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Why Contractors Struggle 
with Bookkeeping

Contracting income is project-based, irregular,
and often split across multiple clients, job sites,
and payment types. Material costs, labor,
subcontractor payments, equipment expenses,
and vehicle use all create a financial picture
that changes week to week.

Without a reliable system, contractors often
find themselves mixing job income, missing
deductible expenses, and scrambling when tax
season arrives. 

This guide was built to help contractors and
tradespeople build a bookkeeping system that
keeps pace with how the business actually runs
job by job, not just month by month.
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Keep Business Separate 
From Day One

The single most damaging bookkeeping
mistake contractors make is running business
income and expenses through personal
accounts. 

Open a dedicated business checking account
and business credit card — they are not
optional, they are the foundation of every other
financial system you will build.

Smart Tip
Pick the account you use most for job
expenses: fuel, materials, or subcontractor
payments, and move it to your business card
this week. If you are paying for any of these out
of your personal account, you are making your
taxes harder and your records nearly impossible
to trust.
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Track Income by Job

Contractors often work multiple jobs
simultaneously or in sequence. Each job represents
its own profit and loss picture. When income is
deposited into one account without being tied to a
specific job, it becomes impossible to know which
projects are actually making money.

Record each payment by client name and job
Note the project address or job number on
every transaction
Track deposits, partial payments, and final
payments separately
Record retainage amounts and the date they
are expected to release

Smart Tip
Pull your last five job payments right now and
check whether each one is tagged to a specific
project. If not, add job numbers to your chart of
accounts today — profit margin by job type is what
tells you which work is worth bidding again.

Smart Ledger Bookkeeping Services, LLC | 4



Know Your Deductible Expenses

Contractors are eligible for a wide range of
business deductions. Missing these is leaving
money on the table at tax time.

Materials and supplies purchased for jobs
Subcontractor payments
Tools and equipment — Section 179 lets you
deduct up to $2,560,000 of qualifying
purchases in the year you buy them, with
100% bonus depreciation available after that
Vehicle expenses and mileage driven for
business
Fuel and maintenance on work vehicles
Work clothing and safety equipment
Business insurance and licensing fees
Home office deduction if applicable
Professional development and trade
association dues
Software and technology subscriptions used
for business
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Manage Subcontractor 
Payments Carefully

If you pay subcontractors, you have additional tax
obligations. Any subcontractor paid $2,000 or more
in 2026 (the threshold rose from $600) must
receive a 1099-NEC. Failing to issue these forms can
result in IRS penalties and complications during an
audit.

Collect a W-9 from every subcontractor before
the first payment
Track all payments to each subcontractor
throughout the year
Issue 1099-NEC forms by January 31 for the prior
tax year
Keep copies of all W-9s and 1099s in your
business records

Smart Tip
Make W-9 collection part of your onboarding
process before any work begins, rather than
waiting until January. Chasing subcontractors for
tax forms at year-end is a common and entirely
avoidable problem.
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Monthly Habits That Protect 
Your Business

Reconcile your business bank account
monthly
Categorize all transactions within the first
week of each new month
Review open invoices and follow up on any
unpaid balances
Review your job-level profit and loss for the
month
Update your mileage log and vehicle
expense records

Smart Tip
Move 25 to 30 percent of every payment into a
separate tax reserve account the same day you
receive it, not at the end of the year. Contractor
income is irregular, and a strong month does
not mean taxes are optional.
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Quarterly Estimated Tax Payments

Contractors rarely have taxes withheld the way
an employee would, so the IRS expects
payments four times a year — not just once at
filing time.

Q1 payment due April 15
Q2 payment due June 15
Q3 payment due September 15
Q4 payment due January 15 of the following
year
File using IRS Form 1040-ES

Smart Tip
Put all four payment dates on your calendar
right now — April 15, June 15, September 15, and
January 15. To avoid a penalty, pay at least 100%
of last year's tax bill (110% if your prior-year
income topped $150,000) or 90% of this year's
actual liability, whichever is smaller.
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Be Tax-Ready All Year

Keep copies of all contracts and signed
proposals
Retain receipts for all materials, tools, and
supply purchases
Maintain records of all subcontractor
payments and W-9 forms
Keep mileage logs and fuel receipts for
vehicle deductions
Retain copies of all business licenses and
insurance policies
Save all bank and credit card statements for
the full year
Keep records for at least 3 years — 6 years if
income was underreported by 25% or more

Smart Tip
If you took on work in more than one county or
state this year, flag those jobs for your
bookkeeper now. Multi-jurisdiction filing
requirements are far easier to handle before
year-end than after.
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You Should Not Be 
Managing This Alone

Contractors are skilled at building, installing,
and delivering, not necessarily at bookkeeping.
If your records are behind, your income is not
tracked by job, or you have not filed quarterly
taxes consistently — that is not a personal
failure. It is a sign that your financial system
needs attention.

Smart Ledger works with contractors and trade
professionals to build clean, organized
bookkeeping systems that make tax season
predictable and give you real visibility into
which jobs are actually profitable.
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Smart Ledger Bookkeeping Services, LLC helps
small business owners maintain organized
financial systems with bookkeeping support
designed to create clarity, confidence, and
peace of mind.

Services Include:
Monthly bookkeeping
Account reconciliation
Financial reporting
Catch-up & clean-up bookkeeping
Financial organization systems

Need Help Organizing Your Books?
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