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• Calculate self-employment tax.
• Calculate estimated Payments and Vouchers.
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the menu on the left side of the web page. Refer to the FAQs on the web page for detailed instructions and 
frequently asked questions.
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Schedule C

For a full, detailed documentation of each subject presented in this class, view the 2021 
Drake Tax User’s Manual, located in the PDF folder on the Drake Software CD and from 
your User Account (Support.DrakeSoftware.com > Support > Documents). 

Course Objectives

Upon completing this course, you will be able to:

•	 Identify steps for entering data for Schedule C

•	 Explain how to enter depreciable assets

•	 Describe the process for entering sale of business assets

•	 Enter automobile expenses for Schedule C

•	 Calculate self-employment tax

•	 Generate estimated tax payment vouchers

Detailed Sections Overview

This course reviews the following in detail:

•	 Whether Schedule C is appropriate

•	 Schedule C Tabs

	° Income/Expenses Tab

	° Carryovers/State Info Tab

	° Prior Year Compare Tab

•	 Retirement Deductions

•	 Self-Employment Tax

•	 Estimated Tax and Overpayments

•	 2210 Underpayment

•	 Elections

•	 Sales of Assets

https://support.drakesoftware.com/
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	° Installment Sales

	° Group Sales

•	 Tax Planner

	° Toolbar Functions

	° Scenarios

Is Schedule C Appropriate?

Consider the following when determining whether to use Schedule C:

Is It Really a Trade or Business?

Treasury Regulation 1.183-2(b) sets out various factors to consider in determining whether an activity 
is engaged for profit. The factors as specified are not exclusive, as other factors may be considered as 
dictated by the facts and circumstances. 

Nine factors are considered, including expertise of taxpayer, time and effort expended, history of 
income or loss with activity, and elements of personal pleasure or recreation.

The nine factors are also referred to as “Hobby Loss Rules”. These are the factors used by the IRS to 
prevent taxpayers from deducting losses incurred while pursuing a hobby.

Ownership Questions

Is the taxpayer really a sole proprietor? Or is it a married couple operating business together?

•	 If it’s a qualified joint venture, it’s OK to use Schedule C if the conditions are right.

•	 If it’s a partnership, use Form 1065, not Schedule C.

Qualified Joint Venture

All of the following conditions must be met for the business to be classified as a qualified joint 
venture:

•	 The only members are spouses.

•	 Both spouses materially participate in the business.

•	 The spouses file a Married Filing Jointly return.

•	 Both spouses elect to have a provision apply.



9

Is Schedule C Appropriate?
•	 The election is made by dividing all income, deductions, etc., between the spouses in 

accordance with their respective interests in the venture.

•	 Each spouse has a separate Schedule C.

•	 Each spouse has a separate Schedule SE.

Partnership

If it is not just one taxpayer operating the business, and the business does not fall under the category 
of a qualified joint venture, then:

•	 The business must be classified as a partnership.

•	 Form 1065 must be used instead of Schedule C.

•	 Schedules K-1 from the partnership must be distributed for each partner’s 1040 return.

•	 Schedule SE (Form 1040) should be filed for each partner.

Special Situations

In the following Community Property States, it is OK to either use one Schedule C or file the business 
as a partnership using Form 1065:

•	 Arizona

•	 California

•	 Idaho

•	 Louisiana

•	 Nevada

•	 New Mexico

•	 Texas

•	 Washington

•	 Wisconsin 

Accounting Method

IRS Revenue Procedure 2000-22 provides that the Commissioner of Internal Revenue will exercise 
his discretion to except a qualifying taxpayer with average annual gross receipts of $1,000,000 
(updated to $27,000,000 in 2022) or less from the requirements to account for inventories and 
to use an accrual method of accounting for purchases and sales of merchandise; therefore, even 
with inventory, some taxpayers can use the cash method of accounting. See Pub. 538 for more 
information.
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Review Prior-Year Returns

Did the taxpayer use all tax strategies possible? For example:

•	 De minimis safe harbor election

•	 Depreciation methods

•	 Self-employed health insurance deduction

•	 Retirement deductions 

If significant savings would occur, consider amending applicable returns. Note that:

•	 Some elections cannot be made on amended returns

•	 Retirement contributions normally not available after first filing

•	 Amendments should consider state consequences
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Drake Tax Schedule C Tabs

Drake Tax Schedule C Tabs

Schedule C, Profit or Loss from Business, can be prepared in Drake Tax. Each Schedule C has three 
main data entry screens (tabs).

