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Introduction
Why does finance have such a bad name?

Truth be told, a lot of creative freelancers don’t like to deal with the 
financial side of their businesses. This aversion to accounting can 
lead to bills stacking up, checking accounts going unbalanced, 
invoices not being sent, and clients not paying. (How could they 
possibly pay you if they don’t know what they owe?) And, worst 
of all, when someone asks how your business is doing, you have 
no idea.

The Math Problem
Why is there so much financial avoidance among freelancers? One 
of the main reasons is because finance involves math. And math 
may not have been your best subject in school.

Part of this problem has to do with the way math has traditionally 
been taught. While you were paying attention, you probably heard 
a lot of talk about “solving for ‘x’.”

Even then, you probably had the sneaking suspicion that adult life 
would not be overflowing with opportunities to solve for ‘x’. And 
you were right. The math you were being taught had very little to 
do with the realities of the workaday world you’d eventually join. No 
wonder you tuned out during math class.

However, your bored nine-year-old self probably missed a lot of 
important math concepts that are useful in the business of free-
lancing. But, here’s the good news: Math is a skill that gets better 
with practice. As you gain experience in dealing with the financial 
side of your freelancing business, you’ll get plenty of mathematical 
practice.
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Watch Out for Those Geniuses
If your childhood experiences in math class didn’t turn you off to 
the world of finance, its “genius” reputation is probably doing that 
to your adult self.

You’ve probably seen all sorts of smart-looking people talking on 
television about what the stock market did or didn’t do that day, or 
which way commodities prices are going.

The number-filled charts that accompany these financial news sto-
ries seem to be coming from another planet. How in the world are 
you supposed to understand them? It doesn’t take long for you to 
conclude that you have to be a mathematical wizard to understand 
this financial stuff. And, you’re not a mathematical wizard.

I know it’s still very early in this book, but permit me to offer a bit 
of advice: Don’t pay much attention to financial news coverage. 
Most of it has very little to do with the day-to-day operation of your 
freelancing business. If I were you, I’d pay more attention to tomor-
row’s weather forecast.

Look, Ma, I Crashed the Economy!
Then there’s the current state of the international economy. Much 
of the blame for the worldwide recession has been placed on the 
financial industry.

Creative people didn’t cause the meltdown, but they sure don’t 
want to be associated with those who did. Which leads some of us 
to stay as far away from that financial stuff as possible. No guilt by 
association for us, thank you very much.

The Math Solution
After saying some not-so-nice things about your mathematical 
education and its relevance to your life, I have good news. When it 
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comes to finance, we’re dealing with addition, subtraction, multi-
plication, and division. Even if math wasn’t your best subject, you 
mastered these four tasks early in your schooling.

As for that “genius” reputation, it’s true that the financial world has 
its own language. It’s a language that many outsiders find difficult 
to comprehend.

However, creative freelancers can learn such terms as “P&L,” 
which is financial-speak for “profit and loss statement,” and under-
stand what their P&Ls are saying about their own businesses. 
Likewise, “cash flow,” which is nothing more than the flow of 
money through a business. And you don’t have to be an economy-
destroying financier to use these terms for the betterment of your 
freelancing business.

So, let’s get started!
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What Exactly is Finance 
for Freelancers?
For the purpose of this book, I’m going to put the following three 
seemingly-synonymous terms under the Finance for Freelancers 
umbrella:

1. Bookkeeping – the day-to-day task of entering transac-
tions such as check writing or recording payments. To do 
bookkeeping, freelancers use accounting software like 
QuickBooks, Sage 50 (formerly Peachtree), or MYOB, or 
online apps such as FreshBooks.

2. Accounting – generating reports from your accounting 
software or online app, studying the numbers on those 
reports, and then making decisions based on those 
numbers.

3. Business Funding – how freelancers generate money to 
start their businesses or keep their business going. Sources 
of funding include savings, loans from family, friends, 
banks, credit cards, and of course, revenue from business 
operations.

Bookkeeping Deja Vu
If you’re like most freelancers, you will find bookkeeping to be the 
easiest task to handle.

Why? Because bookkeeping consists of things you’ve done many 
times before, like writing a check and logging it in a check regis-
ter, balancing your checkbook, or, if you’re selling physical goods 
instead of services, logging the sales of physical items such as 
CDs or artwork.

http://quickbooks.intuit.com/
http://na.sage.com/sage-50-accounting-us/
http://myob.com.au/
http://www.freshbooks.com/
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Add a computer and software to the mix, and you’ll be doing these 
bookkeeping tasks a lot faster than you would by hand. (Hey, they 
don’t call them computers for nothing!)

Making Friends with Accounting
As for accounting, it does have a learning curve. And, to be 
honest, it took me more than a decade to finally make friends with 
accounting.

It’s not that accounting didn’t try to become my friend first. It kept 
coming around my freelance business saying that I needed to deal 
with it. After all, I did need to know how much profit or loss I was 
generating so that I could file an accurate tax return.

So, I hired a bookkeeper to generate quarterly financial reports. 
Then, when tax time rolled around, my bookkeeper generated a 
year-end report for me and my tax accountant.

When it came to avoiding accounting, this system was superb. 
But, there was a problem. The bookkeeper’s reports were seldom 
correct. I had to go through them, line by line, to see which income 
and expense items had been incorrectly logged or omitted. Little 
did I know that my accounting education had already begun.

After nearly a decade of scrutinizing the bookkeeper’s erroneous 
reports, I asked her to teach me how to use the software that she 
used, and she did. Unfortunately, I was never able to wrap my head 
around this software. I don’t know why, but I just couldn’t.

Then, I decided to change tax accountants. The new accountant 
was a tough-as-nails type who tolerated no dissent when it came 
to software. I was to learn how to use her preferred accounting, 
and that was that.

Fortunately for me, it wasn’t the software that I had such trouble 
with earlier. But, I still had to be trained in the proper use of this 
new software. That took seven months.
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The good news is that I can now use the software to get up-to-the-
minute reports on the state of my business. For example, suppose 
a three-month period (call it a quarter) has just ended. So, I pull a 
profit-and-loss statement that compares this year’s results with the 
same quarter of last year. This statement shows that, compared 
to last year, income and profits are up, and expenses are down. I 
should be thrilled, right?

Unfortunately, no.

I’m in one of those situations where I’m making money on paper, 
but I need, cash, baby! Oh-h-h-h, do I need some cash flow. Why? 
Because cash is what I pay bills with.

So, the sequence has been: 

1. Martha generates a quarterly profit and loss statement 
and studies the numbers. As compared to last year, they 
look nice. 

2. Then she takes a quick look at her accounts receivable 
report. Hmmmm, that’s where a lot of the income from the 
first quarter is.

3. A look at that decreasing bank balance confirms her suspi-
cion: A cash flow problem is developing. Time to…

4. … Turn those accounts receivables into payments by col-
lecting what I’m owed. And make more sales!

I’m not the type to wait for some crisis to come along before I start 
hitting the sales prospecting trail. I’m always on that trail, even 
when it takes time for the sales to materialize.

Since this section has taken a “Martha had trouble dealing with 
accounting, she got over it, and now she’s an accounting evan-
gelist!” tangent, let’s go back to the rookie level. How do you get 
started with this accounting stuff? Here are three ways:
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1. Find an accountant or bookkeeper and have that 
person set up your business books. Be sure that you are 
comfortable using the accounting software that is recom-
mended. You may not develop this comfort level right away. 
I sure didn’t. But, over time, it did happen. Be patient with 
yourself.

2. Get training in the use of your accounting software. 
Much of this training will be of the “how to do data entry 
properly” variety, and, trust me, It’s not exactly riveting. 
(Hey, we’re creative professionals; mundane things like data 
entry tend to make us yawn and fall asleep.) Despite your 
boredom, stick with the training, because…

3. … that data you’re learning to enter is yours. It’s based 
on what you’re doing in your business. Much more interest-
ing than a hypothetical classroom exercise, isn’t it? It won’t 
be very long before you’ll be generating reports and thinking 
up ways of increasing profits, controlling expenses, and 
making your accounting reports look better as a result.

Business Funding Basics
Reduced to its simplest terms, business funding means finding 
the money to start your business and keep it going. This funding 
comes from two sources: you and others. That’s it.

I’ll talk more about business funding in Chapter 4. Before we get 
there, let’s look at the basics of bookkeeping and accounting.
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Bookkeeping Basics
Since creative freelancers are already quite used to dealing with 
computers, the notion of adding another software program or 
online service to the mix isn’t terribly intimidating.

The trouble with a lot of computer-based accounting software 
programs is that they’re way too bloated for us. We don’t need 
employee payroll management, sales force monitoring, or inventory 
tracking for thousands of widgets, but there they are. Users of pro-
grams like AccountEdge, Bookkeeper, MYOB, Sage 50 (formerly 
Peachtree), and QuickBooks know this problem quite well.

If you find yourself using one of these programs because your 
best business buddy, the flower shop owner, bought you the latest 
version as a “grand opening of your business” present, use the a 
la carte approach. Ignore the software functions that don’t apply 
to your situation, and focus your attention on the functions that 
do apply.

And what might those primary functions be? Here are the Finance 
for Freelancers Greatest Hits:

1. Invoicing. This one’s in first place because every freelancer 
loves getting paid.

2. Recording payments received for invoiced work, and 
depositing the funds into your bank account.

3. Writing checks or logging electronic payments via online 
services like PayPal. Because the people who do business 
with us also love to get paid.

4. Tracking time spent on projects. If you bill clients by the 
hour, then you’ll need to show a record of what you did for 
them. Time billing will enable you to break your hours and 
projects down to the minute. You can also use time tracking 
to figure out how long jobs take you. This is good to know 
if you’re billing by the project and you’re basing your fee on 

http://accountedge.com/
http://www.avanquest.com/USA/software/bookkeeper-2012-159243
http://myob.com.au/
http://na.sage.com/sage-50-accounting-us/
http://quickbooks.intuit.com/
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the hours worked multiplied by your hourly rate. (More on 
this topic in Chapter 5.)

5. Generating reports, with profit and loss being a special 
favorite.

As mentioned above, there are plenty of software programs that 
include these five among a host of other functions. If you prefer 
a more streamlined approach to your bookkeeping life, online 
apps like Blinksale, Cashboard, Freshbooks, LessAccounting, and 
Simply Invoices omit the bloat and focus on favorite freelancer 
functions like creating estimates, invoicing, and getting paid.

Key Bookkeeping Tasks
Now, it’s one thing to look at a list of functions. It’s another thing to 
actually use them. Let’s go back to that Greatest Hits list and look 
at how to approach them from a bookkeeper’s perspective.

1. Invoicing with accounting software involves choosing the 
appropriate client from your client list and selecting the 
service for which you are billing. If you’ve heard of the term 
“profit centers,” well, those are the billable services of your 
freelancing business. They will be included on your busi-
ness’ Chart of Accounts, which I will explain in a moment.

2. Recording payments is a lot of fun, because who doesn’t 
like to get paid? For this task, you’ll need to find which 
invoice the payment is for, apply the payment to that 
invoice, then prepare your bank deposit. Some software 
programs and online apps will even take things a step fur-
ther and enable the actual deposit.

3. Writing checks by hand can be a real pain. First, you have to 
have legible handwriting to get all the necessary info down 
on a paper check. Then you have to record the check in 
your check register. Ever had a spouse or business partner 
who forgot to do that? Talk about stress!

http://blinksale.com/
http://www.getcashboard.com/
http://www.freshbooks.com/
http://lessaccounting.com/
http://www.simplyinvoices.com/
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 Add a computer to the mix and this stress goes away. From 
your vendor list, you select the company to which you’re 
writing the check, enter the amount and the expense cat-
egory, and boom! The check is automatically recorded. 
Then you print out a professional check that looks like it 
came from one of the big companies. Sign that pretty piece 
of paper and send it to them!

 For logging electronic payments, you go through the same 
process of selecting the appropriate payee from a vendor 
list, entering the amount, and choosing an expense cat-
egory. The only thing that you don’t have to do is print and 
mail a check.

4. Time billing is like having timesheets on steroids. Instead of 
hunting for that piece of paper that shows what you did and 
when, the computer keeps track for you. All you have to do 
is turn on the tracker when you go “on the clock.” When you 
finish the project, you can generate an invoice from your 
electronic timecards.

5. Generating a report — like your monthly profit and loss 
statement — is one of those activities that is keystroke 
simple. Why? Because you’ve already done the hard work 
of entering the data — the invoices, the payments made on 
them, and the checks.

Your Chart of Accounts
The term conjures up images of something truly impressive, 
doesn’t it? Reality is much simpler. A Chart of Accounts is nothing 
more than a list of assets, liabilities, equity, income, cost of sales, 
and expenses that apply to your freelancing business.

The chances are good that you’ve never created a Chart of 
Accounts before. So, I recommend hiring an accountant or book-
keeper who can custom-tailor a Chart of Accounts for you. Here is 
a simplified Chart of Accounts:
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 1-000 Assets (Property that’s used in the operation of your 
business) 

  1-1000 Current Assets

   1-1010 Checking – Your Friendly Local Bank 

   1-1011 Savings – Your Friendly Local Bank 

   1-1020 PayPal (or some other online payment system) 

   1-1030 Accounts Receivable

  1-1500 Fixed Assets

   1-1510 Computers 

   1-1511 Accumulated Depreciation – Computers 

   1-1520 Furniture and Fixtures 

   1-1521 Accumulated Depreciation – Furniture and 
Fixtures

 2-000 Liabilities (Amount that you owe to others)

  2-2020 Accounts Payable

  2-2030 Sales Tax Collected

  2-2040 Notes Payable

 3-000 Equity (Your assets minus your liabilities)

  3-3010 Owner’s Equity 

  3-3020 Draw 

  3-3050 Estimated Tax Payments 

  3-2060 Income Tax Payments 

  3-8000 Retained Earnings 

  3-9000 Current Earnings

 4-000 Income (Your profit centers)

  4-4100 Consulting 

  4-4200 Design 

  4-4300 Writing and Publishing 

  4-4400 Software Application Development



Bookkeeping Basics20

 5-0000 Cost of Sales (What you pay to others in the course 
of doing your work)

  5-5100 Subcontracting

  5-5200 Sales Commissions

 6-0000 Expenses (The costs you incur while being in 
business)

  6-6010 Accounting Fees 

  6-6011 Advertising/Promotion 

  6-6020 Bank Charge 

  6-6030 Computer Expense 

  6-6040 Dues/Subscriptions 

  6-6050 Postage 

  6-6060 Telephone 

  6-6070 Utilities

Whew! That’s quite a list! How will you ever wrap your brain around 
it?

