
Business Income & Schedule C



Today’s Topics

• Schedule C

• Income

• Expenses

• Scope

• Qualified Business Income Deduction

• Self-Employment Tax

• Self-Employed Health Insurance Deduction

• K-1s



Schedule C-Income

• Income from a business or profession where the taxpayer is the sole proprietor

• The business is a for profit not a hobby

• Income can be reported in the following ways:

• Forms 1099-MISC, Miscellaneous Income

• Forms 1099-NEC, Nonemployee Compensation

• Forms W-2, Wage and Tax Statement, with Statutory Employee checked in Box 13

• Taxpayer’s books and records

• Forms 1099-K, Payment Card and Third Party Network Transactions





What is in scope for VITA/TCE? 

• 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 and did not pay contract labor for services

• Are not required to file Form 4562, Depreciation and Amortization

• Do not deduct expenses for business use of a home 



Business Expense 

• Advertising

• Car & Truck Expense

• Commissions & Fees

• Insurance

• Other Interest – on operating 
loans/no mortgage

• Legal & Professional Services

• Office Expense – supplies such 
as pens, paper, and postage

• Rent or Lease – vehicle, 
machinery & equipment

• Repairs & Maintenance

• Supplies

• Taxes & Licenses

• Travel & Meals

• Utilities

• Other Expenses



Notes

• Need to report business income regardless on if a 1099 is received

• If more than one business, need to complete separate Schedule C's

• Client should have record of income and expenses, may need to reconstruct

• Meals are 100% deductible, must involve a client or business contact

• Taxpayers have to pick if they want to use mileage or actual car and truck expenses

• Mileage rates

• January 1 to June 30 - 58.5 Cents per mile

• July 1 to December 31 - 62.5 Cents per mile

• Schedule C- https://www.irs.gov/pub/irs-pdf/f1040sc.pdf

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


Schedule C-
Computing Mileage



Reconstructing Records

• Appointment books or calendars 

• Online map tools 

• IRS standard allowances 

• Checkbooks and canceled checks 

• Cash apps and accounting software 

• Bank or credit card statements 

• Lists of regular clients 

• Partial receipts or sales tax records 

• Cell phone records, call history, or computer logs 

• Prior year returns



Qualified Business Income Deduction

• Deduction for pass-through entities

• Schedule C businesses

• K-1s

• Sole-proprietors can take up to 20% of the qualified business income

• Calculations don't affect the Schedule C or Schedule SE

• Taxable Income can't be reduced below zero

• The Deduction is the lesser of:

• 20% of the qualified business income or,

• 20% of the taxable income minus capital gains and qualified dividends

• Qualified Business income is reduced by Self-Employment Tax, Self-Employed Health Insurance Deduction 
and contributions to qualified retirement plans

• The deduction is calculated on Form 8995



Self-Employment Tax

• Is Social Security and Medicare tax to be paid by self-employed

• Includes both the employee and employer portions

• Contributes to the taxpayers coverage in the Social Security system so they can take Social 
Security when they retire

• Self employment tax rate is 15.3%

• When Schedule C is completed a Schedule SE is automatically created to calculate Self-
Employment Tax

• Can deduct ½ as an adjustment to income



Self-Employed Health Insurance Deduction

• Adjustment to Income

• The insurance must be paid under the self-employed business

• Can't be more than the net income of the business

• It is limited to the amount of the net business income and reduced by ½ of the self-employement tax



Schedule K-1

• Three types of K-1's

• 1041-Trusts and Estates

• 1065-Partnerships

• 1120S-S Corporations

• Items in scope from K-1's
• Interest

• Dividends

• Net short-term capital gains

• Net long-term capital gains

• Royalty Income

• Foreign Tax Credit

• 199A Dividends







Examples from 4491
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Resources

• Schedule C 
• https://www.irs.gov/pub/irs-pdf/f1040sc.pdf
• https://www.irs.gov/pub/irs-pdf/i1040sc.pdf

• Link and Learn
• https://apps.irs.gov/app/vita/content/09s/09_01_005.jsp?level=advanced

• Pub 4491
• https://www.irs.gov/pub/irs-pdf/p4491.pdf

• Schedule SE
• https://www.irs.gov/pub/irs-pdf/f1040sse.pdf
• https://www.irs.gov/pub/irs-pdf/i1040sse.pdf

• Form 8995
• https://www.irs.gov/pub/irs-dft/f8995--dft.pdf

https://www.irs.gov/pub/irs-pdf/f1040sc.pdf
https://www.irs.gov/pub/irs-pdf/i1040sc.pdf
https://apps.irs.gov/app/vita/content/09s/09_01_005.jsp?level=advanced
https://www.irs.gov/pub/irs-pdf/p4491.pdf
https://www.irs.gov/pub/irs-pdf/f1040sse.pdf
https://www.irs.gov/pub/irs-pdf/i1040sse.pdf
https://www.irs.gov/pub/irs-dft/f8995--dft.pdf