Income/Expenses Tab

The first tab of screen C, Income/Expenses, is the main screen where the business information, 
address, and income and expenses are entered. The net income or loss is recalculated as data is 
entered (red rectangle in following image).
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Business Code Search

To enter a principal business or professional activity code for a Schedule C, on the Income/Expenses 
tab of screen C, make a selection from the Business code drop list. You can search the list of codes by 
clicking in the field and pressing Ctrl+Shift+S or by right-clicking the field and selecting Search.

Header Questions

Answer the header questions regarding the business’s accounting method, 1099 payments, etc.

For taxpayers with inventory, see IRS Publication 538 for information on when a taxpayer can use the 
cash method of accounting.

Income, Expenses, & Detail Worksheets

Income and expenses can be entered as appropriate in the corresponding fields.

Detail Worksheets can be created for almost any field. Double-click in the field, press Ctrl+W, or 
right-click and select Add Worksheet to open a Detail Worksheet.

When a Detail Worksheet is created, the field is highlighted in red (default color), and the total 
amount is displayed.

https://www.irs.gov/pub/irs-pdf/p538.pdf
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Drake Tax Schedule C Tabs

Detail Worksheets are not typically e-filed with the tax return. An exception is line 27a, Other 
Expenses.
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Business Use of Home

Click the Form 8829 link beside the Business use of your home field to open screen 8829 and enter 
home-office expenses.

At-Risk Limitations

Links to Form 6198, At-Risk Limitations, open screen 6198, allowing you to deduct losses if the activity 
falls under at-risk limitations.

Cost of Goods Sold (COGS)

Enter cost of goods sold information on Part III of screen C, if applicable.

Auto Expenses

Part IV of screen C provides a link to screen AUTO.

When a vehicle is used for business, the taxpayer may qualify to deduct either mileage or actual 
expenses (including depreciation, if applicable) for a car or truck on his or her tax return. To enter this 
information in Drake Tax, follow the below steps.
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Drake Tax Schedule C Tabs
1.	 Enter the following information about the vehicle on screen 4562 (even if only deducting 

mileage).

	° For — Choose AUTO.

	° Multi-form code — Enter the number that corresponds to the AUTO screen. (For 
example, enter 2 if you are associating this 4562 screen with the second AUTO 
screen. No entry is needed if only one AUTO screen exists.)

	° Description

	° Date Acquired

	° Cost

	° Business use % — Leave blank. 

	° Used Prop — Mark if applicable. 

	° Listed Prop Type — Choose the appropriate property type (V, E, T, H, or N).

	° Property type 12__ — Choose the type of property. 

	° Method

	° Life

2.	 Navigate to the AUTO screen for this vehicle. From the For drop list, select to which form 
or schedule the vehicle belongs, and enter the corresponding MFC if there are multiple 
screens for that form or schedule.

	° The choices are: Schedule C*, Schedule E, Schedule F, Form 4835, or Schedule K-1 
from a partnership. 

*If the return contains a Form 4562 for the same Schedule C that has been selected on 

the AUTO screen, the vehicle information flows to Form 4562; the second page of the 

related Schedule C is not produced.

3.	 Enter the same Description and Date placed in service that appear on the 4562 screen.

4.	 Answer the four required questions about the business and personal use of the vehicle.

5.	 Enter the Current-Year Mileage. 

	° The current-year business mileage is used to calculate the business use of the 
vehicle. View this calculation on the Auto Expense Worksheet (“Wks Auto” in 
View/Print mode).  

	° Business miles are required whether the taxpayer elects to use mileage or actual 
expenses for the vehicle.

	° Prior-year mileage data can be entered at the bottom of the AUTO screen.

6.	 Enter any other applicable Expenses (optional if taking mileage).

	° Calculated depreciation will flow from the related 4562 screen. 

	° If you entered both mileage and actual expenses on the AUTO screen, the 
software will automatically compute and apply the most advantageous deduction 
unless you select Force mileage or Force expenses.
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Depreciation

The Depreciation line of screen C has a link to screen 4562. This field is an adjustment field, as 
indicated by the blue +/- sign. Amounts entered in this field will be added to or subtracted from the 
depreciation total from other screens pertaining to this activity.

The 4562 screen allows for customization of assets being depreciated, and can generate state, AMT, 
and book depreciation as well.
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Drake Tax Schedule C Tabs

The top portion of screen 4562 is used to enter key information on each asset. Be sure to enter:

•	 For — The related form or worksheet the asset should be linked to

•	 Multi-form code – Indicate to which instance of the For form or worksheet the asset is 
related (applicable only if multiple of the respective screen exist).