The answer is: Give yourself time. What looks mysterious now 
will make sense over time. And some of the items, like “Retained 
Earnings” and “Owner’s Equity,” will be calculated for you by your 
accounting software.

On a day-to-day basis, you’ll be using your Chart of Accounts as 
the list from which you choose which expense to associate with the 
payment you’re making to your electric company. That would be 
accounting code 6-6070 (Utilities).

Or let’s say you’re a designer working on a website, and you need 
to hire someone to take your wonderful Photoshop PSD file and 
turn it into web standards-compliant XHTML and CSS. When it 
comes time to pay the person, the correct accounting code is 
5-5100 (Subcontracting). On the revenue side, your website project 
would be billed to the client as 4-4200 (Design).
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What kind of a bill should it be? If your design project is like most, 
it will probably take weeks, if not months, to complete. So, use 
your accounting software to create an order. If you need to get an 
upfront deposit from your client — and one third to one half down is 
a good idea — you can apply this payment to the order. When the 
job is complete, you use your software to convert your order to an 
invoice and send it to the client with the remaining balance due.

When should you use an invoice instead of an order? For same-
day jobs. Let’s say you visit a client on

site for an hour of consulting. At the end of the hour, this is 
where the online apps really shine. You log in to your FreshBooks 
account, create your invoice on the spot and present it to the 
client. She logs into her PayPal account, sends you money, and 
presto! You’ve been paid.

Training Time
How do you get to this day-to-day bookkeeping nirvana? With 
training. I strongly recommend that you hire a bookkeeper or 
accountant to train you in the proper procedures for handling the 
Finance for Freelancers Greatest Hits and other tasks that relate to 
your business.

If you’re like a lot of creative freelancers, you’ll find your first days 
and weeks of using accounting software to be scary (what if I 
charge this expense to the wrong category?), tedious (all this data 
entry is boring!), and time-consuming. Be patient with yourself. 
You’re learning a new skill.

Believe it or not, one of the most frightening things that I saw my 
accountant do was reconciling my business bank account. That’s 
accounting-speak for “balancing the checkbook.”

Why did this task feel so heart-stopping? Because she did it so 
quickly! I thought she was doing something wrong. (She wasn’t.) 
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These days, I can reconcile the business bank account in the same 
minute or two that it took my accountant during my training days.

Okay, that was the fearsome side of training. The tedious side 
came from the eBook business I had while I was learning to use 
accounting software. I quickly grew to despise creating invoices 
for every single sale that I’d made. (Darn that successful eBook 
business!)

What’s worse, my mean old accountant insisted that I see this 
boring job through to its conclusion. Which took two very dull days.

The fact that I wasn’t just creating invoices — I was logging pay-
ments in full with each one — didn’t resonate. What made me into a 
fire-breathing evangelist for using accounting software happened 
on the third day. I started data mining! Pulling reports! Learning 
about how well my business was really doing! I called the accoun-
tant! I was excited! So was she!

I wish I could say that I became an accounting software ninja after 
just three days. I didn’t. Actually, basic mastery of my software 
took seven months. And that was seven years ago. I’m still learning 
things now.

What About Debits and Credits?
If you’ve ever taken a bookkeeping class, you’ll no doubt remember 
the sizable amount of time that was devoted to debits and credits. 
Figuring out whether this item gets debited or credited was quite 
the challenge, wasn’t it?

And here you are, reading a chapter about bookkeeping, and I 
haven’t even mentioned this Terrible Twosome. Why might that be? 
Because accounting software will do the figuring for you! If you do 
the proper data entry, those debits and credits will all land in the 
right places.
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The Limitations of Accounting 
Software
As wonderful as accounting software is, it does have limitations. 
It’s very good at generating reports on what has already happened. 
If you keep up with your data entry and check your numbers often, 
you can quickly respond to what they’re telling you.

For example, if your numbers are saying that your cash flow is 
sluggish and that a lot of people owe you money, then it’s time to 
start collecting on your invoices. Or, if you’re finding that your busi-
ness is more profitable than a year ago, then it’s time to do some 
tax planning with your accountant.

What accounting software can’t do is project your business’ future. 
For this task, you’ll need spreadsheet software like Excel, OpenOf-
fice Calc, or Google Docs. Since we’re talking about things that 
happen on a monthly basis, here are two projections you can do 
with a spreadsheet:

1. Next month’s anticipated income and sources. You 
could call this a sales projection if you’d like. While you’re 
doing it, ask yourself about the likelihood of each sale. It’s 
fun to say that you’re expecting five new clients to come on 
board, each for five-figure amounts, but is this really going 
to happen? If so, great! If not, it’s time for your sales projec-
tion to have a rendezvous with reality.

2. Next month’s anticipated expenditures. I’ve found that 
these are much easier to project because I already have a 
trail of bills and bank account registers that can help me 
make accurate predictions.

If you’d rather not wrestle the above out of a spreadsheet, not a 
problem! There’s nothing wrong with using your word processor, or 
just writing your projections down on paper. Whatever works. The 
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goal is to make you better at anticipating what will happen so that 
business reality won’t sneak up and surprise you.
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Accounting Basics
It’s important to find and work with a good accountant, and this 
chapter will show you how to do that. Here’s what a creative free-
lancer should look for in an accountant:

1. Small business experience. This is important, because 
many freelancers start small — and stay that way. A Fortune 
500-focused accountant won’t be of much help to us.

2. Someone who’s going to be available all year, not just at 
tax time. I’m a strong believer in having an accountant file 
tax returns. Reason: The accountant spends a great deal of 
time keeping up with the latest developments in taxation.

3. Previous experience with other creative freelancers. 
This saves valuable time that would otherwise be spent on 
“training” the accountant in matters of freelance work.

Although accountants can be helpful to us in many ways, they also 
have their limitations:

1. They tend to be focused on tax compliance and proper 
adherence to accounting principles.

2. Although many of them offer business consulting services, 
their numerical focus tends to limit their creativity.

If you’re like many of us, you’ll probably need quite a bit of hand-
holding when it comes to setting up your business books. You 
might find a helpful accountant to assist you in this process. (I did!) 
Or, you might hire a bookkeeper who specializes in training people 
in the use of certain software packages.

As you get more experienced at handling the numbers side of your 
business, you won’t need the handholding. Gradually, you’ll figure 
things out for yourself. You’ll also find yourself going to the accoun-
tant saying, “Here’s how I believe I should handle this situation, 
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what do you think?” In short, your accountant will become more of 
a business partner than a business teacher.

Essential Financial Reports
Since accountants are numbers people, they’ll be interested in 
seeing financial reports that you generate from your software or 
online app. But don’t just crank those reports out five minutes 
before you leave for a meeting with your accountant. You’ll want to 
keep a closer eye on your business than that.

For the remainder of this chapter, I’m going to cover the types of 
financial reports that should be generated on a weekly, monthly, 
quarterly, and annual basis. You will also learn how to figure out 
what their business numbers are saying — and how to act upon 
this information.

The Weekly Report

In my world, the weekly report is a very casual thing that’s focused 
on simple questions I ask myself. Such as:

1. Who owes me money? Did I just bill them last week, or 
was it two or three weeks ago? A quick look at my soft-
ware’s accounts receivable report yields the answers. If it’s 
been two or three weeks since I billed, it might be a good 
idea to call and ask how their accounts payable department 
is proceeding with my payment. Here’s a small sample of an 
accounts receivable report:

 Looks like this freelancer needs to get busy and collect 
what they’re owed.

Name Invoice 
# Overdue Due Date Balance 

Due

BigCo 00123 55 days 01/23/13 $1,000.00

ABC Inc. 00124 57 days 01/25/13 $3,500.00
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2. To whom do I owe money? If you do all of your bill paying 
online, it’s a good idea to make calendar notes of when 
each bill is due, along with the amount. Or, if you prefer to 
mail checks to your vendors, get one of those 31-day file 
books so you can have each bill ready to pay at least a 
week before its deadline. Next, be sure that you have regu-
lar bill-paying times set aside. I like to get this onerous task 
out of the way early in the week — that’s why I have Finan-
cial Monday Morning.

3. What did I spend money on last week? Watch out for this 
question because it’s very to get into the habit of logging 
your expenditures without questioning them. Yes, you do 
have to pay your utility bills, but do they need to be that 
high? Get in the habit of questioning all of your spending. 
Be brutal! You’ll be surprised at how quickly your expenses 
can decrease.

 Skepticism toward spending can help you avoid that 
dreaded disease known as Negative Cash Flow. This is 
accounting-speak for “more money is going out than 
coming in.” It’s highly likely that the aforementioned 
freelancer who’s owed $4,500 is suffering from Negative 
Cash Flow.

 You can spot this disease by taking a quick look at your 
bank account register. Is it going down, down, and down 
some more? That’s Negative Cash Flow, baby. And this can 
happen even when your business is profitable. Cash is pre-
cious; treat it accordingly.

The Monthly Report

At the end of each month, it’s time for a more formal business 
checkup. Here’s what this exam covers:
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1. The year-to-date profit and loss statement vs. what 
you had budgeted. Your accounting software will probably 
call this a Budget Analysis report. In my world, this is the 
“Martha, you should have been a fiction writer!” report.

 Yes, it’s true. I have this ongoing problem with creating a 
budget that bears a close resemblance to reality. And I’m 
not alone. We humans have a tendency toward optimism. In 
business, this tendency can lead us to under-estimate our 
expenses and over-estimate our income. We also under-
estimate the time that it takes to bring in that income.

2. The year-to-date profit and loss statement vs. the same 
time frame for last year. You’ll probably find this in your 
accounting software’s report generator under Last Year 
Analysis. This report might have you dancing in the streets 
if you’re ahead of last year. Or you might be dragging your 
chin on the ground if this year hasn’t been the profit extrav-
aganza that you hoped it would be. Whether your gear is 
going well or poorly, it’s good to have a precise understand-
ing of your profits or losses.

3. Although most accounting software can generate a 
Statement of Cash Flow, it just hasn’t been a must-see 
for me. Instead of using this report, I scrutinize my cash 
flow by reviewing my two bank account registers. Here, 
I’m looking at each expenditure and asking myself if it was 
really necessary. I’m also comparing the balances at the 
beginning of the month with what’s showing at the end. If 
the balances are higher, whoopee! Positive cash flow. Lower 
balances mean negative cash flow, which means that it’s 
time to step up the collections and increase the sales.

 While I’m looking at the account registers, I also like to 
compare them with what the banks say I have. This is just 
a quick check — I don’t do a formal account reconciliation 
until the middle of the following month.
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The Annual Report

On the annual level, we’re looking at big things like trends and 
transitions in your business. What better way to record them than 
with an annual report? Like the publicly traded companies’ annual 
reports, yours will offer two types of information:

1. Narrative

2. Financial

Your “Best and Worst Moves of the Year” Narrative

There’s no need to write a War and Peace narrative. You don’t want 
to fall into the trap that one of my mentors pointed out. She told 
me, “Martha, you spend too much time writing about your busi-
ness. You need to do business!”

Oh, was she right!

So, let’s follow her advice and keep our narrative to one page. 
And on that page, write down your Five Best and Worst Moves of 
the Year. Where would you find the material for these lists? In two 
places:

1. Your weekly review/evaluation write-ups. (I like to do 
mine on Friday afternoon. They cover what I did to get paid, 
find more work, and anything else that relates to the running 
of my business.) Are you seeing any disturbing trends? Say, 
like projects getting tougher to land and clients being slower 
to pay? Or, are you seeing positive transitions, like success 
in breaking into more lucrative markets or the development 
of new profit centers?

2. Your financials. I’d suggest pulling a couple of profit and 
loss statements, one that compares your actual results 
vs. your budget and another that compares this year with 
last year.
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On the P&L (Profits and Loss) vs. your budget, you may see things 
like cost overruns. Sometimes these are unavoidable. And some-
times they’re due to your going a bit crazy with spending when you 
shouldn’t have.

If you came in under budget on your expenses, you’re not neces-
sarily off the hook. You may have over-estimated your expenses. 
Or, you might have under-spent in areas that could have helped 
your business grow. Yes, it’s true. There really are times when you 
do need to “spend money to make money.”

Speaking of making money, how did you do? Are your income and 
profit levels where you thought they would be? If so, good for you, 
but you’d better have a compelling explanation. Was it because all 
of those sales and marketing efforts paid off? Or did you happen 
to be in the right place at the right time and land a highly lucrative, 
career-making contract?

Next, let’s look at this year’s P&L vs. last year’s. Is income and 
profitability way up? Turn back to that “compelling explanation” 
sentence in the previous paragraph. Answer the two questions that 
followed it.

Alas, in this current economy, it’s highly likely that your income and 
profitability are down. Not fun to deal with, that’s for sure. It’s time 
to do some freelance business recovery planning. Here’s how:

Scrutinize the things you subtract from your income — the costs of 
sales and operating expenses. As a freelancer, your cost of sales 
figure is probably quite small unless you’re subcontracting work. 
For example, if you’re creating a new website, you may need to hire 
a programmer, a copywriter, and a Flash developer.

In other words, you’re creating a virtual team to complete the proj-
ect. Make sure that the fee you’re charging the client is sufficient to 
cover the subcontractors’ fees. You don’t want to lose money on 
your projects.
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Take a good, hard look at the tasks that you’re subcontracting. Can 
you bring them back in house until business picks up? Can you 
eliminate them altogether?

Enough beating up on the cost of sales. Let’s thrash those operat-
ing expenses. Compare with last year. What’s up? What’s down? 
What are your top three expenditures for this year? Why are they 
so high? Were all of those things you spent money on truly neces-
sary? Don’t be afraid to holler “No!”

For the time being, you are going to focus on survival spending. 
Nothing more. (Be forewarned: You’re going to use the word “no” 
a lot.)

In short, the P&L vs. the previous year is an excellent check on the 
progress your business is making. Now, if you’re in freelance busi-
ness recovery mode, it might be due to some poor choices or just 
bad luck. Or, you may find yourself mired in an economy where 
just staying even with (or slightly below) last year is a considerable 
accomplishment.

Don’t beat yourself up if the news isn’t good, but don’t simply say, 
“Oh, it’s the economy,” and stop trying to find new business. That’s 
an easy trap to fall into, and a lot of people do. Many of them don’t 
get out.

If your business is doing well, resist the temptation to rest on your 
laurels. A business that’s successful now might be failing in two 
years. I’ve seen it happen, and I’m sure you have too.

Okay, so you’ve found the raw materials for your Five Best and 
Worst Moves of the Year. Next to the Best Moves, write a sentence 
or two on why these were such good moves. If you’re doing things 
right, you want to keep up the good work. Recording the whys 
behind the actions and decisions gives you some history to refer 
back to.

