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Ground Rules! e e

Participate
But don’t share your institutions specific approaches or secrets!

There may be more than one correct approach
° This is more of an art than a science

We’re going to be judgmental!
Because your institution’s resources are at stake

We’ll use the “Roommate Test” as a guide
° Students with similar resources should get similar aid packages, without regard to non-financial, tax
code, or timing artifacts
This program was prepared for the Pennsylvania Association of Student Financial Aid
Administrators (PASFAA) for the benefit of its members
Distribution to non-members is strictly prohibited
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What Can You Learn from Business
Returns?

Without Reviewing Business Tax Returns After Reviewing Business Tax Returns

Taxable income after some untaxed income Estimated cash flow available to the business or
addbacks property owner

Harvling Knowlilyt

Estimate of what might be available in the

Information about what happened in the base year .
academic year

Estimate of business
market value

Business value may be under-reported at
book value

Is the business owner paying him/herself fairly Estimate of available income vs. distributed income

Business resources that may be available to the

Has the taxpayer stored wealth in the business?
owner
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For this presentation, all cases are based on 2018 tax returns and the 2020-2021 academic year.
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that Don’t Represent

Cash Flow Reductions
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Should These EFCs be Different?

timing of this purchase:

metal press on

December 15t, 2017
because their older machine
had worn out and became
too expensive to repair

October 7-9, 2019

Your candidate’s parent runs a machine shop. They need to replace a metal press
that has become too costly to maintain and repair.

Consider the impact on the student’s EFC and eligibility for financial aid based solely on the

Case 1 Case 2 Case 3
Purchase before the base year Purchase in the base year Purchase after the student enrolls

Parent 1 purchased a $50,000 Parent 2 purchased a $50,000 Parent 3 purchased a $50,000

metal press on
January 15, 2018

because their older machine  because their older machine
had worn out and became had worn out and became too

too expensive to repair

metal press on
December 15t, 2019

expensive to repair. They ask
you to take this cost into
account on appeal
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Adjusted Gross Income by Year %

Metal Press Purchased
in 2017

Metal Press Purchased

in 2018

Metal Press Purchased

in 2019

October 7-9, 2

If the business generated $100,000 of taxable profit before purchasing the
metal press, the AGl in each year might be:

g
s
Sample AGls Sample AGls Sample AGls §
2017 2018 2019 El
$50,000 $100,000 $100,000 §
$75,000 $92,000 $95,200 g
$90,000 $84,000 $90,400
450,000 $100,000 5
$100,000 $75,000 $92,000 z
$90,000 $84,000 =
$50,000 g
$100,000 $100,000 $75,000 3

$90,000 )
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Schedule C — Depreciation

l/rmu,;ﬁ.,g I@A.{’n(f]'

!—|| Income

Retums and allowances.
Subtrat line 2 from fine 1

2
3

4 Costof goods sold (from line 42)

5 Gross profit. Subtract ins 4 fom line 3
[
7

Gross Income. Add lines 5 and § .

receipts or sakes. Ses instructions for line 1 and check the Box if this income was reperted to you on
o 45w o Srarony ptosea: b o s chacead »

Otherincorne, inching fudscs and stste gasciine o sl <reditorrehnd {sws natructons)

Evidence of asset
purchases (including real
estate) that may be from
the current year or past
years

o
5
S
S
2
6
~
2
°
Partll| Expen: nter expenses [Of bvsmess use 01 your home enly Dh line 30, §
B Advertisng . 1® instractions ) ES
9 Corond |n~ckuwmwn . 18 Persion and proftsharing pians Assets worth up to &
‘"’h”:m" - - 20 Renit of lease (see insti 3 H jud
M dtons n Mol e ment $5,000 per item may be H
1 Contract Iabor (ses mstructions) | 11 [ Froperty expensed on this line g
12 Depletion 12 2 ‘and maintenance . §
13 Depreciation and saction 179 Cpplis (not included in Par 11 instead 2
T 3 Taves s e , E
nstructons R 24 Travel s mesis: ° But that’s not the only o
1 Employes baneft D;ge'm 1 o ol item expensed here =
{otar hari on ne 16} | b Dacuc aae =
" (e tan sty [ 18 5000]  © Duieony e
16 Interest (3ee instructions): 25 Unsilities ;
a to banks, et} | 168 26 Wages (less o
b Cher . 180 27a Other expenses (from lins 45) g
7 Legs i I, b Tuture use H
28 Total expenses before expenses for business use of home. Add lines 8 through 27a y
29 Tentative profit or (loss ). Subtract line 24 from line T
October 7-9, 20. PASFAA 2019 — HARVESTING KNOWLEDGE 7

Asset Purchases on the Return —
Form 4562
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Fam 4562

pa ) »Gots

Depreciation and Amortization
{including Information on Listed Proparty)
fax return.