•	 Description

•	 Date Acquired

•	 Cost — For buildings, be sure to separate land cost in Land cost field below. The full cost 
of the asset is the sum of the Cost (at the top of the screen) and the Land cost.

•	 Business % use — Use if not 100%.

•	 Used Prop or Listed Prop Type — If applicable (note that these options do not apply to 
buildings)

•	 Property type — 1245, 1250, etc.
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•	 Building qualifies for Section 1.263(a)–3(h) election — For eligible buildings only. 
Qualifying small taxpayers (those who have average annual gross receipts of $10 million 
or less) may elect to not apply improvement rules to an eligible building if the total 
amount paid for repairs, maintenance, improvements, and similar activities performed 
on the building do not exceed the lesser of $10,000 or 2% of the unadjusted basis of the 
building.

•	 Depreciation Method — Use the Federal column.

•	 Life — Enter the Life of the asset in years.

•	 Prior depreciation — (for new Drake Tax returns only) Enter the amount of Prior 
depreciation for the asset. If the return was brought forward from Drake Tax 2020, this 
field is completed automatically.

	° Prior bonus depreciation — (for new Drake Tax returns only) Complete if 
applicable, and select the appropriate Safe Harbor. 

The State, AMT, and Book depreciation columns allow for specialized entries if these amounts differ 
from those entered in the Federal column. Note that Drake Tax automatically calculates state and 
AMT depreciation based on federal entries.

Bonus Depreciation

Bonus depreciation is taken automatically unless declined. Use the Additional Depr Elections 
hyperlink beside the Bonus depreciation field to open screen 10. Make the desired selection for all or 
some classes of assets.
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Drake Tax Schedule C Tabs

De Minimis Safe Harbor Election

The de minimis safe harbor is an administrative convenience that generally allows the taxpayer to 
elect to deduct small-dollar expenditures for the acquisition or production of property that otherwise 
must be capitalized under the general rules. To apply this election, the taxpayer must:

•	 Expense up to:

	° $2,500 (without an Applicable Financial Statement (AFS)1)

	° $5,000 (with an AFS)

•	 Limit per invoice or per item

•	 Have an accounting procedure in place at the beginning of the year

•	 Have an accounting procedure written for AFS taxpayers

•	 Make a non-revocable election each year on his or her tax return 

See Regulation section 1.263(a)-1(f)(4) for further details.

1	 A financial statement required for SEC reporting, an audited financial statement by a CPA, or a financial statement 
required by certain government agencies
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Use screen ELEC to make this election.

SE Health Insurance Deduction

Enter eligible premiums and other costs for self-employed health insurance. Be sure to read the field 
help (press F1 with your cursor in the field), and do not duplicate these expenses elsewhere in Drake 
Tax.

Use the link to the SEHI screen to enter additional items, such as long-term care expenses.
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Drake Tax Schedule C Tabs

Additional Information

Mark any boxes that apply for additional information and special tax treatment.

Qualified Business Income (QBI) Deduction

Use the Qualified Business Income (QBI) Deduction section to treat the Schedule C as a Specified 
Service Business or aggregate the activity with other activities to maximize the QBI deduction.
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Carryovers/State Info Tab

Use this tab to track prior unallowed passive losses and certain state information. There is also a 
check box to indicate that the entered data was from reconstructed client data and receipts.
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Drake Tax Schedule C Tabs

Prior Year Compare Tab

The data in the Prior Year Compare tab is filled in automatically if the return is carried forward from 
Drake Tax 2020. If the return was not carried forward, or no prior-year Schedule C existed for the 
activity, entries can be made manually.
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If data is present on the Prior Year Compare tab of screen C, Drake Tax produces a Schedule C 
Comparison report for the activity (“Comparison Sch C” in View/Print mode).



25

Retirem
ent Deductions

Retirement Deductions

For profitable self-employed taxpayers, consider one of the following:

•	 Solo 401(k) — No employees; spouse as a joint owner is OK)

•	 SIMPLE IRA  or 401(k) — up to $13,500 if under the age of 50; up to $16,500 if age 50 or 
older

•	 SEP-IRA — Can be established up to the due date of the tax return; 25% or $58,000 
deduction

•	 Defined Benefit Plan — Super-charge deductions 

Use the SEP (SE Pensions) screen to enter the applicable percentage.