For the Worst Moves, what did you learn? And, how will you pre-
vent it from happening again?
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After the writing’s done, don’t hide this document. Share your Best 
and Worst Moves with your accountant, your business mentors, 
even your family.

Hey, what about the balance 
sheet?
I’ve just taken you all the way through a chapter about accounting 
and financial statements. And I’ve neglected the balance sheet. 
It’s a snapshot of a business at any given time — shows the assets, 
liabilities, and the difference between the two, equity.

The balance sheet is one of those documents that means a lot 
in the “plant and equipment” part of the business world. In other 
words, factories that make things and bricks and mortar stores that 
sell things.

We freelancers aren’t very heavy in the tangible “things” depart-
ment. Many of us conduct our business from a room in our home, 
rather than a plant or store. As for equipment, what do we have?  
A laptop? A smartphone and maybe a tablet? And that’s it. What 
do we make and sell? Well, it’s up there — in our heads! How do we 
put the value of our ideas on a balance sheet?

Such is the conundrum of an intellectual property-based business. 
It does produce something of value, but it’s not easy to show via 
traditional accounting reports like the balance sheet. And it’s not 
just us. Large software companies have the same problem. That’s 
why you hear software CEOs lamenting the fact that their compa-
ny’s biggest asset — the employees and their brainpower — walks 
out the door at the end of each work day.
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Business Funding Basics
If you’re thinking of starting a freelancing business, where are you 
going to find the money to do so? Will you start an “I Hate My Job” 
fund and save part of every paycheck? And, as your job hatred 
increases, so does the amount that you save? Or are you going to 
seek loans from family, friends, and commercial institutions like 
banks?

Put simply, there are two sources of business funding: 

1. You

2. Others

That’s it.

Your funding sources could include the money that you saved up 
before you started freelancing. It might be from that “I Hate My 
Job” fund mentioned above. Or, it could be the revenue from your 
business operations.

Funding from others may mean loans from family, friends, and 
financial institutions like banks or credit unions. Loans from finan-
cial institutions are often called “secured loans” because there is 
some hard asset being put up as collateral. Meaning that if you 
don’t pay off your loan and your house is the collateral, the bank 
can take your house.

If you borrow the money from your family or friends, they may not 
be asking you to put your house on the line, but they’ll probably be 
just like the bank and charge interest. They may also want to see 
your business plan. This isn’t just idle talk; one of my friends asked 
to see my business plan before he loaned me money for the com-
puter I’m using to write this book.

I’ll get to the parts of a business plan in a moment, but first, let me 
offer this bit of advice about loans. I know that you’re a talented 
freelancer and that you’ll do very well in business. But keep in mind 
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that getting any business up and running can be a tough slog for a 
very long time.

Like your vendors, your creditors will expect to see regular pay-
ments on your loans and they won’t be very happy with any 
excuses, which is why I recommend that you avoid borrowing 
money if at all possible. Debt can be a real drag on your business 
and personal life.

This includes credit card debt. I know that credit cards are given 
out like candy, and that they’re unsecured loans that aren’t backed 
by collateral like your house, car, or jewelry collection, but they are 
best used with extreme caution. Why? Because it’s easy to get into 
a deep hole that is dug ever deeper by the compounding interest 
charges and fees that are added to unpaid balances. This hole can 
be very difficult to climb out of.

So, use your credit card for things that you’re sure you’ll be able 
to pay for in full before your next card payment is due. The credit 
card companies will call you a “deadbeat,” and yes, that is how 
they describe people who pay their balances off at the last minute. 
But, that’s their problem. Your problem is getting your freelance 
business off to a successful start, and keeping it as debt-free as 
possible.

Business Plan Basics: The One-
Page Plan
Okay, you’re not planning on asking others for a loan. So, you can 
just skip this section, right?

In a word, no. I say this because starting a business without a plan 
is like setting yourself up for failure. You literally won’t know what 
you’re doing.

But if you’re probably wondering if you need to write one of those 
lengthy business plans that will likely gather dust. The good news 
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is you don’t! Permit me to guide you through a one-page business 
plan that you can create in less than a day.

Part One: Create your Ideal Client Profile (ICP). 

Why have an ICP? Because if you don’t, you’ll waste time trying to 
sell your services to people who:

1. Can’t afford what you’re selling. 

2. Don’t want it. 

3. Can’t understand why they’re hearing from you.

Since most creative freelancers deal in the business-to-business 
realm, here’s your ICP template:

1. The industry or industries in which your target company 
operates. 

2. The company’s annual revenues. 

3. Whether the company is in startup stage, is growing, or 
is mature. 

4. Whether the company is publicly traded or privately held.

5. The job title(s) of who you’re going to contact in this 
company. 

6. Your contact person’s budgetary authority, e.g., can your 
prospect spend money on your services without having to 
ask the boss? 

7. Location of the company. (Are you focusing on companies 
in your hometown? In your state or province? Nationally or 
internationally?)

Rather than embarking on a time-consuming information hunt, 
look at these building blocks as a wish list. For example, with the 
first item on the list, ask yourself what kind of industries you want 
to target.
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Likewise, with the second item, ask 
yourself if you’d like to deal with million-
dollar companies or smaller organiza-
tions. And so it goes. The ICP building 
blocks are there to guide you toward 
creating a profile of businesses you’d 
like to deal with.

But what if you’re not targeting compa-
nies? Maybe you’d prefer to deal with 
non-profit organizations. Or academia. 
You can still use the ICP building blocks 
with just a bit of tweaking.

For example, you may have experi-
enced success in selling design ser-
vices to universities. So, here’s your academic ICP:

 I’m selling design for the Web or for print. My target 
markets are programs in business, mathematics, 
science, and technology at public and private 
universities. Within these universities, I am focusing my 
sales efforts on faculty members and administrators 
who exercise control over budgets for their 
departments or their research projects.

But it’s not enough to have an ICP. There has to be some benefit 
for the clients.

Define that benefit in a single sentence like this one: “My goal is to 
give academic clients a first-class look so they can achieve better 
results like increased grant funding and higher enrollments.” Think 
of your benefit sentence template like this: “My goal is to give cli-
ents       so they can achieve better results like      .”

If you’ve never considered 
these seven ICP building 
blocks before, they can 
seem daunting. You may 
be wondering how to 
determine a company’s 
annual revenues, or if it’s 
privately held, rather than 
publicly traded. And you 
may not know whether the 
company has just started, 
or if it’s a mature operation.
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Part Two: State how you’re going to reach out to 
potential clients. 

Set numerical goals like the ones used in this example:

 I will seek new clients via cold calls and e-mails (goal: 
5,000/year), warm calls (goal: 500/year). I’ll stay in touch 
with cold and warm contacts via:

1. Quarterly – Keep-in-touch calling/e-mailing of people  
who previously expressed an interest in my services but 
weren’t ready to buy

2. Monthly – e-mail newsletters 

3. As-Needed – social media updates (via Facebook, 
Google+, LinkedIn, and Twitter)

 Inactive clients will get annual follow-up calls and 
e-mails.

Part Three: Set goals for your business. 

Go from the near term to the long term like this example:

1. One-year – To surpass $50,000 in gross revenue. 

2. Within five years – Six-figure gross revenue as a matter of 
course. 

3. Within 10 years – Via my published articles, books, con-
sulting, and training, I will become a thought leader for other 
creative freelancers.

That’s it! You’re done with your one-page business plan. Now, go 
forth and start working toward your goals.
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Business Plan Basics: For Those 
Seeking Outside Money
Looking for a loan from a bank? Or from your rich Uncle Steve, 
who enjoys investing in up-and-coming businesses? Time to write 
a business plan!

This job will likely take you more than a day. And, before you start 
writing, I recommend that you take a look at Rhonda Abrams’ 
book, Successful Business Plan: Secrets and Strategies, and David 
Bangs’ Business Planning Guide. They’ll be great references for 
your business plan writing process.

Now, let’s look at the parts of a business plan:

1. Cover. Graphic designers and photographers, here’s your 
chance to shine. Put those first-class visual skills to work! 
Integrate your design with this text: your logo or business 
name, date you’re submitting the business plan to your 
investors or lenders, and your name and address.

2. Executive Summary. This is a one-page snapshot of your 
business, its significant accomplishments, and, most impor-
tant, why you’re seeking money. Write this page after you’ve 
completed the rest of your plan and keep in mind that it may 
be the only page that gets read throroughly — write this last 
and make it less than a page.

3. Table of Contents. Don’t create this until when you’re sure 
of the plan’s pagination. 

4. The Company. This is where you describe what you do and 
how clients benefit. 

5. The Opportunity. Describe your ICP clients. Also, explain 
how your business will grow.

6. Risk Reduction. What risks does your business faces? 
How will you minimize them?

http://www.planningshop.com/products/spb.asp
http://www.amazon.com/Business-Planning-Guide-David-Bangs/dp/079315409X/
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7. Marketing and Sales Plan. How will you reach your ICP 
clients? What will you tell them? Who are your competitors 
and what makes you better? What is your sales process, 
from identifying leads through closing the sale and cultivat-
ing repeat business.

8. Operations. On a day-to-day basis, how do you manage 
your work? Do your projects have a workflow? Describe it.

9. Management. That would be you. Say why you’re qualified 
to run a freelancing business.

10. Growth and Exit Strategy. If you’re like the rest of us, your 
financial projections will show an ever-growing business. 
This section explains why you expect your revenue and 
profits to go up, up, and up. You’ll also be describing what 
happens when you decide to move on. Will you sell your 
business to another freelancer? Do you want to be bought 
out by a bigger company?

11. Financial Projections. This is where you’d show your pro-
jected income statements, balance sheet, and equipment 
needs.

If you’re writing a business plan for a lender or investor, understand 
that they’re not going to give you money because they like you. 
They’re expecting to be repaid, with interest.

So, after you’ve written your plan, proofread it multiple times, send 
it off to those People With Money, get ready for some tough ques-
tions. They might be the toughest questions you’ve ever encoun-
tered. And you might find that the answer to your funding request 
is a simple “no.”

Then what do you do? Well, you do what I had to do after I labored 
long and hard over a business plan, then showed it to one of my 
mentors. He glanced at it, then set it down on the table between 
and asked, “Why don’t you just go find some clients?”
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Good question. And it’s the theme for the next section of this 
chapter

Funding Your Growth via Revenue 
from Operations
People who fund their growth via operations revenue are some-
times referred to as “bootstrappers.” You might find yourself in this 
club after your business plan fell flat with lenders and investors. Or, 
you may just prefer to grow your little business independently.

You’ll be growing your way into affording things like that cool new 
tablet that would be so lovely for showing your portfolio to potential 
clients. And, until you can afford them, you’ll just do without.

If you’re going the bootstrapping route, you’ll be free of the expec-
tations that come with loans or other outside money. The downside 
is that you may not have the money you need when a big, career-
making project comes along. Yes, you could ask the client for an 
up-front deposit, but it might not be enough. And, final payment 
might be weeks, if not months down the road.

If you find yourself in this situation, you might be in a better posi-
tion to ask for a loan from a bank or an investment from that rich 
Uncle Steve. After all, you’ve proven that you’re a winner who can 
actually land that career-maker of a project.

Ahhh, it’s nice to dream.

Back in the real world, where we grow our businesses while plod-
ding along, we’ll eventually need to replace computers, cameras, 
and other capital equipment that eventually wears out. We’ll also 
need to save for retirement, pay taxes, and cover day-to-day 
expenses. For these things, we’ll need to have a cash stash — and 
this means more than just having enough money in the checking 
account.
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In their book, The Money Book for Freelancers, Part-Timers, and 
the Self-Employed, Joseph D’Agnese and Denise Kiernan recom-
mend saving 30% of your gross income. Yes, I know, that’s a lot to 
save.

But, since you don’t have an employer withholding a portion of 
each paycheck for your taxes and retirement, you have to do it 
yourself. So, stash 10% of your incoming cash in a tax savings 
account. Drop another 10% into your retirement savings.

Savings Bucket #3 is for your emergency fund. Give it 10% as well. 
Many financial gurus advise that you have six months of income 
saved up. D’Agnese and Kiernan, who are freelancers just like us, 
advocate having a whole year saved up. Speaking as someone 
who has an emergency fund — and has been forced to tap it more 
than once — I think this is very sound advice.

As mentioned above, 30% is a lot to save from your gross. So, 
make that your goal. Start smaller, say, at 10% of the gross and 
allocate something like 3% to taxes, 3% to retirement, and 4% to 
the emergency fund. As your income increases, raise your savings 
rate.

Then there are those special projects. Things like your upcoming 
wedding, a six-month sabbatical from your freelancing business, 
a new computer, or a house. If you’re going to fund those out of 
the money that’s coming in, they’ll need special funds too. So, you 
might aim for that 30% of your gross goal and divide the savings 
among four savings buckets. Or five.

If you suspect that having all these savings buckets is great moti-
vation for increasing your income, you’re right! Nothing like an 
impending wedding to motivate you and your fiancée to raise those 
rates while seeking more lucrative assignments.

http://freelanceswitch.com/money/product-reviews/the-money-book-review/
http://freelanceswitch.com/money/product-reviews/the-money-book-review/
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Other Business Funding Sources
In every business owner’s life, there comes a time when things get 
slow and you need to start preserving your cash and doing some-
thing to bring it in a little faster. Here are four ideas:

1. Negotiate extended payment terms from your vendors. 
In this instance, you might be asking them to stretch your 
30-day payment window out to 45 days. You’ll need to have 
a track record with them in order for them to be receptive to 
your request. And you’d better have the money to them in 
45 days at the very latest.

2. Like many of your not-so-beloved clients, you could 
delay payments to your vendors. Expect some them to 
get as least as irritated as you do. On the other hand, they 
might not notice your more leisurely bill-paying pace. As you 
might have guessed, this is a risky game — play it carefully.

3. Offer a discount for up-front deposits or prepayments 
on your invoices, say, a 2% discount if the bill is paid 
within 10 days. This can bring in money faster, but keep 
in mind that you’re giving away some of your profits. And 
some clients may try to take that 2% discount even when 
they’re paying late.

4. Factor your accounts receivable. This involves selling 
your invoices to a factoring company, which then collects 
the balance due from your clients. You get your money 
quickly, minus a discount. In the big business world, factor-
ing can mean that the issuer of the invoice is not sure about 
getting paid. You can imagine how well this might go over 
with your clients. (Not very well!) And factors might be look-
ing for bigger invoices than the ones we generate.
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Business Insurance
You probably have car insurance. And homeowner’s or renter’s 
insurance for your residence and the things in it. But, what about 
business insurance? What do you really need? Before you start 
contacting agents who are all too eager to sell you a shiny new 
policy, check and see if a rider can be added to your existing 
homeowner’s or renter’s policy to cover business equipment like 
your phone and computer.