[

Under Section 178

Election To

P Property
Note: If you have any listed property. complate Part V before

Partl.

1 Marmam amourt (see msiuctans)

2 Total cost of section 179 property placed in servioe {sea insiructions)

separsiely, 58 instnictions

5 of saction 179 propaety
4 Retuchon in mstation, SUBlract e 3 Tiom ine 2. 2610 or ess, enler - L
& Dollar Imilation for tax yoar. Sublraot ka4 frem I 1. zoro or fess, snter 0. 1f maried g

instructions)

i Duacrstn o pcparty

Metsl press

. J/*?“‘

T Listed propenty. Erer e amount rom wne 20
8 Total slactad cost of section 179 proparty. Add smaunts in colum (¢, i
3 Tantatno doducton Enter fha smaller of o 5 or ine

10 Carryover of disallowss dscuction fom lins 13 of your 2017 Farm,

14 Special depracistion allowancs for
during the tax year Sea insiructions

16_Othar Gspraciation (inchuding ACRS)
MAC

18 Proparty subject to section 16817 1) slection

‘tincluds sted property.

See instructions.

Deductions for assets purchased
in the current tax year
The business owner’s income was
reduced by the whole cost, or half
the cost, of the item

Deduction for assets purchased in
the current year and/or past
years
> The business owner is expensing
the item over time
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Sectigr
[17_wac ‘assets placed in servca in fax yeors bepinning befors 2016 [n]
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&
Dealing with Depreciation e

To eliminate the distortion caused by large depreciation expenses and the reduction in income
that depreciation allows for purchases made in the past

> You can add the depreciation back to the taxpayer’s income

This treatment does not consider that these asset purchases
are real business expenses and may need to occur
during while your student is enrolled. Purchase after the student enrolls

° If you determine that the business needed to make a large Parent 3 purchased a $50,000
purchase during the aid year and/or if the business took alarge  mata| press on
deduction for the purchase, you can Add back the actual th
depreciation deduction taken for the item and Decemt.)er 155 2019_
because their older machine

Allow a fraction of the purchase against any addbacks for each year the
student will be enrolled had worn out and became too

OR 4 s
expensive to repair. They ask
Review a depreciation schedule to determine the average spending on q q
non-durable goods that wear out, and reduce the addback by this average you to take this cost into

account on appeal
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Adjusting for Asset Spending Ww, e
Basic Approach 5
Summary of Unadjusted Basis of Depreciable Property (4562) 12/31/2018 g
Detail of Depreciable Property ®
Date In Recovery | Years in Total Cost Business/Time | Unadjusted §
Activity Asset Description Service Period Service or Basis Use Percent | Cost or Basis ?
10 [11205  [Metal Press 6/17/2018 7 1 50,000 100.00% 50,000 E
Since the IRS has set a recovery period for this asset of 7 years, allow 1/7th of the cost each year %
> 1n 2018, add back $50,000, but allow $7,143 ($50,000 + 7) each year because the $50,000 is a real cost %
to the business that is likely to be repeated 'i
5
z
3
October 7-9, 2019 PASFAA 2019 — HARVESTING KNOWLEDGE 10
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Adjusting for Asset Spending

Harvling Knowlilyt

Advanced Approach

Summary of Unadjusted Basis of Depreciable Property (4562) 12/31/2018
Detail of Depreciable Property
Date In Recovery | Yearsin Total Cost Business/Time | Unadjusted

Activity Asset Description Service Period | Service or Basis Use Percent | Cost or Basis

