Business Income

E‘Mu AT o e |y - PR v s ".-"|24

i W&, individual Income Tax Reiem |5 (Ol Rl AR | o L vy s P e o i B s
Foria it . |-Omr 58 D000, o e 1 .-ln-.q.'m-q e, wg 1] :-,.H-r_.-g. T o
= e Im-—lu.ul—.—l._

Tind lnll vecmeom --I--I-h -I- ] -l-\.-l-

SCHEDLULE Profit or Loss From Busliness Gmit . 18 D
[Fiorrn 10447) e BT |
Arisech b Fors 1500, pOR0-ER, vEaE-E8. nialnii or 106 prtreraies. sl geeed ey Tk Fore 3985 hh‘

haduial tor inatr d E Lrisad nforTason R s DO

T aend o B e
i Vo e Gl u

b of propreinr

ﬂ% * Self-Employment Tax

R S— Attmch b Form 1040, 1040-5R, 104055, or 1040-MA. Mt
rRea Neverios Servicad | Cies ey werw_ e gpoee 4 & lar e e lalasl nlormatios | e b 1T
Pk Fui i, wellls hmll AV ry il ¥ o bl i o DR B R BR P 5 o ||'u.-||-c| St derly rrilser B parmen

| win sl derpboymnl 0T
IEXIN  Seif-Employment Tax
Wb, 1 i by B ome: SUDGSC T DSl Smpioyment 16 s chisnch semployses Imcom, 5o insingc Bor 108 Do 10 nepors your incoms
anid tha Jefndign o chch EEEIoYea NG,
A I you ank a minkse, moembar OF & rellgaons oroke, oF Chnstian Scenco practBone and you Pled Form 4361, 'but you had
£a00) oo e o ol el Sinings Bom S5 - oMpepyehal, phick Fare a0l conlie wili Padll L . L T [
Skip inés 1a and 1b # you ces e leem aplioral msthad im Part 1L S ratruchions
1@ Bst e profl o (o8 Trom Scheduls F, Ine 14, and fanm pirinerahios, Soheouls K- Formm 1085,
Dox M, cogNEA . . O DR : j I . B S e



Presenter Notes
Presentation Notes
Lesson helps preparers determine how to report business income
Includes information on reporting self-employment income, Schedules C (with limits), business expenses, and which records to maintain


About Business Income

* TaxSlayer: Income Screen

* Additional resources listed in L&LT “Partner Resources” tab
* Review all tips and cautions

* Read all examples and sample interviews

* We will review answers to each exercise in the lesson



Presenter Notes
Presentation Notes
Review TaxSlayer training tutorial on Business Income	
Review list of references 	
Discuss all tips and cautions in detail 
Ask students to read and/or role-play examples and sample interviews. 
Review answers to each exercise; ask students how they arrived at their answers. 	


Objectives — Business Income

* Determine how to report business income
Determine what business expenses are within scope
Know how to complete Schedule C
Identify “red flags” when preparing a Schedule C tax return with EIC
Tell taxpayers which records to maintain

* Time Required: 20 minutes
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Presenter Notes
Presentation Notes
Review lesson objectives	
State the presentation time


e Business income or loss information

* Reporting business income

* When Schedule C is in scope for VITA/TCE

* Clarifying taxpayers’ business income and expenses
* Business expenses
* Completing Schedule C

* Recordkeeping




Key Terms

Definitions are always available in the L&LT online Glossary.

