	PERSONAL FINANCE
SELF-EMPLOYMENT TAXES: THE GIG WORKER'S SURPRISE
GUIDED NOTES



	Name:  
	Date:  
	Period:  



LEARNING TARGETS
1. Explain why self-employed workers owe extra tax that a W-2 employee does not
2. Apply the LABELED SE tax model (12.4% Social Security + 2.9% Medicare = 15.3%) to calculate SE tax on gig income
3. Explain why gig workers make quarterly estimated tax payments instead of having tax withheld
4. Calculate how deducting ordinary and necessary business expenses lowers SE tax owed on NET profit

SECTION 1
The Gig Worker's Surprise
What the Gig Worker Expected
A gig worker's 1099 income is reported on a Form 1099-NEC that freelance workers receive instead of a               -2, so no employer withholds tax from their pay.
Because no taxes come out of a 1099 payment, a gig worker can wrongly assume the money in their account is ALL theirs to               .
What Actually Happened
A gig worker owes self-employment tax PLUS regular income               , all at once at tax time.
The reason the bill is a surprise: a 1099 payment has NO tax                from it all year.
SECTION 2
Why the Self-Employed Owe More
Payroll Tax Is Normally Split in Two
PAYROLL TAX (Social Security + Medicare) is normally split between a W-2 employee (about 7.65%) and their               .
A W-2 employee only pays HALF of payroll tax; the                quietly pays the other half.
A Self-Employed Worker Has No Employer
A freelancer / gig worker - a self-employed person paid per job or task (rideshare driving, freelance design) rather than earning a W-2 salary - IS both the worker and the business, so there is no                to cover the other half.
This is exactly why the self-employment tax rate (15.3%) is                the employee-only payroll tax rate (7.65%).
SECTION 3
The 15.3% SE Tax - A Labeled Model
The SE Tax Rate
The self-employment (SE) tax rate = 12.4% Social Security + 2.9%                = 15.3% total.
SE tax is paid on NET self-employment               , not gross income.
Applying the Model
A self-employed person pays BOTH halves - the full 15.3% - because there is no                to split it with.
THE FORMULA: SE TAX = NET self-employment profit x 0.               (15.3%).
SECTION 4
Same Income, Different Tax Bill
Two Workers, Same $40,000
The W-2 employee pays $40,000 x 0.0765 (employee half) = $              .
The W-2 employee's employer quietly pays another $               on their behalf.
The Self-Employed Worker Pays Both Shares
The self-employed worker pays $40,000 x 0.153 (the full SE tax) = $              .
$6,120 is exactly                $3,060 - because the self-employed worker pays both the employee AND employer shares.
SECTION 5
Quarterly Estimated Taxes
Why Gig Workers Pay Quarterly
With no employer WITHHOLDING - the tax an employer automatically takes out of a W-2 paycheck, which self-employed workers must pay themselves - the IRS expects them to pre-pay tax as they                it.
QUARTERLY ESTIMATED TAXES are payments sent to the IRS                times a year instead of one bill.
Splitting One Bill Into Four
Estimated payments are typically due around April, June, September, and               .
A gig worker who owes $5,508 in SE tax for the year sends the IRS $5,508 / 4 = $               each quarter.
SECTION 6
Deducting Business Expenses
Net Profit
A business expense is an ordinary and necessary cost of doing gig or freelance work - like supplies or mileage - that can be deducted; NET PROFIT = gross income minus these business               .
Gross income is the total amount a freelance worker is paid before business expenses are subtracted; the self-employment tax is calculated on NET profit, not gross               .
The Tax Impact of Deducting
$45,000 gross gig income minus $9,000 in business expenses = $               NET profit.
SE tax on the full $45,000 gross would be $6,885; SE tax on the correct $36,000 NET profit is $              .
SECTION 7
Setting Money Aside
The Rule of Thumb
The set-aside rule of thumb: reserve about 25%-              % of every gig payment for taxes owed later, before you spend any of it.
That range roughly covers SE tax (15.3%) plus a share of regular income               .
Making It Automatic
On a $1,200 gig payment, set aside $1,200 x 0.25 = $               on the low end.
Move the reserve to a SEPARATE savings account the moment you are               .
SECTION 8
Calculate SE Tax on Gig Income - A Worked Example
Applying the Model
On $28,000 NET profit, SE TAX = $28,000 x 0.153 = $              .
Breaking it apart: Social Security portion = $28,000 x 0.124 = $              .
Turning It Into a Plan
Medicare portion = $28,000 x 0.029 = $812; added to Social Security, $3,472 + $812 = $              .
Quarterly payment = $4,284 / 4 = $              .
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