2 |1120S Office Furniture 3/15/2014 7 5 10,000 100.00% 10,000

3 |11208 Computer System 2/15/2014 5 5 5,000 100.00% 5,000

4 11208 Leasehold Improvements 4/1/2014 15 5 35,000 100.00% 35.000

5 [1120S _ |Rugs 7/12/2016 7 3 1,850 100.00% 1,850

6 |1120S Medical Record Software 8/22/2017 3 2 2,500 100.00% 2,500
7_|1120S Refrigerator 12/14/2017 7 2 1,200 100.00% 1,200

8 |11208 Fireproof Safe 4/15/2015 J 4 3.000 100.00% 3,000

9 11208 Secure Medical Records File § 4/15/2016 R 3 11.000] 100.00% 11,000]
10 11208 Metal Press 6/17/2018 7 1 50.000 100.00% 50.000

Identify assets that wear out and can be expected to be>e<|aced
> The company has $58,700 in non-durable goods on its books
> The oldest non-durable item on the list was purchased on 2/15/2014 — four years ago
> Allow $14,675 ($58,700 + 4) after adding back all the depreciation

October 7-9, 2019
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€2

Harwogling Knewlilye

Case 2 —
Available Resources vs.
Potential Resources

October 7-9, 2019
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Reviewing Schedule E Part | e

Your student’s parent owns a rental property

You reviewed the income and expenses on the Schedule E
> All expenses seemed reasonable and directly related to rental activities: maintenance, tenant
acquisition, utilities

° There did not appear to be any one-time large expenses to push the property into a one-time loss, and
you have determined that the property consistently shows a tax loss

“PaNIasaY SIS IV D71 53.n053Y S3pLg UOJ| 6TOZ @ JUWIOD
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Less than Market Rate Income Yo ey
You looked the property up on an on-line real estate website, and learned that the estimated 5
rental income for the property is $1,500 per month ($18,000 per year) 2
®
g
Which of these parents should have the highest EFC? 2
Which of these parents will have the highest EFC? "%
Parent 1 received Parent 2 received $9,000 in rents Parent 3 received $18,000 in rents in g
$18,000 in rents in in 2018. After expenses, the 2018. After expenses, the property 'i
2018. After expenses,  property produced a rental loss of produced a rental tax loss of $3,123 for i
the property produced $12,123 for the year. When you the year. =
a rental tax loss of asked, the parents told you they They submitted an appeal telling you z
$3,123 for the year rent to the student’s uncle, who is  that they pay $9,000 in rents to E
down-on-his-luck so they give him another landlord to cover the costs of é
a break on rents the student’s uncle, who is down-on- )
his-luck
October 7-9, 2019 PASFAA 2019 — HARVESTING KNOWLEDGE 14
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Learning from Schedule E Horgay Mo
Income: | Properties: A B .
3 Rents receed 3 15,000 000 | Are the rental properties 5
4 Royalties received . . . . [ ] - 2
Expenses: * creating paper losses or g
5 Advertising . . - . . . Y ] 500 500 ®
§ Aot avel (see i) 5 2| reallosses? g
7 Cleaning and maintenance 7 1,200 1,200 3
8  Commissions . ..........8B 0 0 3
9 Insurance N 9 2,250 2,250 ;
10 Legal and other professional fees . . - L 10 [1] 0 Z
11 Management fess. 11 0 0 @
12 Mongage interest paid to banks, etc (see i i 12 5,530 0 5,530 E
13 Otnerinterest . ... ... ... ... ... ... ... 18 0 0 8
14 Repaws . . . . 14 1,000 E
16 Supplies R F 18 0 | . 8
16 Taxes 15 3,300 Approximately how large £
17 Utilities 7 850 ¢
i ety ot Trv 5081 are the mortgages? 2
19 Other(ist)® _ ___ __ 19 [] Q 2
20 Total expenses. Add lines § through 19 . .20 23,721 23,721 S
21 Sublract line 20 from line 3 (rents) and/or 4 (royalties). If E
result is a (loss), see instructions to find out if you must 2
file Form 6198 . N . N . N 21 -5,721 -14,721 '2"
22 Deductible rental real estate loss afler limitation, if any, g
on Form 8682 (see 22 | 5,721) | 14,721)
October 7-9, 2019 PASFAA 2019 — HARVESTING KNOWLEDGE 15
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Learning from Schedule E? rra
Income: I Properties: A 6 .
3 Rents received 3 18,000 3,000 ApprOXImater how much o
4 Royalties received . . . . N [ 0 dld they pay for the E
Expenses: . 3
8 Adverising . . s 500 s0 | building? 6
6 Auto and travel (see instructions) s 0 ®
7 Cleaning and maintenance 7 1,200 1,200 o
8 Commissions ... 8B o o 3
8 Insurance . 9 2,250 2,250 S
10 Legal and ather professional fees . . .. . ... ... . ... |10 [] 0 FY
11 Management fees 1 0 0 a
12 Mongage interest paid to banks, elc (see 12 3,530 3,530 k4
13 Otherinterest . ... ... ... ... ........ /1 ] [ g
" Repars . : : u 1: 000 LU Are there any one-time 2
16 Tawes 1 3,300 z20 | expenses that reduced the =
17 Utilities 17 850 850 P inthe b but o
18 Depreciation expense ordepletion . . . ... .. ... . |18 5,081 | 9,091 Income in € base year bu >
19 Other(ist) ™ _________________________ 19 [ [ won’t in the academic 2
20 Total expenses. Add lines 5 through 19 . ] 23,721 23,72l o) z
21 Sublract line 20 from line 3 {rents) and/or 4 (royalties). If year: )
result is a (loss), see instructions to find out if you must 2
fie Form 6198 . . . . B 21 -5,721 -14,721 3
22 Deductible rental real estate loss afler limitation, if any, 3
an Form 8682 (see 22 | 5.721) 1 ( 14,721) )
October 7-9, 2019 PASFAA 2019 — HARVESTING KNOWLEDGE 16
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Case 3 — Business
Structures
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y & 4
Different Business Structures oo g v
There are four business four business structures 5
Sole Proprietorships g
Partnerships e
3
> S Corporations &
o C Corporations i
Depending on the business structure, the owners may be able to divide the business profits into »
different kinds of income g
> Earned income to the owners (wages or guaranteed payments to partners) 'i
° Dividends or distributions i
© Retained earnings (for business reinvestment or future distributions or dividends to owners) E
You have four students whose parents produce exactly the same income in exactly the same E
manner but — they have selected different tax structures for their businesses H
Should the parents have different EFCs?
October 7-9, 2019 PASFAA 2019 — HARVESTING KNOWLEDGE 18
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Different Business Structures b e