Okay, that’s business equipment insurance. What about the kind 
that covers what you do? If you’re going to do business with large 
companies, they may require you to have errors and omissions 
insurance. Be forewarned that the premiums aren’t cheap. How-
ever, if you have one big client demanding that you have E&O, and 
a bevy of little clients who couldn’t care less, tell the big client that 
the insurance cost will be passed through to them.

You might also want to consider a general liability policy, especially 
if you work for clients at their place of business. After all, there’s 
nothing like that sinking feeling you get after you accidentally break 
that prized piece of antique china on the client’s bookshelf. That’s 
a feeling that could be quite costly without insurance.

Health Insurance
If you’re in the United States, you know all about the mess that is 
our health care system and the private insurance industry that may 
or may not cover us when we most need help.

Unfortunately for American freelancers, the health insurance situ-
ation is even worse than it is for employees. That’s because we’re 
pretty much forced to buy insurance in the individual market, 
where choices are few and premiums and deductibles are high.

I suppose this should be the part where I exhort you to buy health 
insurance to protect you from the financial wipeout that could be a 
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nasty side effect of catastrophic illness. But did you know that one 
of America’s leading causes of bankruptcy is medical debt? Did 
you know that many of the people in this situation had health insur-
ance, but the insurance didn’t cover enough of their bills?

So, if you’re doing without health insurance because of the cost, 
you have my sympathy. I’ve been there. And, wouldn’t you know 
it, I had a congenital condition that required surgery. Through a 
combination of charity care and generous doctors, I was able to 
get through this situation without going broke. I hope that if you 
find yourself in the same circumstances, you find yourself equally 
fortunate.

Life Insurance
I will address this topic in depth in Chapter 9. For now, let me 
warn you that the life insurance industry has decided that the self-
employed are a desirable market. So, expect to hear from many life 
insurance salespeople during the course of your freelance career.

Many insurance sellers will say that the policies that they’re selling 
are investments. But they aren’t. The job of a life insurance policy 
is to replace the loss of financial support caused by your death. 
That’s it.

So, if you’re a single freelancer who isn’t financially responsible for 
anyone else, you don’t need life insurance. Don’t let an insurance 
salesman (or woman) try to tell you otherwise.
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The Joys of Getting Paid 
Promptly
One of the easiest ways to run into freelancing trouble is when the 
money isn’t coming in fast enough. And, sad to say, the blame for 
some of this trouble often lies with the freelancer.

The solutions? They’re discussed in this chapter and they include 
getting money up front for lengthy projects or new clients, accept-
ing credit card payments, and communicating with your client’s 
accounting department to make sure that your payment proceeds 
smoothly.

Calculating Your Hourly Rate
The hourly rate is one of those things that you may or may not use 
in your discussions with clients. But you still need to know what it 
is so that you can charge enough to stay in business.

One way to do this is by what I call the CODB Calculation. That is, 
figuring your cost of doing business. To do this calculation, add up 
the following figures:

1. Cost of Sales – This comes straight out of your P&L 
statements. 

2. Operating Expenses – You’ll also find this in your P&L. 

3. Equipment Fund – Money set aside for buying new equip-
ment or replacing what’s worn out. 

4. Salary – It doesn’t have to be exorbitant, but you do need 
to pay yourself on a regular basis. 

5. Taxes – Be sure to set aside money for these.
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If you’re just starting out, you may have to do some asking around 
among your colleagues and/or your accountant. Or, you may just 
have to guess at these costs.

Once you’ve arrived at a total, say, $75,000, pause for a moment 
to catch your breath. Yes, it’s hard to imagine that your brand new 
freelancing business could bring in that kind of money, but it could. 
It might not happen right away, but over time, who knows? You 
might even do better.

Next, figure the hours that you’ll actually spend on billable work. A 
good rule of thumb is that a work year consists of 50 weeks with 
two weeks off for vacation. That comes out to a 2,000 hour year 
(50 weeks × 8 hours in a work day × 5 days in a work week).

That’s an impressive figure, but here’s 
the bad news: You’d be pretty darn 
good (or lucky) to bill each of those 
2,000 hours. It’s more likely that you’ll 
only be billing half of them, or 1,000 
hours. Why? Because you’ll be spend-
ing quite a bit of time looking for work, 
and this is especially true in the early 
part of a freelancing career or during a 
slow economy.

So, in order to cover those five costs of 
doing business that go into your total, 
you’ll need to bill $75 an hour. Want to 
do more than just cover costs and per-
haps even make a profit that rewards 
you for taking the risks of entrepreneur-
ship? Then bill higher than $75 an hour. 
(Come on, you’re worth it!)

The method I just 
described isn't the only 
way to figure your hourly 
rate. The FreelanceSwitch 
Hourly Rate Calculator 
provides an easy, online 
way to arrive at a number 
that works for you. And, be 
sure to take the Calculator 
creators' advice to heart: 

“Remember your hourly 
rate should always take 
into account factors like 
market demand, industry 
standards, skill level and 
experience – things that 
unfortunately we can't put 
into a calculator!”

http://freelanceswitch.com/rates/
http://freelanceswitch.com/rates/
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Advantages and Disadvantages of 
Working by the Hour
The phone rings and it’s a prospective client. After describing her 
project, the first question she asks is, “What’s your hourly rate?”

Warning: This question’s probably going to land on the top of 
your “most frequently heard” list. How do you answer it? After all, 
you’ve just gone to the trouble of figuring that hourly rate, and you 
can’t wait to share it. Should you share it with this caller?

The answer is: It depends.

For work that you can do in a set amount of time — and you know 
exactly how long the job will take — it might be wise to quote an 
hourly rate. I say “might” because there are plenty of price shop-
pers who will drop you in favor of someone cheaper. Let them. 
Some of them may even come back to you after the cheaper 
person messes up the job.

But there are problems with being paid by the hour. For one thing, 
there are so many hours in the day and week. You’ll soon hit a ceil-
ing on your earnings.

Not to mention your ever-growing skills and abilities. As you 
become a more experienced freelancer, you’ll find that you’ll be 
able to do the same work faster.

So, imagine that you’re working by the hour, and the same job that 
used to take you five hours now takes you three. Congratulations, 
because of your hourly rate, you’re now doing the same work as 
before for less money. Not a nice situation to be in, is it?

Yes, you could raise your hourly rate, but the higher you go, the 
more motivated clients are to price-shop, even clients who can 
afford you.
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The Fixed-Fee Alternative
Instead of charging by the hour, offer fixed-fee pricing. This is most 
commonly done on lengthy, complex projects. And, from the cli-
ent’s perspective, it appears more professional.

But how do you arrive at a fixed fee for your work? Here are two 
ideas:

Idea #1: Check Your Experience Bank. 

If you have previous experience with the job, you could multiply 
your hourly rate by the length of time it took you to complete the 
work and arrive at a fixed-fee price for the project.

Once you’re finished and are ready to send an invoice, you don’t 
have to revert to “billing by the hour” mode. Just refer to the total 
billing time that your accounting software has automatically fig-
ured and invoice for that amount. You can keep those electronic 
time slips around for your internal records or delete them. (It’s up 
to you.)

Knowing your “time 
to completion” is a lot 
easier if you use your 
accounting software's 
hourly billing function. 
This is what puts you 

“on the clock” – you’ll 
generate an electronic 
time slip whenever you 
work on a certain project.

Additonal Tip: 
Want to focus on tracking 
your time without being 
tied to your accounting 
software? Try online 
time tracking tools like 
clockodo, Klok, and 
OfficeTime. 

 
And check out 
Anna Kovaleva’s 
FreelanceSwitch 
article on this topic, 
especially the comments. 
There are lots of 
good time-tracking 
recommendations.

http://www.clockodo.com/en
http://www.getklok.com/
http://www.officetime.net/index.php
http://freelanceswitch.com/productivity/free-time-tracking-apps/
http://freelanceswitch.com/productivity/free-time-tracking-apps/
http://freelanceswitch.com/productivity/free-time-tracking-apps/
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Idea #2: Check the Competition. And Your 
Friends. 

Finding out what other creative freelancers charge is one of the 
oldest games in our business. It’s as simple as doing some web-
surfing to other freelancers’ sites to see what they charge. If they 
post their rates — and many do — you’ll have a pretty good idea of 
what your own fees should look like. And don’t just web-surf. Ask 
your freelancer friends and colleagues what they charge.

Beware of “Scope Creep”
However, fixed-fee pricing can make you vulnerable to the dreaded 
“scope creep” disease. What’s scope creep? It’s what happens 
when the client asks for a change in the logo design. And another. 
Just one more, awww, come on, 
please?

You can immunize yourself against 
scope creep by specifying the number 
of changes before you start charging 
more. You should also define what a 
change is. Would it be an entirely new 
design? (That could take hours. You 
need to charge for that time.) Or simply 
changing an element in the logo from 
red to blue? (That might just take a 
second; you could let this slide without 
charging.) Spell these things out in the 
written contracts that both you and 
your clients sign. And, don’t hesitate 
to refer to your contract when scope 
creep sneaks into the job.

Martin Weiss probably 
wouldn't call himself 
a freelancer – he's an 
internationally renowned 
business consultant – but 
he has a lot of good advice 
in his book, Value-Based 
Fees: How to Charge – 
and Get – What You're 
Worth. Weiss is a strong 
proponent of charging by 
the project, rather than by 
the hour.

http://www.amazon.com/Value-Based-Fees-Ultimate-Consultant-Pfeiffer/dp/0470275847/
http://www.amazon.com/Value-Based-Fees-Ultimate-Consultant-Pfeiffer/dp/0470275847/
http://www.amazon.com/Value-Based-Fees-Ultimate-Consultant-Pfeiffer/dp/0470275847/
http://www.amazon.com/Value-Based-Fees-Ultimate-Consultant-Pfeiffer/dp/0470275847/
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Project Money Management
Back in the employment world, you got paid every two weeks 
whether you were productive or not. Obviously, the freelancing 
world does not work the same way. We wouldn’t have to worry so 
much about cash flow because it wouldn’t be very long before that 
next paycheck shows up.

If you’re doing freelance work, you can’t afford to wait until the job 
is done before you get paid. That could be many months — or a 
year from now. To avoid this problem, you’ll need to build billing 
milestones into your projects, and not just for the new clients who 
have no payment history with you. (Always get up-front money 
from the new clients. It’s part of establishing credit with your 
business.)

Many freelancers use this incremental billing system:

1. A one-third payment up front to get the job going. 

2. Another third at some pre-defined point during the middle 
of the work. 

3. The final third after the job is finished.

You could also go “half and half.” Meaning that your up-front 
payment is half the total amount, and the other half is due upon 
completion of the project.

Whatever incremental billing system you choose, be sure it’s 
spelled out in your client contracts. Also, have some sort of provi-
sion for dealing with slow-moving projects. This could include 
putting them on hold until you see some money.

Or, you could implement a project completion policy. This can 
be a real help for website designers, who often wait weeks, if not 
months, for client-supplied text and graphics to appear. Here’s  
how you could spell this policy out in your client contract:
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  [ Your Studio Name ]  and the Client must work 
together to complete the website in a timely manner. 
We agree to work expeditiously to complete the 
website no later than            .

 If the Client does not supply  [ Your Studio Name ]  
complete text and graphics content all web pages 
contracted for within six weeks of the date this 
contract was signed, the entire 
amount of the contract becomes 
due and payable. If the Client has 
not submitted complete text and 
graphics content within two months 
after signing of this contract, an 
additional continuation fee of 10% 
of the total contract price will also 
be assessed each month until the 
website is finished.

How and When to Hire Other 
Freelancers
There will come a time in your freelancing life when you’ll tackle a 
project that’s too big for you to handle alone. It may make you feel 
like the project is tackling you.

You can eliminate that tackling-you feeling when you think of those 
extra-big projects as extra-big opportunities for you to bill higher 
than ever before. And, since I’m well into the sports analogies 
realm, let’s look at how to build a virtual team for handling the 
work.

Let’s take website development as an example. You might be an 
ace at figuring out the design of the site. But the programming? 
Forget it. You couldn’t program your way out of a wet paper bag. 

Have your lawyer review 
this clause and any other 
language before including 
it in your contracts.
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And your Web Standards-based XHTML and Cascading Style 
Sheet skills may not be at expert levels.

So, you take the development of a content management 
system-based client’s site and break it down into tasks:

1. You’re an ace at firing up Photoshop and creating a knock-
out design concept that the client absolutely loves. Time 
to get those wonderful Photoshop files turned into valid 
XHTML and CSS. Since this isn’t your area of expertise, 
subcontract it.

2. Once you have the valid XHTML and CSS, it’s time to start 
building the site with the content management system 
(CMS) that best suits your client’s needs. And, since you’re 
not a programmer, you’ll need to subcontract to one who 
can get your files playing nicely with the CMS. Enter your 
ace theme creator for Drupal, Joomla, or WordPress.

3. Okay, so you’re probably thinking that this gig doesn’t 
require any more work on your part. Well, wrong. Now it’s 
time to build the site. And that’s going to be your job. After 
all, you can’t teach your client how to use the CMS if you 
haven’t delved into it yourself.

4. Since you’re a thoughtful website developer, you’re going 
to take your “I just built your site with this CMS” experience 
and turn it into a training manual for your client. It will be 
a useful supplement to the hands-on training that you’re 
going to provide to the client. But, since your spelling and 
grammar aren’t always perfect, you could subcontract the 
copyediting.

5. Want to be sure that the site’s working properly before it 
goes live? Subcontract this job to a website tester.
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On this project, your virtual team consists of: 

1. Your XHTML/CSS specialist 

2. CMS Programmer 

3. Copyeditor

4. Website Tester

This might not be the lineup for every big project you take on. 
Some clients may need multimedia, which means that you’ll need 
to find someone with this expertise. Or, your client might be con-
cerned about making the site accessible. Several years ago, I met 
a blind man who worked as a computer consultant. Website acces-
sibility testing was one of the services he offered. You might also 
want to turn a feature of the website into a smartphone app. For 
that, you’ll need an app developer.

Five tips for the care and feeding of 
subcontractors:

1. The secret to managing big projects is to stop viewing 
yourself as a one-man band. Those days are over. You’re 
a symphony conductor now. And, like real-life conductors, 
you may have to work out conflicts between subcontractors. 
You may need to cajole them into doing their best work. 
You might also have to quickly find another sub when the 
first one walks off the job or says that he can do the work, 
but never gets started on the project. It’s all part of project 
management, so brush up on those people skills.