To override SEP, SIMPLE, or solo 401(k) contributions, use screen 4 (Adjustments).
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Self-Employment Tax

Self-employment tax is automatically calculated by Drake Tax using data entered on screen C and 
related screens. Adjustments can be made on screen SE, if needed.
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Self-Em
ploym

ent Tax
If applicable, Drake Tax will produce Schedule SE, Self-Employment Tax (Form 1040), with the return, 
and deduct one-half of the SE tax (as appropriate).
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Estimated Taxes and Overpayments

Drake Tax automatically generates federal estimated tax payment vouchers when they are required—
for instance, when the taxpayer has a balance of $1,000 or more—unless you choose to not generate 
the vouchers.

•	 You can opt to not generate the vouchers globally (for all returns) by navigating to Setup 
> Options > Form & Schedule Options tab and selecting Print ES voucher only when 
screen ES indicates. If this option is marked, estimates must be generated manually by 
making entries on the ES screen for each return for which estimates are needed.

•	 You can choose to generate a set of blank vouchers on a per-return basis by opening the 
ES screen and choosing P from the ES Code drop list. 

Blank vouchers are not allowed for all states. See Knowledge Base article “14868: 

State Returns — Blank Estimated Vouchers Not Allowed” for the complete list of 

states.

https://kb.drakesoftware.com/Site/Browse/14868/State-Returns-Blank-Estimated-Tax-Vouchers-Not-Allowed?Keywords=14868
https://kb.drakesoftware.com/Site/Browse/14868/State-Returns-Blank-Estimated-Tax-Vouchers-Not-Allowed?Keywords=14868
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Estim
ated Taxes and O

verpaym
ents

•	 You can also choose to not generate vouchers on a per-return basis by opening the ES 
screen and choosing N from the ES Code drop list. 

Overpayments can be applied by making the desired selection from the OP Code drop list. You can 
designate different options for the federal return and state returns.
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2210 Underpayment

Form 2210, Underpayment of Estimated Tax by Individuals, Estates, and Trusts, is used to calculate 
a penalty when the taxpayer has underpaid on his or her estimated taxes (quarterly ES vouchers) or 
under-withheld. This penalty is different from the penalty for paying taxes late. 

Form 2210 is not generated unless there is an underpayment and the form is required.

Drake Tax does not calculate any interest that may be charged by the IRS on the 

underpayment penalty.

By default, Drake Tax calculates the estimated tax penalty and displays it on the “Estimated tax 
penalty” line of Form 1040. This default setting can be changed on a per-return basis by navigating to 
screen 1, and under 2210 Options, making the appropriate selection from the 2210 Code drop list. 

Form 2210 can also be forced to print by selecting the applicable code from the 2210 Code drop list. 
If you choose to force Form 2210 but it is not generated, the amount owed on the return is less than 
$1,000; therefore, no penalty is calculated, and Form 2210 is not required.

If the return was updated from Drake Tax 2020, unless you have entered a different amount, the 
2020 Fed tax field on screen 1 contains the total federal tax from the prior year (from line 16 of Form 
1040, for example). Similarly, the field 2020 State tax displays the equivalent tax from the prior year 
resident state return. Both the 2020 Fed tax and 2020 State tax fields on screen 1 are flagged as a 
green “unverified” field if the return was updated from Drake Tax 2020. If you did not prepare the 
prior-year return in Drake Tax and update it to Drake Tax 2021, you can manually enter the prior-year 
tax amount to calculate Form 2210, if needed.
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2210 U
nderpaym

ent
If you want to mark a Part II waiver option on Form 2210, select the most applicable check box in the 
upper-left corner of screen 2210.
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Elections

To indicate that a return will be taking an “election” described in the IRS code, check the appropriate 
box on the ELEC screen. 

For most ELEC screen elections, marking a box will cause Drake Tax to automatically produce an 
explanation for that election on an Elections page in View/Print mode (“ELECTION”). After you select 
an election, View the return (press Ctrl+V) and review the Elections page. If there is no explanation, 
or if the explanation is not sufficient, complete a SCH screen by selecting E — Election Explanation 
from the Type of attachment drop list and entering an explanation. This produces a separate 
Elections page that is printed and transmitted with the return. 
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Sales of Assets

Sales of Assets

The 4562 screen includes a section for recording the sale of the asset, as well as installment and 
group sale transactions.

The Tax Planner can be used to evaluate future tax consequences if an asset is sold.