Your student’s mother runs a jewelry shop which posted a taxable profit of about $72,000 in
2018. She would like to buy the building that houses her business, so she paid herself $50,000
and left the remaining profit in a business savings account (where she is building the down
payment)

She has asked you to evaluate her child’s eligibility for financial aid as though she’d only earned
$50,000

Based on this information, would you exclude the $22,000 that she saved from her income when
you calculate the Parent Contribution?

*paniasay SIYSNY Iy "I17‘s20Inosay a3pLig UOJ| 6TOZ @ IUSIU0D
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Business Structures and the AGI M

Sole Proprietors| Partnership S Corporation C Corporation
(Schedule C) (Form 1065) (Form 1120-S) (Form 1120)
50 50 $50,000 550,000
$300 s300 $300 50

Passthrough
Income* $0 $72,000 $18,009 40
$72,300 $72,300 568,309 50

1,
% Self Employm 45,087 $5,087 $0 $0

x Deduction
A sers $67,213 $68,309 $50,000

*Partnerships and S corporations calculate their taxable income, losses, deductions, and credits on an informational tax return each year.
They then report each owner’s share of these tax items and the owners report them on their personal return as they would if they had earned
them directly.
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Ta Gross rocopts sk

[ — R o All business tax returns contain
Seen. e o umbate - | - S ; T N
information about expenses that you can

Gross orof, Suiwract bne 2 fram e Tc .

2
3 Lo
4 ik o rkirs il b 2, s use to estimate the business’s cash flow
: > Schedule C

.

> Form 1065 (Partnerships)

rcome.

