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Lesson 20 – Other Taxes
Time: 45 minutes
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	Needs
	Wingman
	Notes

	I Preparation – see Preparation Guide
	
	
	

	II Objectives
	
	
	

	1. Identify the different types of other taxes
	
	
	

	2. Determine if a taxpayer is liable for other taxes that are within scope
	
	
	

	3. Determine how to report these additional taxes on the tax return, and complete the applicable forms or schedules
	
	
	Note: Shared responsibility payment (1040 L 61) will be covered in Lesson 21 ACA

	III Instruction and Practice 
	
	Assign class Ser II Training 6
	

	1. Instruct class to open new Kerry tax return 095-XX-xxxx
	
	Open new Kerry 095-xx-xxxx return 
	

	2. Note for class Other Taxes section of 1040 - only payments and refundable credits can reduce Other Taxes
	TWO
	Project 1040 pg 2
	

	IV Self-Employment Tax
	
	Still in Kerry 095-XX-xxxx
	

	1. Review Sch-C and profit
	TWO
	Project Sch C
	Must be at least $400 net profit for S-E tax to apply

	2. Go to 1040 p. 2, line 57
	TWO
	Project 1040 pg 2, line 57
	

	3. Go to Such S-E
	TWO
	Project Sch S-E
	Note: fully completed by TWO

	4. Half of S-E tax is an adjustment to gross income
	TWO
	Project 1040 pg 1, line 27
	

	5. Comprehensive:  S-E tax exceptions
	
	
	

	a. Statutory Employee
	TWO
	Project Sch C 
	

	1) Class to check the Sch C Line 1 box (was covered in lesson 10)
	
	
	

	2) Go to 1040 p.2  line 57 – any S-E tax?
	
	
	Gone!

	3) Go back to Sch C and uncheck statutory box
	
	
	1040 p. 2 S-E tax is back

	b. Notary public or other
	TWO
	Project Sch S-E, Pt I, q. 3
	

	1) Class to test – what if Mary was a notary?
	TWO
	Follow Instructor
	

	2) Input net profit from notary business – where?
	
	
	Not on Sch C – Look at Sch S-E, line 3

	3) Confirm no S-E tax on 1040 pg 2 nor as an adjust on pg 1
	TWO
	Follow Instructor
	

	4) Discuss whether community income lines are used in your state
a) 2nd and 3rd lines of line 3 are used to report S-E taxable profits by the proper individual
	Sch S-E instructions
	
	The net profit may be reported ½ to each spouse for income tax purposes (if filing MFS)
For S-E tax purposes, the person providing the services reports the income and pays the S-E tax

	5) Bankruptcy? – out of scope
	
	
	

	V Social Security & Medicare on tip income
	
	Still assigned Ser II Training 6
	

	1. Close active return and open new Kerry 096-XX-xxxx
	
	Close active return and open new Kerry 096-XX-xxxx
	Note: this is SELDOM encountered; however, the class needs to be aware of it and seek assistance should they have a client w/ tip income not reported

	2. Discuss how tips are reported by employers
	TWO
	Project W-2
	Actual tips in box 1 vs allocated tips in box 8

	3. If W-2 has allocated tips, TW adds 4137
	TWO
	
	

	4. Class to add $100 in box 8 of Kevin’s W-2
	
	Pretend Jefferson school has $100 of allocated tips
	Note 4137 added to tree
Caution:  do not use box 8 simply to get the 4137 

	a. Class to open 4137 and see what happened
	TWO
	Project 4137 per instructor
	

	b. Class to see if there is additional tax on 1040 p.2 
	TWO
	Project 1040 per instructor
	Yes - $7

	5. Employees who keep detail logs can report actual tips instead of allocated tips
	
	
	

	a. Assume Kevin’s log has $150 of tips
	
	
	If 4137 on tree, open it

	b. We want line 4 to be $150 – F8 to override and enter $150
	
	
	If don’t want to override, can use a scratch pad for Line 4 to change allocated tip amount to desired amount

	c. Look at 1040 p. 2 Line 58
	TWO
	Project 1040 pg 2 line 58
	Tax of $11

	6. If no detail records, must use allocated tips
	TWO
	
	TWO completes 4137 – nothing else to add

	7. Unreported tips are all income taxable; and if > $20 per month, must pay SS and M/care tax
	
	
	

	8. If tips were not reported to employer and W-2 is not using allocated tips method, add 4137 and enter unreported tips on 4137 Line 4 – may need to override most of the form
	
	
	An employee providing services in the home that can get tips – carpet or drapery cleaner, delivery boy, moving company worker, etc. – need to ask in the interview!