* Actual Expense Method * Qualified Business Income

: Deduction
* Business Expenses

: * Qualified Medicaid waiver
* Business Income
payments
* Cash Method of Accounting + Regular Method

* Depreciation * Ride Share Services

* Earned Income
* Self-Employment Income

* Election to expense .
P * Sole Proprietor

* Employee * Standard Mileage Method

* Independent Contractor
P * Statutory Employee

* Inventory



Presenter Notes
Presentation Notes
Actual Expense Method: One of two methods for calculating business automobile expenses. For the actual expense method, the taxpayer determines the business portion of expenses for fuel, auto maintenance, parking fees and tolls, and auto loan interest. (The other method is the standard mileage method.) The actual expense method is out of scope for the VITA/TCE program. 
Business Expenses: Business expenses are amounts that are ordinary and necessary to carry on the business. 
Business Income: Business income is income received from the sale of products or services. For example, fees received by a professional person are considered business income. Rents received by a person in the real estate business are business income. Payments received in the form of property or services must be included in income at their fair market value. 
Cash Method of Accounting: Accounting method that reports income when constructively received (not earned) and expenses when paid (not incurred), as opposed to the accrual method. 
Depreciation: The cost of items that are expected to last more than a year should be spread over a period of years rather than deducted in the year of purchase. In-scope for Military certification only (rental property). 
Earned Income: Any income received for work, such as wages or business income. 
Election to expense business assets: An election is available to immediately expense qualifying business assets. Taxpayers who wish to expense business assets should be referred to a professional tax preparer.
Employee: Under common-law rules, anyone who performs services for you is your employee if you can control what will be done and how it will be done. This is so even when you give the employee freedom of action. What matters is that you have the right to control the details of how the services are performed. 
Independent Contractor: People who are in an independent trade, business, or profession in which they offer their services to the general public are generally independent contractors. The general rule is that an individual is an independent contractor if the payer has the right to control or direct only the result of the work and not what will be done and how it will be done. The earnings of a person who is working as an independent contractor are subject to self-employment tax. 
Inventory: The items the taxpayer buys or makes for resale to others. Taxpayers having inventory should be referred to a professional tax preparer.
Qualified Business Income Deduction: Beginning in 2018, taxpayers may be able to deduct up to 20% of their qualified business income from their business. The deduction can be taken in addition to the standard deduction or itemized deductions.
Qualified Medicaid waiver payments: Qualified Medicaid waiver payments are payments by a state, a political subdivision of a state, or a certified Medicaid provider under a Medicaid waiver program to an individual care provider for nonmedical support services provided under a plan of care to an individual (whether related or unrelated) living in the individual care provider’s home.
Regular Method: Most common method for computing self-employment tax. Under the regular method, the net self-employment income entered on Schedule SE is the sum of net self-employment earnings from the taxpayer's Schedules C and F. (Taxpayers should consult a professional tax preparer or a military legal assistance officer if they use a different method or require Schedule F.) 
Ride Share Services:  Taxpayers who use their automobiles for hire or ride-share services such as Uber, Lyft, Sidecar, etc.
Self-employment Income: Earned income from a trade, business, farming, or profession that is not paid by an employer. For example, seamstresses and lawn care workers who work for themselves (and not for someone else) are considered self-employed. 
Sole Proprietor: (See independent contractor.) 
Standard Mileage Method: One of two methods for calculating business automobile expenses. For the standard mileage method, the taxpayer multiplies the business miles by the mileage rate for that tax year. (The other method is the actual expense method). 
Statutory employee: If workers are independent contractors, such workers may nevertheless be treated as employees by statute (a statutory employee) for certain employment tax purposes. 



Business Income or LLoss Information

* Questions on the L&LT landing page — check your understanding
of rules regarding business income

* Ask probing questions to determine if taxpayer or spouse had business
income or is self-employed

* Business income information may come from:
* Form 1099-NEC (Nonemployee compensation)

* Form W-2 (Statutory Employee)

* Form 1099-K (Payment Card and Third Party Network Transactions,
Gig Economy)

* Taxpayer’s books and records

* Cash payments to self-employed taxpayers must be included as
business income, even if not reported on Form 1099-NEC

* Qualified Medicaid waiver payments are treated as difficulty of care
payments and are excludable from gross income