Grons e

e .
Capial gai net rcem fiach Scheckde O Form 11200

9 ot gan or floss] Yom Form 4707, Part B, Ina 17 atach Fomn 47a7)
10 Ot ncoe fame intrucons—afiach st
1 Tetalincome, w_ >

g
L z
: S
s (<]
. 8
v ©
w ]
T2 Gompantation o offars aes RetreClom—STRGh Form 11258+ . T 1;,% © Form 11205 (S Corporations) ,,%
13 B oo o oot W Y &
E o ::. **9 < Form 1120 (C Corporations) z
e » n g
é 8 it 00D I e i Form 1120 shows a C corporation’s after- E
3 D = u28  tax profit that does not appear on the 5
B o e = owner’s personal Form 1040 (and z
R : therefore, is not part of their AGI) 5
HESE e RS (518,308 — $3,845 = $14,463) 5
|15 S gl :
Dl T ]
E] i . E H 18,308
Lot ot e o e - = — Note line 20 (Depreciation) of $20,809
October 7-9, 2019 PASFAA 2019 — HARVESTING KNOWLEDGE 2
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Business Structures and Total Income %

Sole Proprietors| Partnership S Corporation C Corporation
(Schedule C) (Form 1065) (Form 1120-S) (Form 1120)
$0 S0

g
$50,000 $50,000 s
$300 $300 $300 50 g
$72,000 $0 $0 $0 %
$0 $72,000 $18,008 50 W
$72,300 $72,300 $68,308 $0 §
$5,087 $5,087 $0 $0 °
[E seras $67,213 $68,308 $50,000 Z
$18,308 :
$67,213 $67,213 $68,308 $68,308 H

