Lesson 17 - Itemized Deductions Part II
Time: 60 Minutes
IMMERSION TRAINING Series II
8/17/2015


	[bookmark: Sheet1]Content
	Needs
	Wingman
	Notes

	I Preparation – see Preparation Guide
	
	
	

	II Objectives
	
	
	

	1. Understand items eligible for itemizing deductions
	
	
	[bookmark: _GoBack]

	2. Where to enter itemized deductions
	
	
	

	3. Scope limitations
	
	
	

	III Recap lesson 16
	
	
	

	1. Review Lesson 16 regarding: who should or must itemize deductions
	4491; 4012
	
	

	IV Instruction and Practice
	
	Assign Ser II Training 4
	

	1. Instruct class to open new Kerry return 091-XX-xxxx; then, open Sch A form from Forms Tree
	TWO
	Open new Kerry return 091-XX-xxxx; then, open Sch A form from Tree
	

	2. Review & discuss w/ class the use of the Intake/Interview form and the need for effective interviewing of the TP
	13614-C
	Project sections of 13614-C per instructor
	Hint:  at site, look at prior year's return

	a. What section lists possible itemized deductions?
	13614-C
	Project per instructor
	

	b. What are the limitations set by scope?
	4491 Pg __
	Project 4491 p. __
	Tax-Aide exception: Noncash contribution < $5,000 ok

	3. Review & discuss w/ class: Determine if TP should itemize deductions - if close or for state reasons, input and let TW choose
	
	
	Note: the class should be reminded that all figures on a tax document must be entered, such as Medicare premiums in 1040 Wkt 1 – need to understand what TW does or does not do to avoid double-up

	4. Have students shadow entry of data on A- Detail and Sch A forms
	TWO
NTTC Wkbk
	Follow instructor's lead & highlight each line in Sch A entering data as directed
	

	5. Medical expenses - class to identify whether Kevin’s medical items in the Wkbk p. 126 are deductible
	
	
	Emphasize the importance of explaining record keeping requirements to TP

	a. What are deductible medical expenses – where to find?
	Pub 17
	Project Pub 17 table 21-1 on p. 146
	

	b. LTC insurance
	
	
	Note limit based on age

	c. Pre-tax medical withheld from paycheck
	TWO
	Project per instructor
	Not deductible - already given income tax benefit by employer

	d. Reduce expense by any insurance or other reimbursement
	
	
	Only unreimbursed expenses are deductible

	1) Health insurance reimbursement, incl LTC insurance
	
	
	Discuss 1099-LTC on prior page in Wkbk

	2) Medicare Advantage MSA reimbursement
	
	
	Out of scope

	3) HSA reimbursement
	
	
	TP probably should not deduct medical if will be reimbursed later through HSA (there is no time limit on when HSA can reimburse qualified medical)

	e. Review 7.5/10 percent threshold on medical deductions
	TWO
	Project per instructor
	Computed by TWO based on Main Info entries

	6. Taxes you Paid: w/ emphasis on state & local taxes
	
	
	

	a.  Recap automatic TW entries for state income taxes
	TWO
	Project per instructor
	W-2’s, F/S Taxes Paid, etc

	1) Was there other state income tax paid?
	
	
	

	2) Use F/S Tax Pd for prior year taxes paid
	
	
	

	3) Use F/S Tax Pd for current year estimates
	
	
	

	4) May need to manually enter withholding from some forms
	
	
	

	a) There is no place to enter state tax withheld from 1099 forms
	
	
	Caution that if there is not a place to enter an amount from a tax form, ask!

	b) Need to enter twice
	
	
	

	i) Enter for federal Sch A deduction
	
	
	

	ii) Enter on applicable state form as a tax payment
	
	
	

	b. Demonstrate Sales Tax Worksheet w/ emphasis on line 8 
	TWO
	Project Sales Tax Wkt per instructor
	If extended

	1) Is there nontaxable income that should be entered?
	TWO
	
	Read TW wkt carefully and see Sch A Instructions

	2) Is there a local sales tax rate that needs to be entered?
	TWO
	
	

	3) Sales tax on what other items can be added to the table amount?
	TWO
	Sales tax wkt Line 8
	Sch A Instructions
Show how to get to form instruction through TW

	a) Kevin bought a new car
	NTTC Wkbk
	
	Where does the sales tax go?

	c. Real Estate Taxes - more than one property or more than one taxing agency
	TWO
NTTC Wkbk
	Enter data per instructor
	Use a Scratch Sheet to help reviewer

	1) Includes taxes on all real estate owned – so long as the TP is liable for the tax
	
	
	

	2) Can be foreign real estate taxes!
	