Installment Sales

An installment sale is a sale where the taxpayer receives at least one payment after the tax year of 
the sale. To enter an installment sale, both the 4562 and 6252 screens must be used. To enter an 
installment sale:
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1.	 On the appropriate 4562 screen, enter the Date sold, Sale price, and Expense of sale for 
the asset being sold.

2.	 Enter the Installment Sale MFC. Use 1 if there is only one installment sale; otherwise, 
enter 2 for the second installment sale, 3 for the third, etc. 

3.	 Open the 6252 screen, accessible from the Income tab of the Data Entry Menu. 
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Sales of Assets
4.	 On screen 6252, enter the form header information, including the proper Code. Most 

sales are type 4. 

5.	 Check the applicable boxes if the asset is a related party sale.

6.	 In the Receipt category section, enter the interest and principal amounts received in the 
current tax year. 

Entries are generally not needed for other sections. Data entered on the associated 4562 screen is 
used to calculate reportable gain for the current tax year.

Any remaining unrecognized gain is carried over to the next tax year. When the return is updated to 
Drake Tax 2022, the Prior Years column is updated automatically.

In the appropriate future tax year, when all sale proceeds have been received, mark the Final year of 
installment sale check box at the top of screen 6252.
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Group Sales

A group sale is when more than one asset is sold in a single transaction.

Go to the 4562 screen that belongs to the first asset in the group sale. In the If sold section (lower-
right quadrant of screen 4562), enter: the

•	 Date sold

•	 Group sale number — Indicate which sales group the asset belongs to. Enter 1 unless 
there are multiple sales groups in the return, in which case, enter 1 if the asset is part of 
the first group, 2 for the second group, etc.)

•	 Group sales price — Total sales price of the group
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Sales of Assets
•	 Group expense of sale — Total expenses for the respective group sale

•	 (optional) Fair market value of THIS asset

•	 (optional) Expense of sale for THIS asset 

For the other assets sold in the group, enter the:

•	 Date sold 

•	 Group sale number

•	 (optional) Fair market value of THIS asset

•	 (optional) Expense of sale for THIS asset 

Drake Tax reports the sale as appropriate on Form 4797 and Schedule D. A Group Sale Summary 
Report (“Group Sale Summary” in View/Print) is generated for informational purposes.
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Tax Planner

The Drake Tax Planner is designed to help you assist your clients in planning for the future. By 
comparing a client’s current tax situation to different scenarios that could occur—such as buying or 
selling a rental property, a change in income, etc.—you can see how these changes may affect their 
finances and tax liability. Because scenarios are set up using the same Data Entry Menu and data 
entry screens that you are already familiar with, building different scenarios is quick and easy.

Open a client’s return, and click the Tax Planner icon to open the Tax Planner dialog box.

The original return is listed, as are any other scenarios you have created.

Toolbar Functions

•	 New — Create a new scenario for 2020 or 2021. (2021 scenarios incorporate known tax 
changes for the coming year, once available.) Select the tax year, enter a scenario name, 
and click OK. A new scenario containing data from the original return appears in the list, 
available for you to open to data entry.

•	 Open — Select a scenario, and click Open. The scenario is opened to the Tax Planner 
Data Entry Menu.

•	 Remove — Select a scenario from the scenario pane, and click Remove to delete the 
scenario.

•	 Compare — Select up to three scenarios, and click Compare to compare them to the 
client’s original return. A Tax Scenario Planning Comparison (“Tax Planning Comparison” 
in View/Print mode) is opened, displaying the results of the comparison.

•	 Help — Click Help to get explanations and direction for using the planner.

•	 Exit — Click Exit to close the planner and return to the Data Entry Menu of the original 
return. You can also exit the planner by opening the original return from the scenario list. 
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Tax Planner

Scenarios 

Each scenario looks and behaves like a normal return, except:

•	 The Data Entry Menu displays the notice “Tax Planner.”

•	 Documents in View/Print display a “Tax Planner” watermark (except letters). 
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Drake Tax generates a Tax Scenario Planning Comparison (“Tax Planning Comparison”) within the Tax 
Planner return, comparing the Tax Planner scenario to the original return.



41

Tax Planner
To compare more than one scenario to the original return, create several Tax Planner scenarios, and 
save them in Drake Tax. To do so:

1.	 From the Tax Planner toolbar, choose Compare. 

2.	 Select the scenarios you wish to compere to the original return. Click Compare. 
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Drake Tax generates a Tax Scenario Planning Comparison (“Tax Planning Comparison”), comparing up 
to three scenarios with the original return.
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