October 7-9, 2019 HARVESTING KNOWLEDGE 2
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y &
Why Does this Matter? Wy,, e
Fomm 1040 018} 2 )
T ; =m | This is the Form 1040 for -
- g
T e = - M the C Corporation owner é
D Ehstel i 4a b Taxable smount . I in thiS example ~@~
Py e | | s e
€ Telulincome Asd bees 1| rough 5. 1. ine 22 . L} 54,000
e T A ey LRt e s e & st | | sn.000 Based on the Form 1120, §
+ Comnarcshee acn o —— L0011 [ * this parent might have as H
s L it Saabimesteyion 1 Lot 2 Oremiee 40y [ e much as $89,117 in &
% Al ey st frrm Bchdhle 2 ane] chack herm > O | 3,571 available income in the >
vou 2000 it @ [ 2500 c 2
Subiract e 12 rom ine 1. f 2o o e, enter - . . 13 7 academic year g
e e m 3
e iwisa 11111100 B ° AGI=$50,000
care o bl o o 2 rd 1088 =
e — el P9 - > Business profit = $18,308 ;
ot EISA N Vi e o N o R > Depreciation = $20,809 g
Ma Amount of e 19 you want refunded 1o you, If Form 888 s attached, check heve Loow O (e 7
gt pg »olpe [Chocsing [ savings F
ree 8
21 emcum ot w o] | 2
o T 8t e it s e i o i " b g
T T s ——= e 1080 crm
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Case 4 —\What is the
Business Worth?
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( ‘
Reviewing a Balance Sheet el Kbl
| Schedule L | & Sheets per Books Begrning of tax year Era ot ax year
() =5 o) o] o) w Part of the tax return o
> 1 Cash 717,124 523,152 o
= | e for all but the smallest ES
© b Less allowance for bad dets [0 ] ot ] 0 N 3
ol businesses and sole 2
S| & Taxesenp seautes oo rncions 2| proprietorships 8
O |6 omer cument asses ancn sy H 2
Q |1 i [ °
8 Morigage and mal estawe oans. H =
o | Oer et ) \: Designed to show Book S
168 cuangsanacne dprec asets Tavson P 2
O [} L senmiea agreciaton [ — :j,: s mm| @ | Value:$223,152 &
) |1a Depletatie assets. . o
B[ i s n o ,\ 0 ($1,163,669 — $940,517) >
@ 12 Lanameto an amonznon) 20,000 20,000 g
) |23 inangeie assets (amortzatie o) 50000 50,000 i g
D [T Lossoccumsona amortza i 333 Tie g8 |7 i3 o8 87 Can be used to estimate 3
<L |14 Otmer assets (amach statsement) &
16 Toto s i i market value =
Liabilities and Sharsholders' Equity w o
O 1o Actmmispotie azspz som| © >
B | vomsos noes ooncs st s e 1y 5 =
18 Olher cument liatiibes fallach staiement) o E
Q|45 Loors o snarenoiders 160,000 w0000 W 5
() |2 meorgages, notes, bonas payatse m 1 year ormore . 275,555 a0sma| 7
1 oter N =
ez Coptason . Preensd sock ]
b Conmon o o [ o ) g
25 Adonat pss.n cote w00 oo 3
2 500,000 2
18 Reaned camingsUheppepreted 6580 0
Pt ——
27 Less cost of reasury stock 0 il 0 )l
15 Tt ks s ey e (A
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y & &
Assets on The Balance Sheet gy
IEESISTIYM Balance Sheets per Books Beginning of tax year __—1 End of tax year~_
Assets (@) [y 4 (c) (d) & g
1 Cash . . B 717,124 523,152 g
2a Trade notes and accounts receivable . . . . ®
b Less allowance for bad debts ( ) 0 |( ) o] 9
3 Inventories &
4 U.S. govemmentobligations. . . . . . . g
5 Tax-exempt securities (see instructions) . =4
€  Other cument assets (attach statement) &
7 Loanstoshareholders. . . . . . . . . — — F4
8 Morgage andreal estateloans. . . . . . . . . — 4
9 Other investments (attach statement) | TN ]
10a Buildings and other depreciable assets 1,805,000 I 2,602,500 ‘ ‘.M':
b Less accumulated depreciation . . ( 1,192,253) 612,747 |( 1,988,650) 513,850 o
11a Depletableassets. . . . . . . . . . . . . .. %
b Lessaccumulated depletion . _ ( ) o] ) o] &
12 Land (net of any amortization) . 20,000 20,000 g
13a Infangible assets (amortizable only) . . . . . . . . 150,000 150,000 | 2
b Lessaccumulated amortization . . . ( 33,333) 16,6647 43333)] 06,667 3
14  Ofher assets (attach statementy. . . . . . . . . X 3
15 Totalassels 1,466,538 1,163,669
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Assets on the Balance Sheet Hey TP
Balance Sheets per| End of tax year . . .
Assets = @ This business is g
1 Cash . . 523,152 [«<— Cash Rich g
2a Trade notes and accounts receivable > Does not keep an inventor o
b Lessallowance forbad debts . . . . . [( ) 0 / P Y N
3 Inventories P = The market value of inventories can be o)
4 US government obligations esiimat.ed based on the Cost of Goods Sold g
5 Tax-exempt securities (see instructions) . deduction 4
a
6  Other cument assets (attach ) / Has assets that may be worth more 3
7 Loanstoshareholders. . . ... .. than their book value 7
8 Mortgage and real estate loans . . . . ) 2
o Omer mesinens ot st it e basedon o actaltanreum, g
f0a  Buildings and other depreciable assets 2,502,500 timated to be $1.800.000 =
b Lessaccumulated depreciation ( 1,088,650 513,850 estimated to be $1,800, 5
113 Depletable assets Has “intangible assets” that at one z
N . . =
b Lessaccumulated depleion. . . . . |( ) 0 time had a definable value &
12 Land (_net of a'\yanmzfatm: 150 000 20,000 = In the business on which this case is based, %
13a  Intangible assets (amortizable only) - this company purchased another company, &
b Lessaccumulated amortization . . . . |( 43,333) 106,667 and this was the “goodwill,” or amount of the H
14 Other assets (attach statement purchase price not attributable to depreciable &
15  Total assets . L 1,163,669 assets
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Debts on the Balance Sheet Hey TP
Liabilities and Shareholders' Equity
16 Accountspayable. . . . . . . . . . ... .. 425,021 _» 310,029 g
17 Mortgages. notes, bonds payable in less than 1 year E
18  Other current liabilities (attach statement) . ®
19 Loansfromshareholders. . . . . . . . . . .. 150,006 _» 150,000 =
20 Mortgages, notes, bonds payable in 1 year or more 275,555 480,488 §
21 Other lisbilities (attach statsment) . L A 2 s
_ g
Notable Observations - H
This business holds a lot of cash — but much of itis-committed to ents of accounts payable g
g
The business owes it owners money 3
This is a personal asset that should be as an investment on both the FAFSA and the CSS Profile E
o The debt increased B
=
The business probably borrowed money to purchase a new asset (=4
z
8
2
2
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‘1”. ')
Book Value vs. Market Value g Kbl
EEEE- Balance Sheets per| End of fax year Liabilities and s' Equity
Assets (d) 16 Accountspayable. . . . . . ... ... ... ﬁ 310.029 g
1 Cash S t523 152] 117 Mortgages, notes, bonds payable in less than 1 year . g
2a Trade notes and accounts receivable 18  Other current liabilities (attach statement). . . . . ®
b Less allowance for bad debs . O/ |19  Loans from shareholders o 150,000 N
3 Inventories. . . . 20 Morigages, notes, bonds payable in 1 year or more 480,488 5
4 us e 21 Other lisbiliies (aftach statement) . o 3
5 Tax-exempt securities (see insiructions) . »
&  Ofher current assets (attach statement) . Total Liabilities  $940,517 g
7 Loans to shareholders. . . ®?
8 Mortgage and real estate loans This business is E
9 Other investments (attach statement) ) . . . g
M0a  Buildings and other depreciable assets - e Still cash rich, but much of the cash is’committed to 3
b Less accumulated depreciation 513,850 short term liabilities =
11a Depletable assets o ) o
b Less accumulated depletion - 0 ° Book value of Business = From slide 27 2
12 Land (net of any amortization) - 20,000 / $223,152 ($1,163,669 — $940,517) S
H3a Intangible assets (amortizab . &
3 angble asects (amortzane only) osee7| /> Estimated Market Value of Assets = z
14 Ofher assets (attach statement) . . . $2,445,631 ($1,163,669 — $513,850 + $1,795,812) g
\ I
15 Tolalassels. . . . ... : 1,163,669 \ Estimated Market Value of Business = =
$1,505,114 ($2,445,631 — $940,517)
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7/«7‘,%',,7 Kaewlily?