2. You’ve probably heard those stories about the ad 
agencies that tell the freelancers that they’ll get paid 
when the agency gets paid. And, six months later, the 
freelancers are still looking for their money. Hint to you: 
Don’t be like those agencies. Pay your subs quickly. It’s the 
cheapest public relations move you’ll ever make.
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3. Give your subs clear and detailed instructions. You 
want those instructions to be down to the level of telling the 
sub that you want your website pages’ filenames to have 
hyphens instead of underscores. And, even if you think 
you’re making things perfectly clear, be ready for questions 
and comments from your subs. Within those questions 
and comments may be ideas that will help make your work 
better, so be open to them.

4. Keep your subs in the loop about upcoming projects. 
Don’t expect them to drop everything when you suddenly 
land the Great Whale of a project.

5. In Tip #1, I warned you about the idea of having to 
quickly replace a sub if he or she walks off the job. This 
has happened to me, and I’ve been fortunate to find others 
to take over. Which leads me to the point of this tip: You’ll 
need to add “talent spotter” to your job description. Always 
be on the lookout for good subs. You never know when 
you’ll need them.

Tip #5 advised you to be in constant search mode for good subs. 
An obvious place to look would be on the search engines. You can 
also locate subcontractors via online discussion groups like the 
Freelance Forum on the FreelanceSwitch site. Check their profiles 
for links to their sites. Follow those links and check them out. And 
don’t overlook the world away from your computer. You might find 
your next great subcontractor at a business networking meeting, at 
a community event, or even at the grocery store.

Billing for Subcontracted Work
When you begin working with subcontractors, you may be tempted 
to just do a straight pass-through to the client. Meaning that you 
don’t mark their fee up at all. Don’t do this.

Why not? Because you’re not just paying for the subcontractors’ 
work, you also need to be paid for the time involved in managing 

http://forum.freelanceswitch.com/
http://freelanceswitch.com/
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their work. Think of all those phone calls to your subs. Think of the 
many e-mails. The same goes for the meetings you had with your 
subs; that’s not free time either.

So, mark those subcontractor fees up — 25%, 50%, 100%, what-
ever works for you. Then build the marked-up fees into your client 
billings. Large agencies do this, and you should too.

I’d like to close with a warning about subcontracting: There 
are times when jobs are best handled through referral, rather 
than subcontracting. Print designers usually have a stable of 
printers they prefer to work with. But it’s best to let the printer bill 
the client directly. This avoids the risk of the client deciding not to 
pay you because of some printing problem, be it real or imagined.

Same goes for search engine optimization. A few years back, I 
had a website redesign client who was working with my favorite 
SEO guy. In addition to being one of the most ethical people I’ve 
ever met, this guy was good. He had one of my business websites 
ranked #1 in Google for several years.

I’d subcontracted the work to SEO Guy, and guess what. Even 
though SEO Guy and I had repeatedly told the client that high rank-
ings can take a long time to achieve, he didn’t think he was getting 
there fast enough. Long story short: I ended up having to refund 
$1,000 to the client. And I told said client to find someone else to 
handle his website work. (Some clients just aren’t worth having.)

A few months later, the former client contacted me with a question 
relating to the design of his site. Our conversation touched on the 
topic of search engine rankings. The former client informed me that 
he’d found another company to do the SEO work — and he was 
paying them $6,000 a year.
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Accepting Credit Cards
Love them or hate them, credit cards are here to stay. And there 
are clients who just love pay for everything with plastic. And I do 
mean everything.

The advantages of taking plastic? Well, the big one is that you can 
get your money faster. No waiting around for that proverbial check 
to arrive in the mail. And there are many studies that have shown 
how people spend more when they’re using credit cards. So, why 
not enable your clients to spend some of that money with you?

It wasn’t so long ago when accepting credit cards involved a mer-
chant account and a payment gateway. If you couldn’t get a these 
things because your business was too small or you were just start-
ing out, well, sorry, no accepting client credit cards for you, Freddie 
Freelancer.

Simply put, a merchant account is an account that enables you 
to accept credit cards. It communicates electronically with your 
bank account and acts as the conduit to deposit funds into your 
account. The payment gateway is a service that checks to see 
if the customer’s credit card is valid and, if it is, authorizes the 
transaction.

Merchant accounts and payment gateways are still around, but 
they’re not the only way to accept plastic. That’s good news 
because the signup process can seem like it was devised by the 
same people who created background checks for security clear-
ances. We’re talking very lengthy applications that include requests 
for trade references and business financial statements.

Once you have your merchant account and payment gateway, wel-
come to Fee Land. A place where you’ll be charged per transaction 
fees, monthly fees, statement fees, and because-we-can fees. All 
of these fees were the main reason why I stopped accepting credit 
cards. Well, that and the fact that my clients preferred to pay by 
check or electronic funds transfer.
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But canceling the merchant account/payment gateway — or not 
having one in the first place — doesn’t rule us out of the credit card 
game. Not with payment options like:

1. PayPal, which bills itself as “The world’s most loved way 
to pay and get paid.” I don’t know about the love part, but 
PayPal sure is ubiquitous on the Internet. You can indeed 
accept plastic without having to deal with confidential infor-
mation like client credit card numbers.

2. Google Checkout, an online payment processor like 
PayPal. Unlike U.S.-based but globally-minded PayPal, 
Google Checkout is only available to U.S. Residents.

3. Not to get too personal, but do you take your Android 
phone to bed with you? Or are you never seen in public 
without your iPhone or iPad? Well, get ready to turn those 
wonderful devices into credit card machines just like those 
gray boxes you see in retail stores. That’s where Square 
comes in. It’s that little white square you’ve seen growing 
out of smartphones.

 Square works with major credit cards like Visa, Master-
card, American Express, and Discover, and offers next-day 
deposits to your bank along with a 2.75% per swipe fee. Not 
surprisingly, other players like PayPal are getting into the 
“mobile phone as credit card acceptance device” market. 
PayPal’s swiper has a triangular shape. (Take that, Square!)

4. Dwolla is a new payment system that avoids the Auto-
matic Clearing House (ACH) system that American busi-
ness people love to hate. And if you’re one of the credit/
debit card-accepting legions, you know ACH all to well. 
ACH features clunky 20th century technology that costs 
U.S. businesses around $50 billion a year — just for moving 
money around. To get around this three-letter behemoth, 
Dwolla eliminates the use of credit and debit cards and 

https://www.paypal.com/
http://checkout.google.com/
https://www.paypal.com/worldwide/
https://squareup.com/
https://www.dwolla.com/
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only charges $0.25 on funds transfers larger than $10.00. It 
would be nice to see this one go global.

International Billing
If you’re doing a lot of work for clients outside your country, 
accepting credit cards via an online processor like PayPal or via 
your own merchant account/payment gateway would be a very 
good idea. The credit card companies have figured out how to 
how to enable your client to pay in her currency while applying the 
exchange rate to what shows up in your bank account. Just keep  
in mind that this exchange rate figuring isn’t free. Your client will 
likely be charged a fee for it. You might be charged as well. (If  
nothing else, financial institutions are very good at charging fees.)

Also, be aware that the taxing authorities in your country might 
behave like the American Internal Revenue Service, which consid-
ers income from abroad to be just as taxable as what is earned 
within the United States. According to the IRS website, “You will 
face serious consequences if the IRS finds you have unreported 
income or undisclosed foreign financial accounts. These conse-
quences can include not only the additional taxes, but also sub-
stantial penalties, interest, fines and even imprisonment.”

If that’s not enough, let’s say that you’re a globetrotting freelancer 
who does work in more than one country. Don’t think that those 
countries will give you a pass on their tax laws. As the U.S. Internal 
Revenue Service so aptly puts it, you will face serious conse-
quences for not paying.

Be Kind to the Accounting 
Department
So, there you are, the job’s done, the client’s happy, and it’s time to 
get paid. So, you send your invoice to the client, and wait for your 
payment. And you wait. And wait.

http://www.irs.gov/businesses/article/0,,id=180946,00.html
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What went wrong?

The problem might be on the client’s end. She might have forgot-
ten to submit the invoice to her accounting department. Or his 
boss may need to approve the expenditure first. How do you avoid 
problems like these?

With communication.

When you first start working with this client, ask her what you’ll 
need to do to get paid. Do you need to complete any forms in 
order to become a new vendor in their accounting system? Do you 
need to submit an invoice in a certain format? What information 
does your invoice need to have on it? Does the organization send 
payments by check? If so, when are checks written and sent?

Would they rather pay electronically or by credit card? What do you 
need to do to make that happen? If they pay electronically, be pre-
pared to furnish your bank information so that funds can actually 
appear in your account. If they’re on a purchasing or procurement 
card (p-card) system for credit card payments, you’ll need to be 
set up to accept credit cards. And, sorry, PayPal might not suffice. 
Many organizations have “no PayPal” policies.

Be advised that your client may not know the answers to all the 
questions I’ve posed here. She may need to speak with her boss 
or with the accounting department. Or, you might need to make the 
call yourself to the organization’s accounting department. Make 
that call — your cash flow could depend on it.

And, think of how much more enjoyable this call will be if you’re 
not fretting over when your money will come. Be kind to those 
accounting department people. Start by getting them on your side 
well before you submit your invoice. Even if all their procedures 
and requirements seem silly, they are handling the money that 
you’re owed.
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What if they don’t pay?
For some companies, freelancers are the best thing that ever 
happened. After all, they’re not like those pesky employees who 
expect a paycheck with benefits every two weeks. And, you can 
take your sweet old time about paying them. Hey, why not drag it 
out for months? After all, Freddie Freelancer isn’t working in our 
office — he’s 1,000 miles away! Or, after the work is done, you can 
announce that you don’t like what was done and refuse to pay 
anything. Such a deal!

Sorry to say it, but there are some evil people and organizations 
out there in the business world. And we freelancers need to pro-
tect ourselves. The first and best place to create this protection is 
within the contracts that we and our clients sign. You can put foot-
draggers on notice by saying:

 All Invoices are payable within 15 days upon receipt. 
Delinquent invoices shall be assessed a $15.00 charge 
if payment is not received within 15 days of the due 
date. If an amount remains delinquent 30 days after its 
due date, an additional 1.5% penalty shall be added for 
each month of delinquency. At 90 
days past due, delinquent invoices 
shall be turned over to a collection 
agency.

Your contract should also state that 
the client agrees to pay you for your 
work. You’re not doing the job with the 
hope of being paid, you will to be paid 
just like the client would pay his or her 
employees — even when they mess up.

While I’m on the lawyer-ly topic, I recommend that you at least 
have the name of a collection attorney in your contact file. Just in 
case you need to have a sternly-worded letter from a lawyer sent to 

Have your lawyer review 
this or any other language 
before including it in your 
contracts.
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a client who owes you money. You might also want to know which 
are the reputable collection agencies in your area. (Ask around!) 
Collection agencies will take anywhere from 10% to 50% of the 
amount due as their fee, but this is better than winding up with 
nothing.

You could also take your non-paying client to small claims court, 
or whatever your country’s equivalent is. You don’t need a lawyer, 
but you will need excellent documentation to show to the judge. By 
this, I mean signed contracts, records of your attempts to contact 
the client (save those e-mails!), examples of completed work (don’t 
delete those project work files!), and anything else that could help 
you win your case. Just keep in mind that winning your case means 
just that. You still have to collect the money.

If you have clients who fall into the non-evil category — and most of 
us do — they may simply become leisurely about paying you. This 
might be because they’ve misplaced your invoice. Or they were 
distracted by a family emergency. A quick phone call or e-mail 
might be all that’s needed to prompt them for payment.

Or, they might have fallen on hard times. There’s a lot of that going 
around. In this instance, you may want to work out a payment plan. 
Just make sure that the client sticks to it.

Collections is one of those areas where no business wants to go, 
but every business must. For an in-depth look at this topic, I rec-
ommend Leonard Sklar’s book, The Check Is Not In The Mail.

http://lensklar.com/consulting-services/the-check-is-not-in-the-mail
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The Joy of Taxes
American Supreme Court Justice Oliver Wendell Holmes, Jr. is 
reported to have said that “Taxes are the price we pay for a civi-
lized society.”

The tax accountant’s corollary is “Don’t pay more than you abso-
lutely have to.”

This chapter discusses how you can handle the ongoing joys of 
filing tax forms, what to bring to a meeting with your tax preparer, 
and setting aside money to pay taxes.

Oh, No! It’s Tax Season!
Here in the United States, Tax Day is April 15 — or the nearest 
business day. This lovely day is preceded by a three- or four-month 
stretch that is commonly referred to as Tax Season.

One of the inevitable signs of Tax Season is that package of plan-
ning materials that comes from your accountant. It seems like that 
thing always arrives with a big, dreadful “thud.”

As tempting as it is to just throw that package in a corner and 
forget it, you’re going to have to deal with it, and sooner is better 
than later. So, open it up and make an appointment with your tax 
accountant. It’s time for you to get ready for April 15, or whatever 
the magic day is in your country.

Here’s what to take to your accountant:

1. Your profit and loss statements for your tax year. I rec-
ommend doing a straight P&L for the year, say, January 1 
to December 31. And, if your accountant is the curious type 
like mine, you’ll also want to have P&L that shows how you 
did for that year vs. the one before it. A P&L vs. your annual 
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budget would also be useful. If your accountant is curious 
and highly detail-oriented, generate P&Ls for each month.

2. Accountants are notorious for looking at expense fig-
ures and zeroing in on the biggest number. Your accoun-
tant will probably ask you what you spent the money on. So, 
prepare a report that provides the answer.

3. On the revenue side, you may be asked where the 
money came from. As in, who are your clients? Do they fit 
your Ideal Client Profile? Are you having success in bringing 
in more of them? Prepare a report that breaks down your 
sales by customer.

4. As a self-employed person, you’re not having taxes 
taken out of every paycheck. But your state, provincial, 
and national governments haven’t forgotten about you. 
They probably expect you to pay quarterly estimated 
tax (or whatever your country’s equivalent is) on your 
income. Yes, that’s right. You’ll be expected to estimate 
how much tax you owe, and, if you under-estimated, pay 
even more with your annual tax return. Are you already 
paying estimated taxes? Then be ready to give your 
accountant a report on the total amount you’ve paid so far.

5. Your business balance sheet. While you may not find it as 
fascinating as your P&Ls, your accountant will find it quite 
valuable. The balance sheet offers an up-to-the-minute 
snapshot of your business’ cash position. So, bring the 
most recent balance sheet that you have.

