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This ebook contains general information only and this information is not to be taken as legal, tax, or financial
advice. You should consult with your attorney and/or tax advisor to get answers to your specific questions.

You make the money. We'll help you keep it.  

There’s a lot to learn - and a lot to do - when you’re self-employed. You’re busy and
don’t have time to dedicate every moment to the tax side of running your business.
That’s why you joined Collective: to make running your business just a little bit easier
and help you keep more of what you earn. 

As a Collective member, you’re now the owner of an S Corp.

We love S Corps, but even we can admit that S Corps are not the most
straightforward business structure.

This guide will walk you through the ins and outs of an S Corp, and help you
understand how they work and how you benefit as an S Corp owner. Yes, we’ll be
talking about taxes … and numbers … and even doing a little math. But we promise
we’ve broken it down in a way that’s easy to understand.

You’ve got this. Let’s jump in.

INTRODUCTION

"Being an S Corp has made me feel extra legit. It's the real-world, tangible
expression of my pivot from sole freelancer to agency operator over the last

couple of years.” 
 

Garrett Oden, Collective Member



SELF EMPLOYED TAXES

When you’re self-employed, there are two types of taxes you pay: income tax and
self-employment tax.

Taxes self-employed people pay

Employee vs Self employed taxation
Employees also pay into their Social
Security and Medicare through payroll
taxes. Payroll taxes are 15.3% (yup, just
like self-employment tax), but there’s
one key difference: When you’re an
employee, your employer pays half of
your payroll taxes (7.65%) and you pay
the other half (7.65%).

When you’re self-employed, you pay the
entire 15.3% yourself.

Revenue - Expenses = Net Income
+ Net Income = Profit
- Net Income = Loss 

What’s profit? 

Income tax
Income tax is what most people think of
when they think of paying taxes.
Whether you’re an employee or self-
employed, you’ll likely need to pay
income tax. How much you pay is based
on your tax bracket, which ranges from
0% to 37%.

Self-employment tax
Self-employment tax, which is 15.3%,
goes toward your Social Security and
Medicare; 12.4% pays into your Social
Security and 2.9% pays in Medicare.

How you’re taxed when you’re 
self-employed
Sole proprietorships, partnerships, and
LLCs are pass-through entities, which
means the profits or losses from the
business “pass-through” to the owner’s
tax return. Unlike C Corps, which pay
corporate taxes, pass-through entities
don’t pay taxes. Instead, their owners
pay taxes on the profit through their
personal tax return.

15.3%

12.4%
Social
Security 

2.9%
Medicare

You Pay

Employer
Pays

7.65%

15.3% 15.3%

7.65%

You Pay
15.3%

EMPLOYEE SELF EMPLOYED
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S CORP BASICS
What's an S Corp?

“An S Corp is a tax
vehicle that enables my

business to do its thing.” 
 

Matthew Silverman,
Collective Member

Fun fact: S Corps aren’t actually a legal structure; they’re a tax election. Um,
what? Let’s back up a bit ....

The IRS assigns every business structure a default tax treatment … which is just a
fancy way of saying that the IRS decides how each business structure is taxed.

Single-member LLCs are automatically taxed the same as sole proprietors unless
they ask otherwise. That’s where the S Corp election comes in.

You can ask the IRS to tax your single-member LLC as an S Corp, which means
that the IRS won’t tax you under the rules of a sole proprietorship. Instead, they’ll
tax you under the rules of an S Corp (which we’ll talk about later).
 

Single-member LLC as an LLC
Single-member LLC electing to be taxed as an S Corp as an S Corp

To keep things simple, we refer to:
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Remember pass-through entities? Well, S
Corps are also pass-through entities, which
means the business doesn’t pay taxes.
Instead, the owner pays tax on 
the profits.

But what about self-employment tax? This
is where S Corps shake things up: S Corp
owners don’t pay self-employment tax on
the business’s profits. They only pay
income tax on the profits.

That’s the best thing ever!

However - there’s a catch (isn’t there
always?). S Corp owners are required to
pay themselves a “reasonable
compensation” through payroll, and your
employee wages are subject to payroll tax.

Payroll tax is 15.3% of your employee
wages. Yes, that’s the same amount as
self-employment tax. Yes, it still goes
toward your Social Security and Medicare.

