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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
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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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Topics

• 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
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Key Terms

Definitions are always available in the L&LT online Glossary.
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• Actual Expense Method

• Business Expenses

• Business Income

• Cash Method of Accounting

• Depreciation

• Earned Income

• Election to expense

• Employee

• Independent Contractor

• Inventory 

• Qualified Business Income 
Deduction

• Qualified Medicaid waiver 
payments

• Regular Method

• Ride Share Services

• Self-Employment Income

• Sole Proprietor

• Standard Mileage Method

• Statutory Employee



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-NEC (Nonemployee compensation)
• Form W-2 (Statutory Employee)
• Form 1099-K (Payment Card and Third Party Network Transactions)
• 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
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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


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 
into Schedule C?
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When Schedule C Is in Scope for VITA/TCE

• What are the conditions 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
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http://www.irs.gov/pub/irs-pdf/f1040sc.pdf


Clarifying 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"
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• 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

Types of Business Expenses in Scope
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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
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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
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Out of Scope for this Lesson:

Schedule C with:

• Hobby income or not-for-profit 
activity

• Expenses over $35,000

• Return and allowances

• Cost of goods sold (inventory)

• Expenses for employees

• Business use of home

• Casualty losses

• Vehicle expenses reported as 
actual expenses 

• Contract labor

• Depreciation or election to 
expense business assets

• Vehicle lease expenses of more 
than 30 days

• Accounting methods other than 
the cash method

• Net losses

• “No” on line G

• Credit card payments not 
includible in income

• “Yes” indicating there is a 
requirement to file Form(s) 1099
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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 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
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