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


About Business Income

e 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

SCHEDULE C-EZ Net Profit From Business OMS Na. 1545-0074
(Form 1040) o [Sole Proprietorship) 2@ 1 6
Department of the Treasury » Partnerships, joint ventures, etc., generally must file Form 1065 or 1065-B. Attachment

Internal Revenue Servics (30) » Attach to Form 1040, 1040NR, or 1041. » Sse instructions on page 2. Sequence No. 09A
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Presenter
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

* Know when to complete Schedule C-EZ or C

* Determine what business expenses are within scope

* Know how to complete Schedule C-EZ or C

* |dentify "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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Presentation Notes
Review lesson objectives	
State the presentation time


* Business income or loss information

e Reporting business income

* When to complete Schedule C or C-EZ

* Clarifying taxpayers’ business income and expenses
* Business expenses

* Completing Schedule C-EZ

* Completing Schedule C

* Recordkeeping




Key Terms

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

* Actual Expense Method * Inventory

e Business Expenses e Qualified Medicaid waiver

. ayments
e Business Income pay

e Cash Method of Accounting * Regular Method

- o |f-
« Depreciation Self-Employment Income

* Sole Proprietor
* Earned Income P

e Standard Mileage Method
* Employee

 Statutory Employee
* Independent Contractor y =Employ
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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: An annual deduction that allows taxpayers to recover the cost of property used in a trade or business or held for the production of income. The amount of depreciation depends on the basis of the property, its recovery period, and the depreciation method. In-scope for Military certification only (rental property). 
Earned Income: Any income received for work, such as wages or business income. 
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. 
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, C-EZ, 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.) 
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 Loss 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-MISC (Nonemployee compensation)
* Form W-2 (Statutory Employee)
* Taxpayer’s books and records

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

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



http://www.irs.gov/pub/irs-pdf/f1099msc.pdf
http://www.irs.gov/pub/irs-pdf/fw2.pdf

Reporting Business Income

e Schedules C-EZ and C show income and expenses and the resulting net
profit, if any

* Business profit or loss is reported on Form 1040, line 12

* What does TaxSlayer do with the income and expenses entered
into Schedule C-EZ?

If any of the sslf-employment
income iz reported on Form
1088-MISC, Mizcellaneous
Incoms, select Form
1099-Misc. In most cazes,
aslf-employment income
reported on a Form 1088-
MISC will b in Box 7,
MNonemployse compenzation.

Select Profit or Loss From
A Business (Schedule C)
to enter self-employment
income that izn't reported
on a Form 1099-MISC.
Thiz would includs income

i

A

raported on Form 1089-K,
Payment Card and Third
Party Nebwork Transactions,
az well az all other cazh

and any other income
received related to the
buzinezs activity. Alzo, enter
expenses related to the osli-
smployment income.
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Presentation Notes
Present TaxSlayer training tutorial on Business Income up through entering Form 1099-MISC income into Schedule C-EZ.
Ask: What does TaxSlayer do with the income and expenses entered into Schedule C-EZ?  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. 	


http://www.irs.gov/pub/irs-pdf/f1040sce.pdf

When to Complete Schedule C-EZ or C

* What are the conditions for use of Schedule C versus Schedule C-EZ?
e Conditions for use of Schedule C-EZ are shown on the top of the
schedule

e Schedule Cis in scope when the return meets the same criteria as a
Schedule C-EZ return as long as business expenses are $10,000 or less

* Self-employment taxes are computed on Schedule SE for net earnings
of more than $400.

SCHEDULE C-EZ Net Profit From Buslness OME No. 1545-0074
(Form 1040) {Sole Proprietorship) D0 1 G
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¥ ) .
intemeal Fievenue Service (99) * Attach to Form 1040, 1040MR, or 1041, ® See instructions on page 2. saguence No. OOA
Name of propristor Social sscurity number (32N

Il General Information

> » Had business expensas of 55,000 or + Had no employess during the year,

You May Use l fesz, ] + Do not deduct expenses for business
Schedule C-EZ #» Ltza the cash method of accounting, use of your home,

Instead of + Did mot have an inventory &t any time X * Do not have prior year unallowed
Schedule C during the year, | ; passiveactivity kasses from this
Only If You: = Did.not have.a net loss from. your [ _ _ buziness, and
ty baiginess, | * Ar= not required to file Form 4562,
i aither Depreciation and Amortization, for
y ;mm;gﬁ;ﬁﬁfm;f | this business. See the instructions for
statutony: emol ) Schadule C, line 13, to find out if you
Y ETPIEYEE, must file.