	
	

	3) Does not have to be based on the value of the property
	
	
	Parcel taxes are deductible!

	4) Cannot be for services provided to that particular property
	
	
	E.g. trash pick-up, sewer service

	5) Cannot increase value of the property
	
	
	E.g. special assessment for curb or sidewalk

	d. Personal property tax
	TWO
	Project per instructor
	Identify for your state where to get this info

	1) Must be based on the value of the property
	
	
	Identify for your state what portion is deductible

	7. Mortgage Interest Paid
	TWO
NTTC Wkbk
	Enter data per instructor
	Info:  IRS will get more info on 1098 form starting for TY 2016

	a. There are limitations on the amount of loan considered
	Pub 17 p 154
	Project figure 23-A
	Loan must be secured by THE property
Cannot leverage first home to buy second home

	1) To purchase or improve the main home or a second home
	
	
	

	a) Maximum loan amount is $1 million ($500k if MFS)
	
	
	

	2) If not for purchase or improvement of main or second home
	
	
	

	a) Maximum loan amount is $100,000 ($50k if MFS)
	
	
	

	3) Interest on loans over these amounts is not home mortgage interest
	
	
	It may be investment interest or personal interest
The regs have specific tracing rules

	b. Refi debt is treated the same as the original debt, but only to that amount
	
	
	

	c. Add’l loan in a cash-out refi may not be deductible if it exceeds the $100,000 ($50k if MFS) limit
	
	
	

	d. Seller-financed mortgage
	TWO
	Project per instructor
	Must have tax ID # to e-file

	e. More than one mortgage
	TWO
	Project per instructor
	No max on # of loans – look at use of funds and total amount of loans

	f. More than one property
	TWO
	Project per instructor
	Limited to main and second home only

	g. Points paid 
	Pub 17
	Project figure 23-B
	

	1) On purchase of main home?
	
	
	Deductible in year paid

	2) On refi of main or second home?
	
	
	Amortize over term of loan
Make a note in the TP Diary for future years

	h. PMI - if extended
	TWO
	Project per instructor
	

	1) Where in 4012 can we find info on PMI?
	4012
	Project per instructor
	Will be in extenders section

	i. Reverse mortgages
	
	
	Interest is paid when the loan is paid off

	8. Investment interest
	
	
	

	a. Often seen on a broker stmt as margin interest
	TWO
	Project per instructor Sch A Line 14
	

	b. Nonqualified debt on a home may be for investments
	
	
	

	c. When out of scope?
	
	
	If TP will itemize deductions - OOS

	9. Charitable Contributions
	
	
	

	a. What is a qualified charity?
	Internet
	Demonstrate charity search
	irs.gov search “charities”
Generally, must be U.S. charity

	b. Cash contributions – monetary contributions
	TWO
	Project per instructor
	Can be by credit card, PayPal, etc.

	c. Other than cash contributions – contributions of property
	TWO
	Project per instructor
	

	d. Discuss scope limitations
	4012 p. F-8
	Project per instructor
	No carryovers to or from current year
Tax-Aide only: noncash contrib up to $5,000 ok 
Not capital gain property (appreciated property)

	e. If any single item is over $500 – complete 8283 Pt I col (e-g)
	
	
	

	f. Explain the recordkeeping requirements for claiming charitable contributions
	4491 p 237
	Project per instructor
	We advise client of rules and that it is their responsibility

	10. Casualty & Theft Losses
	TWO
	Project per instructor
	This area is out-of-scope

	11. Misc. deductions - 2%
	
	
	

	a. Job-related expenses line 21
	TWO
	Project per instructor Sch A Line 23
	Unreimbursed - can link to 2106

