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Agenda

Develop a better understanding of the structure of tax 
returns 

• Develop a systematic approach to reviewing a tax 
return

• Recognize fluctuations from year to year

• Learn to ask relevant questions

• Distinguish tax returns from financial statements
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What is True Cash Flow?

Is it Cash?

Is it Recurring?

Is it Consistent?

• Depreciation is what we typically think of as a non-cash item; Personal returns include 
some depreciation

• Other non-cash items on a Personal Tax Return:
• Standard and Other Deductions 
• Tax Credits
• Taxable Benefits

• Can the bank count on this income for 5-30 years for loan repayment?

• Consider large amounts of interest and dividend income

• Capital Gains are often non-recurring (inheritance, stock options, gambling winnings)

• Are wages always recurring?

• Can the bank rely on computed cash flow for 5-30 years for loan repayment?

• Review trends of interest, dividends, and capital gains

• Is business pass through income steady year-over-year?

• Is retirement income fixed and is there adequate balances to maintain distributions?
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What is True Cash Flow?

Capital Gains

Purchase 1 share of Berkshire Hathaway Class A for $750,000

Sell 1 share of Berkshire Hathaway Class A for $800,000

Gross Profit $ 50,000

Capital Gain that is taxable $ 50,000

Short Term Capital Gain tax rate (<1 year) is taxpayers marginal tax rate 
ranging from 10% to 37% (2025)

Long Term Capital Gain tax rate (> 1 year) is 0%, 15%, or 20% 
depending on your taxable income (2025)

Presume a 20% Long Term Capital Gain tax of $ 10,000

What is the effective cash flow of this transaction?

Is it recurring and consistent?      

Capital Losses

Purchase 100 shares of Tesla ($450) for $45,000

Sell 100 shares of Tesla ($250) for $25,000

Gross Loss ($15,000) 

Capital Loss that reduces tax $15,000

Capital Losses can offset similar Capital Gains in the same year; Short Term 
can offset Short Term and Long Term can offset Long Term

If Capital Losses outstrip Capital Gains, a taxpayer is limited to $3,000 in 
Capital Losses that may offset ordinary income

What is the effective cash flow of this transaction?

Is it recurring and consistent?
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Capital Gains within a Tax Return
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The sum of all Capital Gains is found 
on Line 7 of Page 1 of the taxpayer’s 

1040

Details of these transaction are found 
in Schedule D (with additional detail 
included as Statements if necessary)



Installment Sales

Installment Sales

Taxpayers receive three types of income from Installment Sales
• Taxable Principal (Schedule D, Form 6252)
• Non-Taxable Principal (Form 6252)
• Interest Income (Schedule B)

Considerations:
• Years left on note compared to your loan?
• Payment history (how do you know)?
• Amount of down payment?
• Who is the note from?

Recommend you obtain the following documents:
• Promissory Note
• Deed of Trust
• Assignment and Acknowledgement
• Contact the Obligee
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Rental Properties – Active vs. Passive
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Active and Passive Income Rules are applied to Real 
Estate and Pass Through Business Income

• Passive Losses are not available to offset Active 
Income

Example – A medical professional’s rental property 
losses are not available to offset wage income

• Rental real estate by IRS definition is considered 
Passive Income or Passive Loss

• Unused Passive Losses can be carried forward to 
offset future Passive Income

• Small Investor Exception:
• Must be active in rental activity
• Must have 10% or more ownership
• MAGI must be under $100,000 (phases out up 

to $150,000)

Passive Income
• Income from Partnerships and 

S-Corps
• Rental Real Estate

Active Income
• Wages, Interest Dividends
• Income from Partnerships and 

S-Corps

Passive Losses
• Losses from Partnerships and 

S-Corps
• Rental Real Estate

Active Losses
• Losses from Partnerships and 

S-Corps



In Class Case 
Study • Peter and Bunny Gammons
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Peter and Bunny Gammons

Background:
• Peter works as a farm equipment sales representative.
• Bunny works as a nurse at a local hospital and also owns a sole proprietorship consulting business.
• The couple wishes to discuss a loan to purchase some equipment they have been renting for the sole proprietorship business.
• The Gammons are large landowners; they sold timber rights on their land to Weyerhaeuser for $1.2 million and have a 10-year contract with 

Weyerhaeuser that will pay them $120,000 per year.
• A few years ago, they sold a parcel of land to Joseph Clark for $250,000.
• The Gammons took a note back on the land sale and are being paid in equal installments of $38,955 per year (principal and interest) over 15 years.
• In December, the Gammons donated half of their IBM stock to their church.
• The Gammons also own a rental house.

What is there recurring source of cash flow using the following
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The case will include the following:
• Personal 1040 – U.S. Individual Income Tax Return
• Schedule 1 – Additional Income and Adjustments to Income
• Schedule 2 – Additional Taxes
• Schedule A – Itemized Deductions
• Schedule B – Interest and Ordinary Dividends
• Schedule C – Profit or Loss From Business (Sole Proprietorship)

• Schedule D – Capital Gains and Losses
• Form 6252 – Installment Sale Income
• Schedule E – Supplemental Income and Loss (Rental Property)
• Form 4562 – Depreciation and Amortization
• Form 8283 – Noncash Charitable Contributions
• Form 4797 – Sales of Business Property



Case Studies • Cooper

• Rubble
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