
dramatically better consumer of professional advice — you'll  know what to
ask, what things should cost, and when the answer you're getting is lazy — but
for entity elections, sales of businesses, audits beyond correspondence, and
everything in Parts 8 and 9, it works best alongside a professional, not instead
of one.

COMMON MISTAKES TO AVOID

Ignoring IRS mail — deadlines expire and options vanish; the letter is almost
never as bad as the imagination.  Hiring on refund promises. Using a ghost
preparer who won't sign.  Calling the IRS unprepared — have the notice, your
return, and specific questions; better, have your representative call.  Assuming
the  state  knows  nothing —  federal  and  state  systems  talk  to  each  other
constantly.
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C H A P T E R  2  —  S U M M A R Y  &  A C T I O N  I T E M S

The  IRS  is  mostly  a  matching  machine;  Congress  writes  the  law;  states  run
parallel  systems  that  share  data  with  the  feds.  You  have  real  rights  —
representation, appeal, finality — and they all run on deadlines that reward the
person who opens the mail.

Set up your IRS online account at irs.gov — you can see your balance,
payments, and transcripts in minutes, and verify any letter's legitimacy.

If you don't have a tax professional, interview two before you need one.
November, not April.

Adopt the envelope rule today: government mail gets opened same-day
and deadlines get calendared.

Chapter 3. The Vocabulary: Twenty Terms That Unlock
Everything

Tax  law  is  easier  than  it  looks  once  you  hold  about  twenty  concepts.
Everything  else  in  this  book  builds  on  these;  come  back  to  this  chapter
whenever a later page feels dense.

Gross income is everything you receive from any source — the law starts from
"it's  all  taxable"  and  works  backward  through  exceptions.  Adjusted  gross
income  (AGI) is  gross  income  minus  a  favored  list  of  "above-the-line"
deductions  (retirement  contributions,  half  of  self-employment  tax,  HSA
contributions, student loan interest). AGI matters beyond the tax it computes:
dozens of benefits, credits, and surcharges phase in or out based on it, which
is why strategies that reduce AGI punch above their weight. Taxable income
is AGI minus either the standard deduction ($16,100 single / $32,200 married
for 2026) or your  itemized deductions (state and local taxes up to the cap,
mortgage interest, charity, big medical bills) — whichever is larger. About nine
in  ten  households  now  take  the  standard  deduction,  which  changes
charitable and mortgage math in ways Chapter 26 exploits.

A deduction reduces the income being taxed — worth its amount times your
marginal rate. A credit reduces the tax itself, dollar for dollar — which makes a

• 

• 

• 
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$1,000 credit worth two to four times a $1,000 deduction. When you have a
choice, you almost always want the credit. Refundable credits can push your
tax below zero and generate a check; nonrefundable ones stop at zero.

Basis is what you have invested in something for tax purposes — usually what
you paid, adjusted over time. It's the quiet hero of tax planning: when you sell,
you're taxed on price minus basis, so every dollar of basis you can document
is a dollar that escapes tax. Keep records like basis matters, because it does
—  home  improvements,  reinvested  dividends,  capital  you  put  into  your
business.  Depreciation spreads  the  cost  of  long-lived  business  property
across years as deductions (though Chapter 17 shows that current law lets
most  equipment  deduct  immediately);  it  also  reduces  basis,  setting  up
recapture —  the  rule  that  claws  back  depreciation  deductions  at  sale,  at
ordinary-ish  rates.  Depreciation  is  usually  a  good  deal  anyway;  it's  a
deduction now for tax later, and "now" is when your money compounds. And
basis  has one magnificent  quirk:  the  step-up  at  death — inherited assets
reset their basis to market value, erasing a lifetime of taxable gain. This one
rule reorganizes all of Part 8.

Ordinary income vs. capital gain is the character question: wages, business
profit,  interest, and rent are ordinary (up to 37%); sales of investments held
over a year are long-term capital gains (0/15/20%). Realization is the trigger:
gains are generally taxed only when you sell, not as things grow — which is
why  "buy,  hold,  borrow  if  needed,  and  die  with  the  step-up"  is  the  tax
description of how much old wealth works, and why timing sales is a strategy
at every wealth level.  Withholding and estimated payments you know from
Chapter 1. Filing status (single, married filing jointly, married filing separately,
head of household) sets your brackets and standard deduction — head of
household  is  the  commonly-missed  one  for  single  parents  supporting  a
household.

Pass-through  taxation means  a  business's  profit  lands  on  its  owners'
personal  returns  without  an  entity-level  tax  —  sole  proprietorships,
partnerships, LLCs, and S corporations all work this way, and the profit is taxed
whether or not you take the cash out (the "phantom income" surprise every
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Y O U ’ V E  R E A D  T H E  F R E E  S A M P L E

Keep going — 500+ pages are
waiting.

The full handbook covers every entity, every deduction, and
every legal strategy — with the arithmetic worked out in dollars,

chapter summaries, action items, and a complete workbook.

Get the full 2026 edition:
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