Presenter Notes
Presentation Notes
Prompt students to share what they know about business income, using the student landing page questions.
Ask: What helps determine if a taxpayer or spouse is self-employed? Answer: Taxpayers are self-employed if they conduct a small home business as a sole proprietor or work part-time as an independent contractor.
Encourage students to ask follow-up questions to learn if the taxpayer had business income.
Caution students that some employers may misclassify workers as independent contractors by reporting earnings on Form 1099-MISC.



https://www.irs.gov/pub/irs-pdf/f1099nec.pdf
http://www.irs.gov/pub/irs-pdf/fw2.pdf
http://www.irs.gov/pub/irs-pdf/f1099k.pdf
https://www.irs.gov/businesses/gig-economy-tax-center

Reporting Business Income

* Schedule C shows income and expenses and the resulting net profit,
if any

 Business profit or loss is reported on Form 1040

* What does TaxSlayer do with the income and expenses entered
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Presenter Notes
Presentation Notes
Present TaxSlayer training tutorial on Business Income up through entering Form 1099-MISC income into Schedule C.
Ask: What does TaxSlayer do with the income and expenses entered into Schedule C?  Answer: TaxSlayer calculates and applies the net profit to the correct line on Schedule SE and computes the self-employment tax. Amounts are then transferred to the correct lines of Form 1040. 	



When Schedule C Is m Scope for VITA/TCE

* What are the conditions for Schedule C being in scope?

 Have less than $35,000 in business expenses

* Use the cash method of accounting

* Have no inventory at any time during the year

* Did not have a net loss from the business

* Have no employees during the year or paid contract labor for services

* Are not required to file Form 4562, Depreciation and Amortization, for
this business

* Do not deduct expenses for business use of a home

* Do not have prior year unallowed passive activity losses from this
business



Presenter Notes
Presentation Notes
Remind students that the specific conditions must be met for Schedule C to be in scope for VITA/TCE.
Remind students that VITA and TCE tax preparers must have Advanced certification to assist with Schedule C.
Emphasize that before starting to prepare the return, the volunteer must determine if the business qualifies to be reported on Schedule C. This means estimating business income and expenses. 
Inform students that self-employment tax is automatically calculated in TaxSlayer. 
Remind students that Schedule SE and self-employment tax is covered in the Other Taxes lesson.




http://www.irs.gov/pub/irs-pdf/f1040sc.pdf

Clanfymg Taxpayers’ Business Income and Expenses

* Ask sufficient questions of taxpayers to be satisfied:
* The taxpayer actually conducts a business

* The taxpayer has records to support income and expenses, or can
reasonably reconstruct income and expenses records

* All income and related expenses have been included on the taxpayer’s
Schedule C

* Taxpayers must be prepared to provide receipts and other
documentation to support their claimed business income and expenses
in the event of an IRS audit

* Certain situations involving Schedule C and EIC should raise “red flags”



Presenter Notes
Presentation Notes
Discuss situations that raise a "red flag" for a taxpayer with a Schedule C tax return and EIC


Types of Busmess Expenses in Scope

* Business expenses must be ordinary and necessary to be deductible

* Review examples of types of business expenses from L&LT topic
* Find details in Schedule C Instructions

Schadula C - Expenses



Presenter Notes
Presentation Notes
Present continuation of previous TaxSlayer training tutorial Schedule C.
State TaxSlayer calculates and displays the business income (or loss) on Form 1040.


http://www.irs.gov/pub/irs-pdf/i1040sc.pdf

Completing Schedule C

* The same business expenses are deductible on Schedule C

* If the taxpayer’s Form W-2 has the “Statutory employee” box checked,

follow TaxSlayer guidance for Schedule C

* Review L&LT topic for Out of Scope Situations

1
T

8
2]

10
11

12
13

Uther income, inSluding federal and state gasoline or fusl fax credif or refund (3es InStuchions) .

Gross income. Add lines 5 and B .

Expenses. Enter expenses for bu‘smess use o‘f your hume only on Ime BD.