Basically, you pay the equivalent of self-
employment tax, but only on your
employee earnings.

There’s more. Remember this?

As an S Corp, your business - which is
technically your employer - pays
7.65% of your payroll taxes (and
writes that off as a tax deduction),
while you, the owner, pays the other
7.65%. And remember, you only pay
this tax on your employee wages.

What about income tax?
As the owner of an S Corp, the profits
from the business pass through to you
and become part of your personal
income. Your employee wages also
become part of your personal income.
You’ll pay income tax on both.

HOW S CORP OWNERS
ARE TAXED

Profit

Owner's tax return

S Corp Revenue

ExpensesSalary

Profit Salary

Taxable Income

You pay
15.3%
payroll tax

No self-
employment
tax- Whoo hoo!

15.3%

You Pay

Employer
Pays

7.65%

7.65%
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S CORP TAX SAVINGS

Let’s say you’re a sole proprietor or single-member LLC with $150,000 in profit.
Here’s how much you could save with an S Corp.

How much you can save with an S Corp

You’ll notice that your taxable personal income is the same. You earn the same
amount, but save more than $15,000 in taxes!

S Corp Savings

$15,350

$150,000

$50,000

$50,000

$7,650

$100,000

$150,000

Profit (pre-owner
wages)

Owner wages

Subject to self-
employment or
payroll taxes (15.3%)

Sole Proprietor or
single-member LLC

$150,000

$0

$150,000

$23,000Total taxes

Pass-through profit

Taxable personal
income

$150,000

$150,000

The more you earn, the more you save. 
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This graph is for illustrative purposes only and is not intended to be a substitute for consultation with a tax advisor.
Calculations are based on average estimated tax savings of an S Corp compared to pass-through entities.



S CORP TAX SAVINGS

Collective can help you calculate your reasonable
compensation. We help S Corp owners set their salary, 

and get up and running with payroll.

 “Forming an S Corp
has allowed me to

save more on taxes.
That's extra money I
can reinvest into my
business to grow it.” 

 
Delyanne Barros,

Collective Member

At this point, it’s obvious that S Corps are pretty awesome when it comes to tax
savings. But with great tax savings, comes great responsibility (thanks Spiderman),
and you’ll need to pay yourself a reasonable compensation through payroll. So,
what’s considered reasonable? 

The truth is this: Reasonable compensation is based on facts and circumstances
instead of set standards. The amount varies, but usually shakes out to be 35% to
45% of your net revenue. However, no matter what number you come up with, you
should consult your tax professional on an appropriate range to set your annual
salary.

How much should you pay yourself?
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S CORPS ARE MORE THAN
TAX SAVINGS

When you form an S Corp, you get a lot of tax perks, but you also upgrade yourself to
be the CEO of an official company. You are now running a business, and your business
is paying you a salary for all the hard work you do. Trust us! When that first paycheck
lands in your account, it will feel pretty great.

Not only that, but as the owner of an S Corp, you have more options when it comes to
retirement savings, health insurance, and reimbursing yourself for your home office
and business mileage. Your business now has a new job: to take care of you.

“Forming an S Corp has
leveled up my mindset to

think on a bigger scale
because I'm running more

than just a business. I'm
running a company!” 

 
Nikki Venus, 

Collective Member
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HOW COLLECTIVE 
CAN HELP!

Collective is the first online back-office platform designed for self-employed people.
We handle S Corp formation, taxes, accounting, bookkeeping, compliance, and more.

Each Collective member has their own accounting and tax team who help you set up
your payroll and bookkeeping tools, file your business and personal tax returns, and
are available year round to answer your tax and bookkeeping questions.

With a dedicated finance team and tools built for your success, you’ll run your
business confidently knowing that our tax advisors have your back, no matter what.

Get started by seeing how much you could save on your taxes with an S Corp and
Collective. Use the code COPYMARTIN and receive 1 month free at Collective.

Use this link to get started and estimate your tax savings. 
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Estimate your 
tax savings!

https://collective.com/promo/COPYMARTIN
https://collective.com/promo/COPYMARTIN
https://collective.com/promo/COPYMARTIN
https://collective.com/promo/COPYMARTIN