6. A brief report on how your business is doing — and why. 
By “brief,” I mean one page at the very most.

When you meet with your accountant, be sure to have some way 
of taking notes. Bring your laptop, PDA, or just a pen and paper. 
Focus your note-taking on what the accountant is advising you 
to do. And pay special attention to the deadlines that may be 
involved.
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Also, be sure to get an estimation of what your tax bill will be come 
April 15 — or whenever that magic day is in your country. If you’ve 
been setting aside money to pay taxes, this bill won’t come as a 
huge shock. If you haven’t been in the habit, there’s nothing like 
getting hit with a big, costly surprise to make you change your 
ways. Believe me, I’ve been there. More on how to avoid this prob-
lem below.

After your meeting, send your accountant an e-mail or a letter 
covering:

1. The specific financial statements that you brought to 
the meeting. Be sure to note any important points that 
arose from your discussion of them.

2. The advice that your accountant gave you, including 
the deadlines that apply. Are those deadlines on your 
calendar? Like when your accountant files your tax return 
electronically? And when the money you owe is due? If not, 
log them now.

3. Repeat the numbers that the accountant gave you. For 
example, if the accountant advised you that your federal tax 
bill will likely come to $5,000, say that.

How to be Proactive About Taxes
Ideally, we freelancers should act like our employers did. Remem-
ber how your paycheck had the taxes already taken out of it? Well, 
there isn’t a payroll department that’s doing this job for us. We 
need to do it for ourselves.

I recommend that you set up a special tax savings account 
at your bank. Every time you get paid, put a certain percentage 
into your tax account. Ten percent would be a good figure to start 
with. Then, when it comes time to pay your quarterly estimated tax 
or your annual income tax, you sweep the appropriate amount of 
money into your checking account and pay it to the government.
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What if saving 10% isn’t enough? You may have tried the 10% 
savings goal and found that you owed quite a bit of money on Tax 
Day. I’ve been there too, and you have my sympathy.

Here’s how to fix this problem: Look at your previous year’s esti-
mated tax and income tax payments as a percentage of your busi-
ness’ taxable income. (In the U.S., taxable income is reported on 
your Schedule C — Profit and Loss From Business — if you’re a sole 
proprietor like most freelancers.) My own calculation of this per-
centage came out to 13.5%. So, that’s what I’ll be saving out of my 
gross income, which is a bigger number than the taxable income. 
What happens if I over-save for my taxes, well, I’m going to take 
the excess and have some fun with it!

Another part of being proactive is with your tax return. Your 
accountant went to the time and trouble to prepare and file it for 
you. Don’t just file that return away and forget about it.

If you need another meeting to review the tax return with your 
accountant, set one up. He or she will be very glad to explain 
your return, line by line. (Did I mention that accountants are very 
detail-oriented?)

A Word About Your Expenses
Many a new freelancer has found the prospect of being in busi-
ness for him or herself to be truly dazzling. (Look at all of these 
expenses that are deductible!)

Sorry to break the news to you, but you can’t claim your cat as 
a business expense on your tax return. She may be your most 
trusted business confidante, but her food and vet’s bills just aren’t 
deductible.

Likewise, your nice new Swiss watch. It looks great on you, and 
its accuracy will ensure that you’ll never miss a business meeting 
again. But you can’t say it’s a typical and necessary expense for 
your business.
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Now, you may find yourself in situations 
where business and pleasure mix. Say, 
for example, you take a four-day trip 
back to your old college campus. While 
you’re in the area, you schedule a day 
of meetings with clients and potential 
clients.

The costs you incur during that day, 
say, cab fare to the clients’ offices, 
would be deductible as business 
expenses. You may also be able to 
deduct a portion of your airfare and hotel bill.

But that fun evening at the pub with your old college friends? 
That’s strictly a personal expense. (Sorry!)

If you have questions about what is a business vs. a personal 
expense, ask your accountant. Don’t just claim the expense on 
your tax return, get audited, and find out the hard way that it wasn’t 
deductible.

Keep those words “typical 
and necessary” in mind. 
They're the tools for 
determining what are 
business vs. personal 
expenses.
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Banking Your Money
Since the goal of being in business is to make money, freelancers 
will need a place to put their money. This chapter will discuss the 
advantages and disadvantages of large banks and small banks, 
online-only banks, non-bank institutions like credit unions, and 
online payment processors.

How Banks Make Money
Before I go any further, let’s look at why banks are in business. In 
short, they’re just like us. They’re in business to make money. They 
do this by lending money and charging interest for it. Or, as has 
recently been pointed out by various protest movements, our debt 
is their wealth.

So, if you open an account at a new bank, or are at the teller 
window of your current bank, don’t be surprised if they’re trying to 
sell you on something that involves your paying interest to them. It 
could be a car loan or a home equity line of credit. Or, since they 
see your studio logo on your very cleverly-designed tee shirt, a 
business loan.

Whether you need any of these things is another matter. Just 
understand that people who work for financial institutions are 
under a lot of pressure to sell what makes their employers money.

Large Bank or Small Bank?
These days, it seems as if no one loves the big banks. It’s not 
enough that they’re considered “too big to fail,” it’s that for many 
of us, they’re too big to care. Unless it means charging us fees for 
anything and everything.

Why, then, do little people like us still have accounts with them?
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1. Web-based accounting apps. Some of these link to your 
bank account, and guess what, a lot of them only work with 
the megabanks rather than the First National Bank of Your 
Little Town.

2. Convenience. Big banks have branches. Lots of them. 
That’s a huge advantage, especially if you travel frequently. 
Or, if you like to use automatic teller machines without 
paying fees to other financial institutions because your 
smaller bank’s ATM network isn’t as big.

3. Business credit cards and other business-specific 
services like deposit pickups at your office. If you’re a 
wealthy freelancer, some banks even offer concierge ser-
vices — no more going to the bank. Your personal banker 
will come to you! (Add this to your list of long-term goals 
for your freelancing business.)

Despite these three advantages, you’re still a big bank hater. To 
the point where you’ve taken the Move Your Money site’s advice 
to heart and spirited your funds away from the Wall Street mega-
banks. For you, it’s small local banks or nothing!

One of the biggest selling points of the small banks is that they’re 
small. Chances are good that when you enter the lobby, at least 
one of the tellers will know your name. You’ll also see your friends 
and neighbors banking there too. Or, if you’re trying to deal with 
the bank over the phone, the people on the other end have prob-
ably heard of you and will be more willing to help.

Like their big counterparts, the small banks now offer online bank-
ing. So, if you’re 2,000 miles away from the First National Bank of 
Your Little Town, you can still log on and take care of business.

Online-Only Banks
If you really love doing things over the Internet, there are large, 
online-only banks like American Express Bank, Emigrant Direct 

http://moveyourmoneyproject.org/
http://personalsavings.americanexpress.com/
https://www.emigrantdirect.com/EmigrantDirectWeb/index.jsp
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and ING DIRECT. Since they don’t have bricks and mortar 
branches with staff, their costs tend to be lower.

However, since these institutions don’t have branches, you may be 
hit with fees when you use other banks’ automatic teller machines. 
That’s something to keep in mind if you make frequent trips to the 
money wall.

Warning: Don’t do your online banking when you’re on an unse-
cured computer network, say, a public Wi-Fi. You don’t know who 
might be eavesdropping on your activities.

Credit Unions
Credit unions are non-profit institutions that are cooperatively 
owned by their members. They tend to charge lower fees than 
banks, and they’ve recently advertised this fact to great effect. The 
November 2011 Bank Transfer Day proved to be quite a boon for 
credit unions.

What are the downsides of credit unions? Many are only open to 
certain groups, like current and previous employees of a certain 
company or residents of a single city. And some credit unions offer 
personal accounts only. If you need a business account, sorry, 
you’ll need to deal with that bank down the street.

What about PayPal?
Do you like to get paid? Of course you do. Do you have clients who 
like to pay you with a credit card? Bet you do.

You’ve probably look at the costs of getting a merchant account 
and payment gateway, which enable you to accept credit cards, 
and linking that account with your bank account so that those pay-
ments can be deposited. Not cheap, was it?

That’s why online payment processors like Google Checkout and 
PayPal are so popular with creative freelancers. Both are quick 

http://home.ingdirect.com/
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and easy to set up, their fees are relatively modest, and their fraud 
protection is pretty good.

Alas, there are disadvantages. For example, you might have a 
client whose employer forbids her from using the corporate credit 
card to send you money via PayPal. Which means that you’ll have 
to wait for her company’s accounting department to cut you a 
check. So much for getting paid this afternoon. Or, let’s say your 
client loves your work, but she hits that Google Checkout page that 
tells her that is only available for U.S. purchases. And your client is 
in Canada.

With PayPal, there’s a transaction limit of $10,000. Once your 
total purchases and payments hit that amount, you either have to 
authorize PayPal to access your bank account (Are you sure you 
want their online nose in there?) or sign up for their credit card. The 
credit card application isn’t terribly onerous,

and once you get the card, you don’t have to use it. You can keep 
making payments with the funds in your PayPal account.

So, What Kind of Accounts Do I 
Need?
Banking your money will involve three types of funds that you’ll 
need to get at quickly:

1. Savings Accounts. These are for paying your taxes, your 
emergency fund, and long-term savings that you’re not 
putting toward retirement. You might also have a savings 
account set up for things like your wedding or a down pay-
ment for a house. In short, savings accounts are long-term 
money that you don’t want to lose. (Investment money is 
your risky money. Meaning that you could lose all of it.)

2. “Paying Your Business Bills” Accounts. You might be like 
a lot of us in that you have a checking account at a bank 
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and another account with an online payment system like 
PayPal or Google Checkout.

3. Paying Yourself. Whether you’re transferring money 
between your business and personal checking account at 
the same bank — and, yes, you should keep these accounts 
separate — or writing a check to yourself from your busi-
ness bank and walking it over to the credit union where 
your personal account is, you’ll need an account for you. 
Remember that paycheck from your employment days? This 
is the account where it gets deposited.
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The Budget Blues
“Budget” is one of those words that strikes fear in the hearts of 
many people. It’s associated with such laments as “We’re going to 
have to cut the budget!” or “There’s just no budget for this.”

In its simplest terms, budgeting is goal-setting with numbers. And 
those numbers are based on your projections. As you gain busi-
ness experience, you’ll get better at budgeting.

For many creative professionals, “budget” is one of those “don’t go 
there” words. But, we’re going there, and I promise that it will be a 
worthwhile experience.

In this chapter, we’re going to prepare a hypothetical income state-
ment for your business. And the first question we’ll address is a fun 
one: How much revenue do you plan to generate next year? Write 
that number down. Now we’re going to give it a name: Projected 
Gross Income.

If you have your finger in more than one freelancing pie — say, 
you’re a designer, writer and consultant — then you have three 
income streams. The sum of those income streams should equal 
your Projected Gross Income.

Before we go any further, permit me to make three important 
points about budgeting:

1. In its simplest terms, budgeting is goal-setting with 
numbers. And those numbers are based on your projec-
tions. As you gain business experience, you’ll get better at 
projecting.

2. Whenever you make a projection, justify it. Pretend that 
your budget is part of a business plan that you’re going to 
present to venture capitalists. They’ll ask you about your 
assumptions — “What makes you think you can bill $75,000 
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next year, Freddie Freelancer?” Your answers should show 
that your assumptions are realistic.

3. Accounting software isn’t the right tool for budget plan-
ning. That’s because accounting software is the business 
equivalent of a rearview mirror — it’s great for generating 
reports on what you’ve already done. For budget planning, 
spreadsheet software like Microsoft Excel, Google Docs, 
or Open Office Calc are much better choices. Spreadsheet 
software allows you to run your numbers over and over 
again. (Be forewarned: Running the numbers is the business 
equivalent of a highly addictive computer game. Don’t get 
carried away!)

Now that you’ve projected your Gross Income — and you can 
justify that figure — it’s time to start subtracting from it. The first 
deduction comes from your Cost of Sales. As a general rule, your 
Cost of Sales will include all of the direct costs that are needed to 
produce what you do for clients.

For example, let’s say that you’re in the website design business. 
Your Cost of Sales may include the hiring of subcontractors for 
back-end programming on your clients’ websites. You might also 
be subcontracting to a copywriter who gets your clients’ written 
copy into tip-top shape.

Subtracting your Cost of Sales from your Income reveals your 
Gross Profit. Although there are no hard and fast rules, it’s a good 
idea to limit your Cost of Sales to 10 to 15 percent of your Gross 
Income, because you need to have enough money left over to 
cover your Operating Expenses.

Operating Expenses are probably the easiest things to estimate. If 
you’ve been in business for a while, just pull out your income state-
ments and see what you spent for this, that, and the other thing. 
If you’re a rookie freelancer with no previous years’ income state-
ments, ask your accountant what businesses like yours typically 
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incurs for operating expenses. You can also use industry standards 
as a guide.

For example, there’s a much-hallowed rule that says that you 
should allocate 10 percent of your Gross Income for marketing 
expenditures. For many freelancers, marketing will be the biggest 
single Operating Expense.

A Tip from Dr. No: While some of your Operating Expenses are 
undoubtedly going up (insurance and utility costs sure are!), you 
can also be a cost-cutter. The easiest way to do this is to get tough 
with your inner-self when it comes time to spend. Flog each expen-
diture mercilessly before going into “buy it” mode.

Yes, you’ll probably remind yourself of Dr. No, that accountant from 
your employment days. You remember him — he never approved 
any company expenditure without a major drama. And now here 
you are, a freelancer who’s following in his frugal footsteps.

In short, consider inevitable cost increases and things that you can 
cut when you’re estimating your Operating Expenses. But, don’t 
stop there. Be sure to account for those special projects coming 
up in the New Year. Call these the “gotta spend money to make 
money” projects. Here are three examples:

1. You are planning to take a couple of classes to improve your 
design skills. This means that you’ll need to budget more for 
educational expenses than in years past.

2. Your proficiency as a programmer has led you into creat-
ing software applications for which you need intellectual 
property protection. Looks like you’re going to be spending 
much more than you usually do on legal fees.

3. After several years of hiding in your freelancing cave, you’ve 
decided that it’s time to attend a professional development 
conference in another city. In addition to incurring higher 
educational expenses, your travel expenses will also be 
much higher. Make sure that your projections reflect that.
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Now that you’ve estimated your Gross Income, Cost of Sales, 
and Gross Profit, it’s time to total your Operating Expenses. Next, 
subtract the Operating Expenses from Gross Profit to get your Net 
Profit.

In addition to being a nice-looking number, Net Profit has some 
important work to do for you. It’s the source of funds for…

1. Paying you a salary that rewards you for the risks of 
being a freelancer. Salaries also come in handy when it 
comes time to cover personal expenses like the mortgage, 
buying groceries, and keeping the house lights on. Note 
that I referred to these things as personal expenses, not 
business expenses. If you work from home, some of your 
personal expenses — like a portion of your utilities — may be 
deductible on your tax return, but check with your accoun-
tant for the official rules and regulations. (The portion of 
your utilities will probably be equal to the percentage of 
your home square footage that’s devoted to your business, 
but ask your accountant.)