Advertizing . . B B . B

Car and truck eaxpanses
{see instructions) .

Commissions and faes

Contract labor {za8insinichons)

Deplation

Depreciation and SEC‘tIL‘.I’I 1?9
axponse  deduction (not
included in Part III] (f==1=1
instructions) . . 13

Employes benefit programs
{other than on ling 19} . 14

Insurance {other than health) | 15

Interest (s instructions):
Mortgage (paid to banks, atc) | 16a

Dihar .- ooa e e e |16k

Legal and professional services | 17

b

Office expense (322 instructions)
Pension and profit-sharing plans .
Rant or leassa (see instructions):
Vehicles, machinary, and aquipment
Other businegs propariy

HRepairs and maintenance .
Supplies (notinciuded in Part W)
Taxes and licenses .

Travel and meals:

Travel . £

Deductible maals (ses instructions)
LHilities .
Wages (less empin:.'rnent u:red rrs;
Cther expensas (from line 48) .

Energy efficient commercial bldgs
deduction {attach Form 7205 .

Total expenses befora expenssas for business use of home. Add linas 8 through 27b .

Tentative profit or (foss). Subtract line 28 from lina 7 .

Expenses for buginess use of your home. Do not report thess expenses clsewhere. Attach Form 8829

unless using the simplified method. See instructions.
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Presenter Notes
Presentation Notes
Review L&LT topic on completing Schedule C.
Review Schedule C Business Income in Pub 4012, Income tab.
Ask: Can taxpayers claim expenses for car repairs in addition to the standard mileage rate? Answer: No, the standard mileage rate takes into account the wear and tear on vehicles used for business.
Point out that the standard mileage rate includes all vehicle expenses except parking or tolls.
Demonstrate: Both pages of TaxSlayer Schedule C.	
Review what is out of scope for Schedule C.

http://www.irs.gov/pub/irs-pdf/f1040sc.pdf

Recordkeeping

* Business records should include a summary of business transactions
and all supporting documents

* Review Pub 4012, Tab D, Income

* Some taxpayers may need to reconstruct records to support claimed
business income and expenses



Presenter Notes
Presentation Notes
Review how good records help taxpayers:
Monitor the progress of their business
Prepare their financial statements
Identify source of receipts
Keep track of deductible expenses
Prepare tax returns
Support items reported on tax returns
Ask: What are examples of business-related supporting documents? Answer: Sales slips, paid bills, invoices, receipts, deposit slips, canceled checks.
Emphasize that a volunteer can assist with simple record reconstruction, but extensive reconstruction must be left to the taxpayer or a professional tax preparer.


Out of Scope for this Lesson:

Schedule C with: * Contract labor

* Hobby income or not-for-profit * Depreciation or election to
activity expense business assets

* Expenses over $35,000 * Vehicle lease expenses of more

e Return and allowances than 30 days

- * Accounting methods other than
Cost of goods sold (inventory) the cash method
* Expenses for employees « Net losses

* Business use of home .
* “No” online G

* Casualty losses :
Y * Credit card payments not

* Vehicle expenses reported as includible in income

actual expenses e .
P * “Yes” indicating there is a

requirement to file Form(s) 1099



Presenter Notes
Presentation Notes
Remind students this list may not include ALL out of scope topics.


Summary

* While business income or loss is generally beyond the scope of
VITA /TCE, in some cases, you may help self-employed taxpayers who
qgualify to use limited Schedule C

* This lesson covered:
* Where to get business income and expense information
* Cash income must be reported

* Qualified Medicaid waiver payments are treated as difficulty of care
payments and are excludable from gross income

* How to determine what records to maintain

* Certain situations involving Schedule C and EIC should raise “red
flags”

* Record reconstruction may be required to support a taxpayer’s
claimed business income and expenses



Presenter Notes
Presentation Notes
Review Summary topics from L&LT or 4491
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