	VI Premature retirement distribution addition to tax
	
	Assign class Ser II Training 5
	

	1. Class to close active return and open new Kerry return 097-XX-xxxx
	
	Open new Kerry 097-XX-xxxx
	

	2. Class to review Peoples Trust 1099-R for IRA distribution of $626 that has Code 1 in box 7
	TWO
NTTC Wkbk
	Project 1099-R from Wkbk
	Highlight that TP noted they received a distribution on their intake form

	3. Have class submit questions to instructor to get needed information and only then continue
	TWO
	Enter 1099-R
	Kevin is over 59 ½ years old; Traditional IRA (not Roth); Not rolled over; Error on 1099-R

	4. Class to look at 1040 p 2 L 59 for addition to tax
	TWO
	Project 1040 pg 2
	Note TW added the 10% tax

	5. Class to go to 5329 Part I and look up exception codes
	TWO
	Go to 5329, F1 > Index > Exception codes for additional tax …
	Review all 12 codes

	6. Discuss whether any exception could apply? If so, what would we do? - Class to shadow wingman
	TWO - 5329
	Demonstrate entering code 12 (Form incorrectly shows Kevin as < 59 ½)
	Emphasize that information has to come from the TP; we do not require proof

	7. Class to change Peoples Trust 1099-R from Taxpayer to Spouse
	TWO
	Change 1099-R to Spouse
	

	a. How old was Mary?
	
	
	Mary is not over 59 ½ years old
Still a traditional IRA, not rolled over
Assume Mary used ½ for qualified education

	b. Class to go to 5329 Part I  and look up exceptions codes
	
	
	

	c. Class to enter the exception code 08 and ½ of the distribution ($313)
	TWO
	Follow Instructor
	

	8. What if no exception applies?
	
	
	Need to advise TP (they probably already know)

	VII Comprehensive:  Failure to take Minimum Distribution
	
	Still in Ser II Training 5
	

	1. Class to close active return and start a new Kerry return 098-XX-xxxx
	
	Close active return and start a new Kerry return 098-XX-xxxx
	

	2. Class to go to 5329 and enter exception code 12 in Part I
	
	Enter exception code 12 in Part I
	

	3. Line 58 - Additional Taxes on IRAs Part VIII (class to shadow)
	TWO
	Add & project 5329 Part VIII per instructor
	This is for when TP did not take the RMD

	4. Discuss w/ class what the RMD is
	
	
	Emphasize the need for a good interview - look at prior year 1099-R

	a. While TP is responsible to assure they take the required distribution, sometimes they don't
	
	
	Is there a current year 1099-R for each?

	b. There is no RMD for a Roth IRA!
	
	
	

	5. Once TP admits they did not take enough, must determine if they have since taken a distribution to catch up, which is required to request a waiver of the penalty
	5329 Instr
	
	If TP has not corrected yet, have them do so and come back if possible to make sure correction is done; Results in a double up of distributions in 2016, but needed to avoid 50% penalty

	6. Assume Kevin admits he did not take enough out of his IRA by 12/31 due to his wife's death and miscommunication with his IRA trustee; the shortfall is $256; he got the $256 distributed in January 2016
	TWO
	
	Actually distributed $626; should have been 626+256 = $882
Note:  will not have a tax form yet (trustee will issue in 2016)

	7. Class to enter RMD shortfall. What is the additional tax that could be due?
	TWO
	5329 Pt VIII
	Answer $128 = 50% of shortfall of $256

	8. Guide class on checking the box and completing a statement to request the waiver:
	TWO
	Follow Instructor
	

	a. TP inadvertently did not w/d enough in 2015; 
b. Has since taken the missed distribution; 
c. Requests waiver of the penalty
	TWO
	F9 or link to L 52 worksheet and complete the statement
	"Trustee erred in computing the RMD. TP has since corrected the shortfall by taking the missed distribution. Error was unintentional. Waiver of the addition to tax is requested."