2. Buying new equipment for your business. Face it, your 
computer isn’t going to last forever. Neither are any of your 
other office toys.

3. Paying your taxes. Believe me, having funds set aside for 
this purpose brings great peace of mind. For an in-depth 
discussion of this topic, refer back to Chapter 6.

4. Funding long-term goals. For example, if you’re planning 
to retire, you have some saving to do. Or, maybe you’d like 
to take a one-year sabbatical and travel overseas. That will 
require savings as well. Or, suppose that new client has 
started an interesting company that you’d like to invest in. 
Or, perhaps you’d like to try stock market investing.

After you’ve projected your annual budget with spreadsheet soft-
ware, it’s time to incorporate it into your business accounting. If 
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your accounting software is like some, you may have to wait until 
you open next year’s books to do this.

Since accounting software tends to be monthly report-centric, 
you’ll probably be asked to enter a monthly number for each item 
in your budget. For items that don’t vary much, simply divide 
your annual number by 12 and enter the result. For “lumpier” 
items — such as income that you realize in just two months out of 
12 or an expense that you only incur in July — only enter figures for 
those months.

Once you’ve loaded your budget into your accounting software, 
you’re ready to measure actual business results vs. your projec-
tions. Your accounting software will probably call this a Budget 
Analysis Report. As mentioned back in Chapter 3, I recommend 
pulling this report once a month.
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Saving and Investing for 
Freelancers
It seems that the rest of the world has discovered freelanc-
ers — and our money. One of the big growth areas is investments.

As a self-employed professional, you’ll encounter quite a few sales 
pitches for investments. Some will be worth pursuing. Some aren’t. 
This chapter explains the difference. It also distinguishes invest-
ment money from that used for saving.

A Little Bit of History
Back in the 1980s, when self-employment was rare and stigma-
tized, it was difficult to get a lot of things that modern day freelanc-
ers take for granted.

Take credit cards, for example. When my father left his job in his 
industry and started a consulting practice, he couldn’t get a credit 
card on his own. My schoolteacher mother had to cosign for him.

These days, it’s hard to go to the mailbox without getting at least 
one piece touting a business credit card. Looks like the credit card 
industry loves self-employed people after all.

Then there are those office supply warehouse stores. You probably 
have at least one in your town — and they’re not targeting the For-
tune 500. They’re targeting us.

A Freelancer’s Experience with 
Life Insurance
You’ve probably met at least one agent who’s pitched a life insur-
ance policy as tax-free savings for your old age. Maybe it was a 
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college savings plan for your kids. Or, perhaps it was the platform 
for making a sizable charitable donation.

The trouble is, life insurance is often being sold as something it 
really isn’t. The purpose of life insurance remains the same as it 
always has. It’s intended to replace the loss of financial support 
caused by your death. That’s it. You buy it solely for the death 
benefit.

So, if you’re single and don’t have a spouse or children depend-
ing on your income, you don’t need life insurance. That’s what I’ve 
always heard.

But this doesn’t stop the sellers of life insurance from pitching their 
wares to single freelancers. Hey, it’s happened to me — more than 
once, in fact.

The most recent pitch came from a former coworker. We worked 
for the same organization until I quit to go freelance back in 1994. 
And, quite frankly, I wasn’t aware that he was still in town. We got 
re-acquainted while I was volunteering during a fund-raising drive.

He told me that he was still working at the same organization, 
but in a much higher position. I filed that factoid away in my brain 
because I’d been trying to find prospects in this organization, and 
it’s been difficult.

A few months later, I acted on that factoid by sending him an 
e-mail. He responded, saying that he’d like to tell me about his  
current work. I figured that he’d been promoted again.

We met at a local restaurant, and wouldn’t you know it, he’d been 
fired by the aforementioned organization. He was embarking on a 
new career in life insurance sales. Let’s just say that he didn’t put it 
that way. No way. He was offering investments. Financial planning. 
And what were my financial goals?

Well, I said that I’d like to take a sabbatical in a few years. Great! 
My former coworker-turned financial planner had the solution to 
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that goal, and guess what it was? If you guessed “life insurance,” 
you’re right. Whole life insurance, to be exact.

I signed the contract, paid for first month’s premium, then started 
having serious second thoughts. As mentioned above, I’d heard 
that single people without dependents don’t need life insurance 
of any sort. Had that changed? Had it become some sort of great 
investment while I was paying attention to other things?

I decided to do some homework. It was simple as asking friends 
and acquaintances I trust. And doing simple online searches.

What did my homework assignment turn up? Well, I found that life 
insurance had long been regarded as a lousy investment. Espe-
cially whole life, which should really be called Whole Lotta Com-
missions (for the agent).

Reason: Those friendly people who so ardently sell these policies 
can get as much as 80 percent of first year premiums. No wonder 
they’re so cheerful when you sign the contract and the check for 
your first month’s premium. Whole life also makes the insurance 
industry quite happy, as it makes a substantial profit from sales of 
these policies.

Back to the homework report. One of the refrains I kept hearing 
was “Buy term life insurance and invest the difference.”

This bit of advice refers to the substantial cost difference between 
whole-life insurance and term insurance, which you buy for a cer-
tain length of time. For example, you might be interested in pur-
chasing a 20-year policy that would cover the time it would take for 
your kids to grow into adulthood.

Since the premiums for term life are much lower than whole life, 
you take the difference and invest it elsewhere. And you get to 
choose the investments, not the company your insurance agent 
represents. Here’s another awful truth: When it comes to invest-
ing, insurance companies aren’t very good at it. Remember junk 
bonds? There were some insurance companies that got so heavily 
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invested in them that they put themselves out of business. Sorry, 
policy holders, there goes your money.

Investment Opportunities to 
Choose From
So, what investment opportunities can you choose from? Well, 
there are stocks of publicly traded companies, corporate or gov-
ernment bonds, real estate, shares of privately-held companies, or 
making private loans to individuals or businesses.

If you’re interested in investing, you’ll quickly find that there’s no 
shortage of opportunities. And, as a business owner, you have a 
big target painted on your checkbook. All sorts of salespeople will 
be aiming at it. So, protect your money by doing your homework 
before opening the checkbook.

My two favorite places for investment research are the public 
library and the Internet. I usually have at least one financial book 
checked out from my local library.

As for Internet hubs for investment research, I’m a big fan of the 
common-sense advice on the Bogleheads discussion forum. It’s 
for people who admire the work of John C. Bogle, founder of the 
low-cost U.S.-based investment company, The Vanguard Group.

Many Bogleheads focus their investing on The Vanguard Group’s 
family of indexed mutual funds, which seek to track the returns of 
market benchmarks like the Standard & Poor 500 Index. However, 
there are individual stock pickers at Bogleheads, just like there are 
on any other investment forum.

But, the Bogleheads are big believers in doing their homework first. 
This means reading the annual reports of publicly traded com-
panies carefully, monitoring company news, and then — and only 
then — buying shares of the stock. These aren’t the folks to rush 

http://www.bogleheads.org/
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out and place a buy order for the latest hot stock that they heard 
about on the financial TV shows. You’d do well to emulate them.

Once you get away from the world of publicly traded company 
stocks and government and corporate bonds, you’re much more 
on your own. That’s because things like real estate, shares of pri-
vately-held companies, or private loans aren’t subject to the same 
regulatory oversight that that the issuers of stocks and bonds are.

Case in point: Back in the summer of 2001, I was sick to death of 
renting. Nearby, a cohousing community was forming. This type 
of community combines private home ownership with common 
ownership of shared space like a dining room, laundry facilities, 
recreation center, and workshop.

By early fall 2001, I’d put $2,500 toward moving into this commu-
nity. And then I had a revelation: Cohousing aficionados are fond 
of having meetings. Lots of meetings. Why, I distinctly remember 
going to a meeting about our group’s meetings.

In November, I announced (at a meeting) that I was fed up, and 
that I was going to be leaving the group. That decision turned my 
$2,500 from a cohousing membership share into an investment in 
the construction.

From then on, it was as if my money had disappeared behind a 
high wall. I heard nothing from the community about how construc-
tion was progressing, and, more importantly, when I would get that 
$2,500 back plus the interest I was promised.

My best source of information turned out to be the lady who cut 
my hair. Her sister and brother-in-law joined the cohousing group 
after I left it. The hairdresser was more than happy to fill me in on 
the details.

In mid-2005, I got a letter from the cohousing community’s con-
struction company. Project was done. People have moved in. 
Here’s that $2,500 plus the interest we promised.
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Moral of the story: If you’re concerned about how your money 
will be handled in a real estate investment, or in the shares of a 
privately-held company, sort that out before you write the check. 
You deserve regular and timely communication. If that’s not going 
to happen, don’t invest.

Savings vs. Investments
Okay, time to tie up a loose end. I’ve mentioned online savings 
accounts and U.S. Treasury securities as places for stashing your 
goal-oriented money. And I’ve spent a good bit of time talking 
about investments. Let’s understand the difference between your 
investments and your savings.

Simply put, investment money is your risky money. Meaning that 
you could lose some or even all of it. You could also make a very 
nice return on your money. You just have to be willing to tolerate 
risk.

If you’re like a lot of people in business, you might be more con-
cerned with the return of your money than the return on your 
money. So, investing might not hold much appeal. After all, you’ve 
taken enough risk as a freelancer in a very uncertain business 
world.

Not to worry — I’m not going to lecture you about all the things 
you’re missing by not investing in the stock market. I had a very 
dear friend who felt the same way. My friend came of age during 
the Great Depression, and he wouldn’t touch the American stock 
market with a barge pole.

By living frugally or “simply,” as he called it, he was able to save 
enormous amounts of money, which he put into U.S. Treasury 
securities. My friend died in January 2008 and left a substan-
tial estate. A lot of local organizations have benefited from his 
bequests and from the gifts he made during his 93 years of life. In 



Saving and Investing for Freelancers90

short, it’s okay to be a saver. It worked out beautifully for my friend 
and for our community.
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How Will Being 
Financially Literate Help 
You?
Face it, creative freelancers aren’t known as numbers people. 
Becoming one of them, even if it’s just from the perspective 
of knowing your own business’ numbers — and how to act on 
them — can take you far.

The Bad Deals Early Warning 
System
One of the biggest benefits of being financially literate freelancer is 
that it can keep you out of trouble. You’ll become adept at avoiding 
bad business deals before you sign on the bottom line. Here’s an 
example that many photographers will recognize:

You’ll be contacted by some organization that really likes your 
work. It might be a non-profit, or it could be a for-profit. It doesn’t 
really matter, because the pitch is the same.

The organization will tell you that it really wants to work with you. 
But, alas, they have no budget for photographers.

To sweeten the deal, they’ll offer you a photo credit — think of the 
exposure that will give you! Well, you know photo credits. They say 
“Photography by Your Name” in six-point type that can only by 
read with a magnifying glass. It’s not the sort of endorsement that 
will bring prospects flocking to your door.

As a financially literate freelancer, you immediately recognize a 
“work for exposure” offer for what it is. It’s coming from someone 
who can probably afford to pay you, but you’re being asked to 
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work for free. Even though you’ve whittled your expenses down to 
what’s truly essential, you still have bills to pay.

Now, you could be like British photographer Tony Sleep, who slaps 
these people silly in his essay, “We have no budget for photos.” 
Here’s Tony, getting underway:

“ ‘No budget’ is a euphemism for ‘we think 
photographers are mugs’. This offensive interpretation 
can easily be verified by trying the phrase at your local 
restaurant, e.g. ‘I have no budget for dinner but I’d like 
to eat.’ Adding a promise to tell all your friends where 
you ate will not deflect your head from the curb as the 
manager throws you out. ”

The slapping continues for 11 more paragraphs, and I think you’ll 
find it quite enjoyable. Sleep says he replies to the numerous “work 
for exposure” requests by linking to his essay.

If you’re not in the mood to slap people around, tempting though it 
may be, here’s a more polite response:

“ Sorry, I’m going to have to pass on this job. I simply 
can’t afford to work for free. I have too many bills to 
pay. ”

Once you pop that into an e-mail, it’s doubtful that you’ll ever hear 
from the freebie freelancer-seekers again.

Get On Board!
If word gets around about your financial literacy, you may find 
yourself being courted by non-profit organizations. They’re always 
looking for numbers-savvy people for their boards.

While it’s unlikely that you’ll be paid for your service, being on a 
non-profit board is a great way to get to know the powers-that-be 
in your community. Some of them could turn into clients.

http://tonysleep.co.uk/node/687


How Will Being Financially Literate Help You?94

Or, if you’re not planning on playing the client-chasing game for-
ever, they might point you toward opportunities that aren’t depen-
dent on selling your time. Just use your head and evaluate these 
opportunities carefully. Just because one of your fellow board 
members is endorsing it doesn’t mean it’s a good idea.

The same applies to for-profit companies. Did you know that the 
demand for corporate board members exceeds the supply? And 
there you are. You might be the outside director they’re looking for.

Speaking as someone who’s served on a corporate board, I’d like 
to offer the following words of advice:

1. If your board term is for more than one year, spend 
much of the first year listening and learning. Read every 
bit of information you can find about the company — its 
website, brochures and other printed marketing materials, 
and the annual report. Pay extra attention to the financial 
statements and the notes that accompany them. Financial 
pros like to say that the real story of the company can be 
found in those notes.

2. Ask questions, but do your homework first. The answer 
to your question might be on the Products page of the 
website. If you don’t find the answer there, the best way to 
phrase a question would be like this: “I notice that the Prod-
ucts section of the website says 
that you offer Lines A, B, and 
C, but we haven’t been talking 
much about Line B in the board 
meetings that I’ve attended. 
Is Line B still a priority?” The 
reason for the “homework first, 
questions later” approach is that 
board meeting time is valuable. 
You don’t want to clutter it up 

Some, but not all, 
companies pay board 
members for their service. 
This practice is more 
commonplace among 
larger, more established 
companies than startups.
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with discussions that aren’t crucial to the advancement of 
the company.

3. As a board member, you’re now part of the company’s 
sales force. But, be discreet. While you’re on the com-
pany’s board, you may be called on to identify sales pros-
pects, possible investors, or potential business partners. 
While it’s important for you to be enthusiastic about what 
the company does, treat what is discussed in the board 
meetings as confidential. Don’t leak the company’s secrets 
to the world.

Back on the Job
If you decide to head back to the employment world, be aware that 
companies are begging for — make that crying out for — employees 
who understand the numbers behind the business. You have that 
ability.