What Do We Mean by
“Business Value”?

October 7-9, 2019
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y & 2
What Does “Business Value Mean? W

Which of these businesses is worth more?

Each parent is self-employed, rents their workspace, and reliably earns $100,000 per year.

g
Parent 1 owns a dry cleaner Parent 2 is a self-employed Parent 3 had earned about g
business. accountant. $100,000 each year as a self- 5
3
employed accountant but is ®
He owns six industrial She owns a laptop computer, a planning to retire and sell &
washers, four of which use license to use commercial tax  their business. They have §
organic solvents instead of software, and some office asked you to use their H
water, four driers, four furniture retirement income, not their g
presses, eighty feet of work income, to calculate =
electronic racks with movable their parent contribution. g
hangers, chemicals, hangers %
and plastic covers, and office Their business assets are 3
equipment identical to those of Parent 2 ’
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Summary gl Himbly
Deductions like depreciation, amortization, and large one-time spending (repairs, maintenance, 5
supplies) can make a generally profitable business or rental property look less profitable 2
Depending on the owner’s business structure, income available to the owner may or may not S
appear in their AGI 5
Many business owners are aware of their business’s book value (it’s right there on their tax S
return), but this may not be equal to their market value o
g
The sum-of-its-parts valuation defined in the Application and Verification Guide underestimates H
the actual value of asset-poor businesses and can be very different from the “amount you could e
: . P ” PR o
get for the business if you sold it today” value preferred by many institutions >
g
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;
PASFAA Tax Webinars for Aid Officers >

ling Kaenlily?
OCTOBER 31, 2019, AT 10:00 AM NOVEMBER 13, 2019 AT 10:00 AM
VERIFICATION IN THE NEW TAX WORLD CONFLICTING INFORMATION IN THE NEW TAX WORLD
2020-2021 Key Concepts Verifying Non-filers
Verifying Tax Filers Who is Required to File a Tax Return?

The 2018 Form 1040 and the 2020-2021  What is the Correct Filing Status for a Person?
FAFSA

Schedule 1 and the Simplified
Formula/Automatic Zero EFC

Rollovers
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Thank You PASFAA!

Robert Weinerman
Director of Training, Iron Bridge Resources, LLC
robert@ironbridgeresources.com
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