	9. Review results on 1040 pg. 2
	
	
	

	VIII 2008 First-Time Homebuyer Credit annual repayment
	
	Assign class Ser II Training 4
	

	1. Class to close active return and open new Kerry return 099-XX-xxxx
	
	Close active return and open new Kerry return 099-XX-xxxx
	

	2. Ask class what info they need based on "yes" answer to Pt V Q7
	13614-C
	Project 13614-C Part V
	How much credit did they get in 2008? 
Still at that home?
Repaying how much each year?

	3. Class to go to 1040 p. 2, L 60b
	TWO
	Project 1040 pg. 2 Other Taxes
	

	4. Class to link to or add 5405
	TWO
	Show link and ‘add’ form methods
	Emphasize to use 5405 form so that repayment is tracked in TWO

	5. Class to enter information in Part II of 5405
	TWO
	Enter $7,500 on L4 Enter $2,500 on L 5
	Have class assume that TP is on schedule and is repaying $500/year

	6. Since Mary died, Kevin will continue to repay his half of the credit they received on their 2008 MFJ return
	5405 Instructions
	
	Exceptions such as these are not in 4012 nor 4491
- refer to 5405 instructions

	a. Mary's unrepaid 1/2 does not have to be repaid, but reduces the basis in the home
	5405 Instructions
	
	Basis adjustment is before date-of-death basis step-up, if any

	7. Will need to specify that 5405 is for Kevin only
	TWO
	Check TP button at top of form
	Enter Kevin's 1/2

	8. Have class read the rest of the TWO screen and finish the form
	TWO
	Check button on 8b
Enter $250 (1/2 of $500) current repayment
	Class to compare their input to wingman

	9. Go to 1040 p. 2 and double check additional taxes section
	TWO
	
	Dispositions that trigger full repayment are covered in the section below

	IX Comprehensive: 2008 First-Time Homebuyer Credit FULL repayment
	
	Still in Ser II Training 4
	

	1. Close active return and create new Kerry 170-XX-xxxx
	
	Close active return and create new Kerry 170-XX-xxxx
	

	2. Line 59b - revisited
	TWO
	Project opening of Form 5405; enter data 
	Note: The Intake/Interview form should be our first clue that this payment is required; also prior year’s return

	3. Class to ask questions to get needed info - TP sells house at a gain (should already know from Cap Gn Wkt)
	13614-C
	
	Although possible, highly unlikely that a TP would need to recapture the 2009-2011 credit (36-mo test should be met)

	a. TP received the 2008 homebuyer credit
	
	
	

	4. Add or link to 5405
	TWO
	Project per Instructor
	

	5. Complete Part I
	TWO
	Project per Instructor
	Only sales are in scope (no reduction for condemnation, etc.)

	6. Check box in 8a
	TWO
	Project per Instructor
	Reporting sale of home

	7. Complete Part III
	TWO
	Project per Instructor
	Repayment may be limited based on amount of gain

	8. Kevin will have to repay his half of the credit they received on their 2008 MFJ return; but Mary’s half is forgiven
	5405 Instructions
	
	Exceptions such as these are not in 4012 nor 4491- refer to 5405 instructions

	a. Since Mary died, Mary's unrepaid 1/2 goes away, but reduces the basis in the home 
	
	
	Basis adjustment is before date-of-death basis step-up, if any

	9. 5405 will be filed by Kevin only
	TWO
	Check TP button
	Note for class - gain or loss calculation on 5405 does NOT flow to Cap Gn Wkt

	X State Return
	
	
	

	1. Instruct class to shadow as each page of the State return is opened to illustrate transfer of data
	TWO
	Project State forms per instructor
	

	2. Discuss / demonstrate any state adjustments or additional taxes that may apply
	TWO
	
	

	XI Summarize lesson
	
	
	

	1. Review additional taxes that are OOS
	
	
	

	2. Remind class that many of these additional taxes are rarely seen
	
	
	

	3. If unsure, ask for help
	
	
	

	XII Evaluation
	
	
	Observation of individual performance
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