It could make you into the lead programmer/business manager 
or the graphic designer/bookkeeper. Or, the senior management 
might decide that you’re so financially literate that they’d like to 
groom you so you can join their ranks.

You might be attracted to companies where understanding the 
financials isn’t an option — it’s mandatory. To learn more about 
such companies, read up on Open-Book Management at the  
Great Game of Business website.

Family Matters
Last but not least, there’s the home front. Your business savvy can 
go a long way toward getting your family’s finances into top shape.

Or, if you have elderly relatives who need help with handling their 
finances, be prepared. You may be the family member who’s most 
qualified to handle the job.

http://greatgame.com/case_studies/
http://greatgame.com/


How Will Being Financially Literate Help You?96

A word of advice from someone who’s dealing with this situation: 
It’s not easy, but you need to put your emotions in a locker and 
handle your relatives’ finances like a bookkeeper who’s been hired 
to straighten out a chaotic small business. Get to work and focus 
on the mission of taking care of your family. Here’s what your mis-
sion may look like:

1. Balance that checkbook that hasn’t been balanced in a 
year. Pay special attention to the check records so you can 
see where the money has gone.

 You may find yourself asking some uncomfortable ques-
tions about why Dad has donated to this or why Mom pays 
that much for the phone bill. It’s not easy, but ask those 
questions anyway. Your job is to protect your parents from 
the many people and businesses that prey on seniors. If 
they’ll allow you, put yourself on your parents’ bank account 
so you can manage it remotely via online banking.

2. Go through the mail that’s coming in. Do all of those 
charitable organizations really need your folks’ money? (No. 
Pick two or three and focus on them.) Is that sweepstakes 
offer legitimate? (Probably not.) Is that journal from your 
father’s professional career still something he can read and 
understand? (Doubtful. Let the subscription expire.)

3. There’s a legion of telephone solicitors who understand 
that a lot of seniors are lonely and crave human inter-
action. And then they proceed to separate these seniors 
from their life savings. It happens every day. If your relatives 
appear vulnerable to such solicitations, screen their calls 
when you’re around. Sign them up for the “Do Not Call” list. 
Report solicitors who’ve wormed their way into your rela-
tives’ finances to the authorities. Elder abuse task forces 
would be especially interested. You might even have to set 
their banking and credit card accounts so that you have to 
approve every transaction. Or handle all the transactions 
for them.
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If you get the impression that handling 
older family members finances is a 
tough job, you’re right. And some of 
your elders might not be grateful for the 
help that you’re offering.

After all, that investment guy who 
fleeced them over the phone sounded 
like such a nice man who was just 
trying to feed his kids. And that bogus 
charity kept sending them such heart-
rending letters, so how could they not 
donate? It’s a tough job — so be tough. 
It’s not easy to tell your relatives that they’re being ripped off, but 
this is part of protecting them from harm. Remember, they did the 
same thing for you when you were young.

In conclusion, your financial literacy can open all sorts of doors. In 
this chapter, I’ve covered four:

1. Protecting your business by knowing how to avoid bad 
deals. 

2. Serving on non-profit and corporate boards. 

3. Getting back into the employment world. 

4. Managing family finances.

I hope that it opens many other doors for you!

You might find that 
handling the affairs of 
elders is the sort of job 
that you'd like to turn into 
a business. With so many 
aging people in the world, 
this could be a great 
opportunity for you.
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Other Resources
Here’s a collection of books, online communities, websites, and 
blogs that will help you become a freelancing financial ninja. Let’s 
start with the books…

Martha’s Super Seven Financial 
Books
The first book I recommend is The Money Book for Freelanc-
ers, Part-Timers, and the Self-Employed by Joseph D’Agnese 
and Denise Kiernan. They’re freelance journalists, authors, and 
producers like a lot of us. The book starts out with the authors’ 
finances in a total mess. It ends with this husband-and-wife team 
being in much better shape.

Their best advice? Start by getting real about your finances. Yes, 
they’re asking you to account for all that money that you’ve been 
spending foolishly, all the saving that you’re not doing, and those 
taxes that keep coming due.

After you’ve gotten real, here’s a financial goal, courtesy of the 
authors: Save 30% of your income. Yes, I know. That’s a lot to 
save. But since you don’t have an employer withholding a portion 
of each paycheck for your taxes and retirement, you have to do it. 
So, put 10% in each of those two savings buckets.

Savings Bucket #3 is for your emergency fund. Many financial 
gurus advise that you have six months of income saved up. This 
dynamic author/freelancer duo leans more toward having a whole 
year saved up.

I agree with their recommendation. And let me warn you: There 
will be at least one time during your freelancing career when you’ll 
need to tap that emergency fund. It might be when you’re first 
starting, during a slow time in your business, or during an eco-
nomic downturn.

http://freelanceswitch.com/money/product-reviews/the-money-book-review/
http://freelanceswitch.com/money/product-reviews/the-money-book-review/
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Watching your emergency fund’s balance steadily sinking lower 
will keep you up nights, I guarantee it. Rebuilding the fund will take 
much longer than it did to draw it down. But, the good news is that 
you had that fund at your disposal. And, yes, you will fill your emer-
gency well again.

The second book on my “recommend” list is All Your Worth 
by Elizabeth Warren and her daughter, Amelia Warren Tyagi. 
At the heart of this book is a 50-30-20 system for allocating your 
money. Fifty percent goes to your must-haves like housing and 
transportation. If you’re above 50%, the authors advocate a tough 
love approach. As in, selling your car and riding the bus. Or, if that 
house mortgage is just too much, sell the place and rent something 
cheaper.

Thirty percent goes to the things you want to have. It’s very impor-
tant to be stern with your wants because they have a way of sneak-
ing over into the “must” column.

As for the remaining 20%, that’s for paying down that debt that’s 
stealing from your future. Or, if you burned up a good portion of 
your emergency fund like, this is the money you’ll use to fill the 
hole.

The 50-30-20 system is what I used to fill a $6,000 financial hole 
in less than a year. One of the best things I did was adopt a very 
nasty tone of voice while asking myself, “Is this a must or a want?”

It turned out that a lot of my musts were mostly wants, and I 
decided that they weren’t worthy of my spending money. Filling the 
hole was much more important. To tell you the truth, filling that hole 
became addictive. I found that I truly enjoyed life as an extreme 
saver, and I still do.

The third book is full of highly creative people like us. They’re 
profiled in Jeff Yeager’s Cheapskate Next Door. I like the 
couple living on a steel-hulled ship. The purchase price of their 
floating home? “A mere $18,000,” says Yeager. Did I mention that 

http://www.amazon.com/All-Your-Worth-Ultimate-Lifetime/dp/074326987X/
http://www.ultimatecheapskate.com/nextdoor.html
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this couple lives on a very modest income? Or you could emulate 
Yeager’s friend Clive, who built a barbecue grill from an oil drum, 
cement blocks, and bicycle parts. One of the benefits of mone-
tarily-induced creativity is that you learn the difference between 
thinking and spending your way out of problems. I believe that the 
thinking skills are far more valuable.

My fourth recommendation is Ramit Sethi’s book, I Will Teach 
You to Be Rich. He’s a big believer in creating special savings 
accounts in online banks. Although the interest rate on a bank 
account is pretty paltry these days, if you’re saving up for some-
thing special (like a sabbatical from your freelancing business), a 
bank savings account is a nice, secure hotel for your money. And 
why should you be interested in saving money? Because many 
investments come with a minimum amount requirement. Which 
means that if you don’t have that sum lying around, you’ll have to 
save it up first.

Recommendation number five is for The Ultimate Money 
Guide for Bubbles, Busts, Recession and Depression by Martin 
Weiss. He’s big on keeping your money super-safe. Being the 
owner of a company that doesn’t take money from the firms it 
evaluates, he offers quite a few plugs for Weiss Ratings.

Among other things, Weiss monitors the health of American banks, 
and you might be shocked to learn that your money might be living 
in a rather precarious place. The book offers a very compelling 
case for why some of your funds should be in U.S Treasury securi-
ties, rather than banks.

My sixth recommendation is for one of those small business 
books that’s been around forever. It’s Bernard Kamoroff’s 
Small Time Operator: How to Start Your Own Business, Keep 
Your Books, Pay Your Taxes, And Stay Out of Trouble. He’s one 
of those accountants who insists that you learn bookkeeping, even 
if you have a computer. You might find that to be a useful exer-
cise — I did! — but then again, you might just like this book for its 
how-to information for brand-new business owners.

http://www.iwillteachyoutoberich.com/
http://www.iwillteachyoutoberich.com/
http://www.amazon.com/Ultimate-Money-Bubbles-Recession-Depression/dp/1118011341/
http://www.amazon.com/Ultimate-Money-Bubbles-Recession-Depression/dp/1118011341/
http://www.weissratings.com/
http://treasurydirect.gov/
http://treasurydirect.gov/
http://www.amazon.com/Small-Time-Operator-Business-Trouble/dp/1589796640/
http://www.amazon.com/Small-Time-Operator-Business-Trouble/dp/1589796640/
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Last but certainly not least, there’s The Power to Prosper: 
21 Days to Financial Freedom by Michelle Singletary. This is 
a Biblically-based book, and you may find all the Scripture to be 
attractive. Or it might be a turnoff. Either way, the book will take 
you through a 21-day financial fast that centers on getting your 
spending focused on needs, not wants.

Getting out of debt is also a big priority. While it’s not filled with hot 
stock tips, it does make a compelling case for focusing your life 
energy on things other than making money and buying things. Like 
spending more time with your family, for example.

I especially liked her advice on housecleaning: Want to buy some-
thing that you’re convinced that you can’t live without? Clean 
the house first. And don’t just dust all those books and CDs and 
breeze past that closetful of shoes. No, you’re going to take every 
object in your house and clean it. Thoroughly. This is the best 
unnecessary shopping deterrent on the planet. You might also be 
motivated to sell or donate a lot of those things you haven’t been 
using for a while.

Finding Kindred Spirits Online
So, you’re increasing your creativity and building your financial 
knowledge. Like any long-term project, this one’s a whole lot more 
fun with friends. Here are three places to find them:

In a spending-oriented world, savers need support. So, give the 
ING DIRECT bank’s We the Savers blog a try, starting with its Dec-
laration of Financial Independence.

As mentioned in Chapter 9, I’m a big fan of the common-sense 
advice on the Bogleheads discussion forum. It’s for people who 
admire the work of John C. Bogle, founder of the low-cost U.S.-
based investment company, The Vanguard Group.

The above sites don’t charge for memberships. But if you can 
spare $19 a month, and I’ll bet you can, consider a membership 

http://michellesingletary.com/
http://michellesingletary.com/
http://wethesavers.ingdirect.com/
http://wethesavers.ingdirect.com/save-money-declaration/
http://wethesavers.ingdirect.com/save-money-declaration/
http://www.bogleheads.org/
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in Enhanced Freelance. This is a global mastermind group of 
experienced

creative professionals who can help you with any business growth 
issue you can imagine. And that includes your financial questions.

Useful Websites and Blogs
If you found the concepts in this book so fascinating that you’d like 
to delve deeper, check out the Bean Counter. It bills itself as “an 
educational and information site that offers free accounting and 
bookkeeping tutorials/courses, tests, and quizzes.”

Want to spend less, improve your cooking skills, and get answers 
to just about any financial question you could imagine? Head over 
to The Simple Dollar blog. Another blog that covers the same ter-
ritory — and avoids financial hype — is Get Rich Slowly. This is the 
blog with the tortoise logo, the one that says that it’s more impor-
tant to be happy than rich.

http://enhancedfreelance.com/
http://www.dwmbeancounter.com/
http://www.thesimpledollar.com/
http://www.getrichslowly.org/blog/
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Now that you’ve finished

Finance for Freelancers
check out these related eBooks from the

Rockable Press library:

How to be a Rockstar 
Freelancer

by CYAN AND COLLIS TA’EED

Freelance Confidential 

by AMANDA HACKWITH

http://rockablepress.com/books/rockstar-freelancer/
http://rockablepress.com/books/rockstar-freelancer/
http://rockablepress.com/launch/freelance-confidential/
http://rockablepress.com/books
http://rockablepress.com/launch/freelance-confidential/
http://rockablepress.com/books/rockstar-freelancer/

	Contents
	Introduction
	The Math Problem
	Watch Out for Those Geniuses
	Look, Ma, I Crashed the Economy!
	The Math Solution

	What Exactly is Finance for Freelancers?
	Bookkeeping Deja Vu
	Making Friends with Accounting
	Business Funding Basics

	Bookkeeping Basics
	Key Bookkeeping Tasks
	Your Chart of Accounts
	Training Time
	What About Debits and Credits?
	The Limitations of Accounting Software

	Accounting Basics
	Essential Financial Reports
	The Weekly Report
	The Monthly Report
	The Annual Report

	Hey, what about the balance sheet?

	Business Funding Basics
	Business Plan Basics: The One-Page Plan
	Part One: Create your Ideal Client Profile (ICP). 
	Part Two: State how you’re going to reach out to potential clients. 
	Part Three: Set goals for your business. 

	Business Plan Basics: For Those Seeking Outside Money
	Funding Your Growth via Revenue from Operations
	Other Business Funding Sources
	Business Insurance
	Health Insurance
	Life Insurance

	The Joys of Getting Paid Promptly
	Calculating Your Hourly Rate
	Advantages and Disadvantages of Working by the Hour
	The Fixed-Fee Alternative
	Idea #1: Check Your Experience Bank. 
	Idea #2: Check the Competition. And Your Friends. 

	Beware of “Scope Creep”
	Project Money Management
	How and When to Hire Other Freelancers
	Five tips for the care and feeding of subcontractors:

	Billing for Subcontracted Work
	Accepting Credit Cards
	International Billing
	Be Kind to the Accounting Department
	What if they don’t pay?

	The Joy of Taxes
	Oh, No! It’s Tax Season!
	Here’s what to take to your accountant:

	How to be Proactive About Taxes
	A Word About Your Expenses

	Banking Your Money
	How Banks Make Money
	Large Bank or Small Bank?
	Online-Only Banks
	Credit Unions
	What about PayPal?
	So, What Kind of Accounts Do I Need?

	The Budget Blues
	Saving and Investing for Freelancers
	A Little Bit of History
	A Freelancer’s Experience with Life Insurance
	Investment Opportunities to Choose From
	Savings vs. Investments

	How Will Being Financially Literate Help You?
	The Bad Deals Early Warning System
	Get On Board!
	Back on the Job
	Family Matters

	Other Resources
	Martha’s Super Seven Financial Books
	Finding Kindred Spirits Online
	Useful Websites and Blogs

	About The Author

	Button 3: 
	Button 1: 
	Button 2: 


