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Self-Employment Indicators 

 Individual defines scope and nature of 
daily work activities. 

 Others assume little or no liability. 

 Does not work at another’s facility or 
make use of another’s capital. 

 Income tax return indicates self-
employment (1040 schedule C/E/F).  

 Independent contractor – 1099 employee.  
 

Ref:  ACWDL 00-02 

 



Net Profit From Self-Employment 

Overview 
 

 Estimate the current year’s annual net income 
based on previous year’s federal tax return.  
 

 Estimated by subtracting allowable business expenses 
from gross business earnings, apportion over 12 
months. 

 

 May use business records if federal return is inaccurate 
or not available. 

 

 If evidence of business expense is not submitted, 
do not allow business expense deduction. 
 

 Use your judgment, income reported on the tax 
return that is no longer received is not counted. 

 

Ref:  ACWDL 01-50 



Net Income From Self-Employment 
 

Allowable Expenses 

 Material/supply cost 

 Employee wage/benefits 

 Interest on loans for assets 
or durable goods 

 Principal & interest 1931(b)  

 Transportation 

 Rental/lease costs 

 Maintenance & repair  

 Other costs 

 Advertising 

 Dues/publications 

 Insurance 

 

Expenses Not Allowed 

 Entertainment 

 Depreciation 

 Principal loan payments (MN only) 

 Capital equipment expenditures 

 Transportation to & from work 

 Meals  

Ref:  CCR, §50505 and MEPM, Section 10-M  



Methodology 
 

MN Program 

 Net Business Income: 

 Start with gross business 
income Schedule C/E/F. 

 May use business records;        
3 Mos. Profit & Loss or Books. 

 Subtract allowable business 
expenses (if provided). 

 Convert to monthly income. 

 

1931(b) Program 

 Net Business Income: 

 Start with gross business 
income Schedule C/E/F. 

 May use business records; 3 
Mos. Profit & Loss or Books. 

 Subtract allowable business 
expenses (if provided),   or; 

40% expense deduction. 

 Convert to monthly income. 

 

Ref:  ACWDL 01-50 and MEPM, Section 10-M 



Use of Tax Form 

 Chapter S Corporations and C-Corporations. 
 

 IRS form 1040 and/or 1040 EZ are acceptable 
verification of income if the tax return reflects 
the income on the application. 
 

 Any negative amount reflected in lines 1 – 21 
shall be treated as zero.  
 

 Sum positive amounts (lines 1-21), then divide 
by 12 to obtain average monthly income. 

 
Ref:  ACWDL 01-50 

 



Income/Expense Verification  

Two Primary Methods  

 Copy of previous year’s 1040 Schedule: 
 C – profit/loss Sole Proprietorship. 

 F – profit/loss Farming. 

 E – profit/loss Partnership/S-Corp. 
 

 Business records such as profit & loss 
statements, bookkeeping records for three 
months preceding month of application. 
 

 County may request more information…. 
 

 



 

 

 







 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



Summary 

 Start with gross business income. 

 Deduct allowable expenses. 

 Apportion to monthly income. 

 Zero out negative values 1040 items 1-21. 

 Evaluate the need for more information. 

 If itemized expenses are not provided do 
not deduct business expenses; exception 
is 1931(b) straight 40%. 
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