Tax Advantages for Interpreters
When Working With an Agency Such as The Language Connection
by Kyle Mercer, CPA
Working as an interpreter can be both rewarding and challenging.  The positive aspects of the work include:
· Helping people.
· Exposure to a wide variety of interesting subject matter.
· Learning about the cultures associated with various languages.
· Enjoyment of working in multiple locations and settings.
As an interpreter, you will want to get your engagements and earn your money in a way that is efficient and profitable (which includes paying as little tax as possible).  Your choice of how to work fall into two basic categories:
· Working as an employee (W2 employee).
· Freelancer (independent contractor or 1099 worker).
Below, we also highlight working as freelancer using the services of an agency such as The Language Connection.
· When we refer to a W2 employee, or a 1099 worker, we are referencing the tax forms used to report earnings to you and to the IRS for tax purposes.  Form W2 is used by employers to report their employees’ wages (and the associated payroll tax withholding).  
· Form 1099 NEC is used by any business entity or organization that pays more than $600 to any independent contractor or freelancer.  A copy is sent to the freelancer, and a copy is filed with the IRS.
Let’s compare the various aspects of these two work structures:
	
	W2 Employee
	Freelancer/1099 Worker

	Steadiness of work
	If hired as a full-time employee, work is likely to be constant and steady; however, you may still only work on as-needed basis.
	Work is only available on an as-needed basis.  Interpreter is responsible for finding work through own marketing/networking efforts or through use of an agency/agencies such as The Language Connection.

	Nature of work
	Must take work as assigned by employer.  Continuous work in the same areas may become monotonous and boring.  Interpreter is likely committed to a regular work schedule.
	Interpreter has complete control over his or her schedule.  Is free to accept or turn down any engagements.  Work can be varied in terms of location and subject matter.

	Personal Income Tax
	Employee reports earnings and income taxes withheld as reported on Form W2 on Form 1040.
	Interpreter must attach Schedule C to form 1040.  Schedule C reports all earnings received, as well as deductions for all work-related expenses.  Net income is included in taxable income on form 1040.

	Social Security Tax and Medicare Tax (sometimes referred to as FICA tax)
	Employer withholds Social Security and Medicare Tax from each paycheck.  When paying the withheld taxes to the government, the employer matches the withheld taxes dollar for dollar. 
	The freelancer must report and pay “Self-Employment Tax” on Schedule SE, which is attached to Form 1040.  The net income from Schedule C is multiplied by rate that is approximately equal twice the amount withheld from a W2 employee’s earnings.  This is because the freelancer (as a self-employed individual) is responsible for both the employee’s and the employer’s side of the FICA tax.

	Out of pocket, work-related expenses.  Including, but not limited to:
· Auto mileage (travel to and from engagements).
· Professional education, seminars, workshops, study materials, books.
· Professional dues and subscriptions.
· Computer equipment and related software.
· Telephone expense.
· Marketing/Advertising expenses.
	Out-of-pocket employee expenses are NOT deductible by W2 employees.
	All “ordinary and necessary” expenses are deducted on Schedule C to arrive at the “net earnings from self-employment” reported on Form 1040.

Fees paid to (or withheld by) agencies such as The Language Connection are deductible as an ordinary and necessary business expense. 



One of the first apparent disadvantages we notice for freelancers is the need to pay self-employment tax that is approximately twice as high as the FICA taxes withheld from W2 employees.  An employer/client is well aware that when hiring a freelancer (as opposed to an employee) they will not be incurring the employer’s required match.  Therefore, it is common for them to willingly pay higher rates to a freelancer than they would pay to an employee.
From a tax reduction point of view, the biggest advantage for freelancers is the ability to deduct business-related expenses.  This requires some work in keeping good business records; but, by being well organized and keeping receipts, you will be surprised by how significantly you can reduce your taxable income.
The fees paid to (or withheld by) agencies such as The Language Connection are a deductible business expense.  Working through an agency allows you leverage the agency’s ability to promote your work, while realizing the advantages available to freelance interpreters.
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