	1) Must be unreimbursed
	
	
	

	2) Can include work-related education
	Pub 17
	
	

	b. Tax prep for prior year(s)
	TWO
	Project per instructor
	

	c. Other line 23
	TWO
	Project per instructor
	

	1) Investment expenses – to produce investment income or maintain investment property
	
	
	Safe deposit box only if safeguarding investment assets, e.g. stock certificates

	2) Expenses for the production of income
	
	
	E.g. Broker's account management fees
But not IRA fee deducted from IRA account!

	a) Income must be taxable 
	
	
	Expenses to produce nontaxable income are nondeductible

	b) Legal fees, e.g. to claim social security or disability benefits
	
	
	Allocate legal fee based on portion taxable

	c) Repayments of income not more than $3,000
	
	
	

	d) Unrecovered cost of annuity at annuity’s termination
	
	
	

	12. Other Miscellaneous Deductions line28 (no 2%)
	TWO
	
	Note NOT subject to 2% of AGI disallowance

	a. Show how to link to 1040 line 28 wkt if needed
	TWO
	Project per instructor
	


	b. Class to enter gambling winnings from Wkbk (W2-G and GA lottery)
	TWO
NTTC Wkbk
	Enter gambling winnings on Wkt 7, L 16
	This was done in lesson 14
Can skip or review

	1) Manually enter and limit gambling losses when some gambling winnings are not on a W-2G
	TWO
NTTC Wkbk
	Limit L 28 gambling loss
	

	c. Work-related expenses for disabled individuals
	4012
	
	

	d. Comprehensive:  claim repayments >$3,000
	
	
	E.g. repayment of prior year’s unemployment

	1) Alternate method – compute a credit based on amount of tax paid when income was included and taxed
	Pub 17
	
	Caution students to seek a more experienced counselor’s assistance

	e. Comprehensive:  some losses on annuities
	Pub 17
	
	When the annuitant dies, can claim unrecovered cost on the annuitant’s final return 

	Note for class that TW computes taxable income and tax calculation
	TWO
	Project 1040 pg 2 per instructor
	TW will use the Sch D calculation if better

	Note: repayment of the Advance Premium Tax Credit (1040 L 46) will be covered in Lesson 21
	
	
	

	V PRACTICE EXERCISE
	
	Assign Ser II Training 4
	

	1. Instruct class to close active return and create a new Kerry return 185-XX-xxxx
	TWO
	Start NEW Kerry return 185-XX-xxxx
	

	2. Using NTTC Wkbk enter data for itemizing deductions
	TWO
NTTC Wkbk
	Input data per instructor and have ready to project
	

	3. Provide assistance to class as needed
	
	
	Mentors observe and help as needed

	4. Class compares their completed return w/ wingman's return on screen
	
	Project return at direction of instructor
	

	5. Review results of entries noting
	
	
	

	a. Medical disallowed part
	
	
	

	b. Sales or income tax? 
	
	
	- if extended

	c. Standard or itemizing?
	
	Project Tax Return- Sch A total
Project 1040 pg. 2 line 40
	

	6. If the gap between itemizing or not itemizing is small, direct class to 4012 for interview tips
	4012 F-3 - F-4
	
	Generally, input all - it's possible sales tax deduct may put over the top; or may itemize for state 

	7. What happens if the TP doesn't have documents or has incomplete records?
	4012 F-13
	
	Remind TP that this is his/her return and that the IRS may ask to see proper documentation/ records

	a. Due diligence and good faith
	
	
	

	VI 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. Highlight specific entries for your state
	
	
	

	VII Summarize lesson
	
	
	

	1. If TP itemized the prior year, likely to itemize again and vice versa
	
	
	

	2. Review deductions with TP and compare to prior year for completeness
	
	
	

	VIII Evaluation
	
	
	

	1. Observations of instructor & mentors
	
	
	

	2. Were students able to complete their exercise accurately
	
	
	

	3. Were students asking questions as needed
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