Presenter
Presentation Notes
Remind students that the conditions for use are listed in a flowchart at the top of Schedule C-EZ.
Remind students that VITA and TCE tax preparers must have Advanced certification to assist with Schedule C-EZ or limited Schedule C.
Emphasize that before starting to prepare the return, the volunteer must determine if the business qualifies to be reported on Schedule C-EZ. 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
http://www.irs.gov/pub/irs-pdf/f1040sce.pdf

Clarifying Taxpayers’ Business Income and Expenses

* Ask sufficient questions of taxpayers to be satisfied:
e 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"
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Presentation Notes
Discuss situations that raise a "red flag" for a taxpayer with a Schedule C tax return and EIC


Types of Business 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

e Refer to Pub 4012 /’ Travel Expenses )

This chart summarizes expenses you can deduct when you travel away from home

 Travel Expenses chart frusess pores

IF you have
expenses for... THEN you can deduct the cost of...

e Deductible Transportation e

riding free as a result of a frequent traveler or similar program, your

cost is zero. If you travel by ship, see Luxury Waler Travel and Cruise
E xpenses Cna rt Ships (under Conventions) for additional rules and limits.
fares for these and other types of fransportation that take you between:
# The airport or station and your hotel, and

* The hotel and the work location of your customers or clients, your
business mesting place, or your temporary work location.

sending baggage and sample or display material between your regular
. S

."f K“. your car when traveling away from home on
o actual expenses or the standard mileage
Deductible Transportation Expenses _ Jlated tolls and parking. If you rent a car
Maost employeas and self-employed parsons can use this chart. nusiness, you can deduct only the business-
(Do not use this chart if your homs is your principal place of business.) » expenses. Important note: The actual
scope for the VITA/TCE program. If the
(penses for car expenses, refer the taxpayer
rer.

'our business trip is ovemight or long

iop for sleep or rest to properly perform your
ants spent for food, beverages, taxes, and
additional rules and limits.

12%3 ar business trip. This includes business
Tarnpﬂrary' %o hine or other communication devices.
work location

ses in this chart.

necessary expenses related to your
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Presentation Notes
Present continuation of previous TaxSlayer training tutorial Schedule C/C-EZ.
State TaxSlayer calculates and displays the business income (or loss) on Form 1040, line 12.


http://www.irs.gov/pub/irs-pdf/i1040sc.pdf
http://www.irs.gov/app/vita/content/globalmedia/teacher/travel_expenses_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/teacher/deductible_transportation_expenses_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/teacher/deductible_transportation_expenses_4012.pdf

Completing Schedule C-EZ

* Pub 4012, Deductions tab, Schedule C-EZ Business Income

* Part |, General Information, lines A-G

* Refer to Volunteer Resource Guide, Income tab, to review software
entries for principal business codes

* Part Il, Figure Your Net Profit, line 1-3

* TaxSlayer will total all the business expenses and transfer the amount
to Schedule C-EZ, line 2

e Part Ill, Information on Your Vehicle, lines 4-8

e Can taxpayers claim expenses for car repairs in addition to the
standard mileage rate?
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Review L&LT topic on completing Schedule C-EZ
Review Schedule C-EZ 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


http://www.irs.gov/app/vita/content/globalmedia/teacher/schedule_c_ez_business_income_4012.pdf

Completing Schedule C

* The same business expenses are deductible on both Schedule C and
C-EZ.

* |f the taxpayer’s Form W-2 has the “Statutory employee” box checked,
follow TaxSlayer guidance for Schedule C or C-EZ.

* Review L&LT topic for Out of Scope Situations

SCHEDULE C Profit or Loss From Business et bl it
(Form 1040) [(Sole Proprietorship) 2 @ 1 6
Departmsnt of the Treasury * Information about Schedule C and its separate instructions is at www.irs.gov/schedulec. MLachr;mt

Intarmal Revanue Sarvice (B9 » Attach to Form 1040, 1040NR, or 1041; partnerships generally must fila Form 1065. Sequenca No. 09

Mame of propristor Social securify number (SSN)

A Principal business or profession, including product or service (see instructions) B Enter code from instructions
(| |
c Business name. If no separats business name, leave blank. D' Employer ID number [EIN], (s=a instr)
)
E Businessacigsirndiiosufogipom gl iy =~ B 0 N Wy S BN 000000
Tihe_towan or noet offica ctat, and 71D ~ndo
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Presentation Notes
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, Income tab, Recordkeeping table

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

4 Recordkeeping

How to Prove Certain Business Expenses

I you have THEN you must keep records that show detalls of the following elements . . .
expenses for ...

Amount Time Place or Business Purpose
Description Business Relationship

Cost of each Dates you left | Destination or area Purpose: Business purpose for the
separate expense and retumed of your travel (name | expense or the business benafit
for travel, lodging, for each trip of city, town, or other | gained or expected to be gained.
and meals. Incidental | and number of | designation).
BXpEnses may be days spent on Relationship: MN/A
totaled in reasonable | business.
categories such as
taxis, fees and tips,
elc.

Entertainment | Cost of each Date of MName and addrass Purpose: Business purpose for the

separate expense entertainment or location of place of | expense or the business benefit
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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.

http://www.irs.gov/app/vita/content/globalmedia/recordkeeping_4012.pdf

Out of Scope for this Lesson:

Schedule C with:

* Hobby income or not-for-profit ¢ Depreciation or asset write-offs

activit
Y * Rental or lease expenses

* Expenses over 525,000 e Accounting methods other than

* Return and allowances the cash method
* Cost of goods sold * Net losses
e Other income * “No” on line G

* Expenses for employees * Credit card payments not

. includible in income
* Business use of home

. Casualty losses * “Yes” indicating there is a
Y requirement to file Form(s) 1099
* Vehicle expenses reported as

actual expenses
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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
qualify to use Schedule C-EZ or limited Schedule C

* This lesson covered:
* Where to get business income and expense information
* Who can use Schedule C-EZ
e 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
Presentation Notes
Review Summary topics from L&LT or 4491
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