Lesson 15 - Adjustments to Income
Time: 30 minutes
IMMERSION TRAINING Series II
8/17/2015


	[bookmark: Sheet1]Content
	Needs
	Wingman
	Notes

	I Preparation – see Preparation Guide
	
	
	

	II Objectives 
	
	
	

	1. Identify which adjustments are in scope
	
	
	

	2. Calculate and report adjustments accurately
	
	Project 4491 p 203
	[bookmark: _GoBack]

	III Adjustments to Income - general
	
	Assign Ser II Training 4
	

	1. Instruct class to create a new Kent return 072-XX-xxxx
	TWO
	Create new Kent return 072-XX-xxxx
	Note: Throughout this section of the lesson; always have the class use their resource material to answer the questions that are asked; and, do not give answer until everyone has found it

	2. What sections on the Intake/Interview form are related to Adjustments to Income? 
	13614-C TWO
	Project: 13614-C pg.; then, bottom of 1040 pg. 1
	Parts IV and V
Also from the interview!

	3. Adjustments section of 1040 Pg. 1: Which lines are Out of Scope? (lines 28, 29, 35 and)
	TWO
	Project 1040 Pg1 Adjustments section
	Project after class has identified at least 2 items which are OOS

	4. Discuss w/ class what the 4491 says about due diligence and good faith
	4491 pg. 14
	
	Pg. 14 - rely in good faith on veracity of the taxpayer and thorough interview

	5. Discuss importance of adjustments – reduce AGI
	
	
	AGI is used for EIC, ACA, IRA deductions, medical expenses, miscellaneous itemized, and others

	IV Educator's expense deduction (Line 23)
	
	Still in Kerry 072-XX-xxxx
	If extended will be in Extenders section of 4491, 4012

	1. Discuss educator’s expense deduction 
	TWO
	Project per instructor
	max $250 / educator; excess can be Sch A misc ded 2%

	2. Educator must have 900 hours of education time at K-12
	4012
	
	Class to find rules in 4012

	3. Can be teacher, counselor, principal or aide
	
	
	

	4. Class to navigate to the right Wkt and test entering $500 for Kevin
	
	Project after class has located Wkt
Project 1040 p. 1
	TW limits to $250 for each TP or SP

	5. If not eligible for educator expenses deduction, can claim on Sch A – misc subject to 2%
	
	Project Sch A
	Note TW does not carry excess from Wkt 2 to Sch A

	6. Class to decide what to do with Kevin’s $138 of supplies (Wkbk p. 125)
	
	
	Kevin has < 900 hours; no above the line adjustment
Can claim on Sch A

	7. Class to input on Sch A (sneak peek) on L 21
	
	Enter and project per instructor
	Note that it is wiped out by the 2% of AGI threshold

	V Skip lines 24 & 26 – used for military and certain performing artists – OOS
	TWO
	Project per instructor
	

	VI Skip line 25 HSA since that is optional certification
	TWO
	Project per instructor
	Note for your state any significant nonconformity

	VII Self-Employment Tax (line 27) 
	
	
	

	1. S-E tax is generated by what form?
	TWO
	Project per instructor
	Covered in Lesson 10 – automatically done by TW

	VIII Skip lines 28 and 29: S-E SEP/SIMPLE and S-E health insurance are OOS
	TWO
	Project per instructor
	 

	IX Penalty on early withdrawal of savings Line 30
	
	
	

	1. Class to open existing Kerry 077-XX-xxxx from lesson 10
	
	Open existing Kerry 077-XX-xxxx
	

	2. Class to go to 1040 line 30
	TWO
	1040 Pg 1, then Interest Stmt
	

	3. Where did this come from?
	
	Project NTTC Wkbk – 1099-INT
	

	X Alimony paid Line 31
	
	
	

	1. Close active return and open Kerry 072-XX-xxxx
	
	Open existing Kerry 072-XX-xxxx
	

	2. What is alimony and what is it not?  Class to find in 4012
	TWO
	Project 1040 Pg 1
	Refer students to Pub 4012 Tab E-5 and to Pub 4491 p. 204 alimony

	3. If the TP paid alimony to more than one person, how can you handle that?
	TWO
	Link to Alimony Paid – Form 1040 Line 31 wkt
	Do not use a scratch pad!

	4. Does Kevin pay alimony?
	
	
	Yes, Wkbk p. 126 – will enter at the end of the lesson

	XI IRA deduction Line 32
	
	Still in Kerry 072-XX-xxxx
	4491 pp. ___

	1. Link from 1040 to the IRA worksheet
	TWO
	
	Demonstrate linking to IRA Wkt or show how to “add” and type in “IRA” in search box

	2. Discuss compensation and MAGI
	4491 p. ___
	
	Notice that TW does the calculations

	3. What happens if the TP and/or spouse are covered by a retirement plan?
	4491 p. ___
	
	MAGI limits are reduced

	4. What if TP is over 70 ½ years old?
	
	
	No traditional IRA contribution allowed; can still contribute to a Roth IRA

	a. Class to test by entering $1,000 for Kevin on IRA Wkt line 10
	TWO
	Enter $1,000 for TP on IRA Wkt Line 10
	Entire amount is an excess contribution – Kevin is > 70 ½ years old

	b. Class can remove the $1,000
	
	Remove the $1,000 entry
	

	5. If IRA limit is $5,500, how much can TP contribute to a traditional IRA and to a Roth IRA?
	TWO
	
	Total is $5,500 – TP can choose how to split between the two options

	6. By when must TP set up the IRA?  By when must TP make their contribution to the IRA to get a 2015 deduction?
	
	
	Answer: April 18, 2016 for both
Applies to either traditional or Roth IRA

	7. Class to enter Mary’s IRA contribution on IRA Wkt
	NTTC Wkbk
	Enter $6,000 traditional IRA
	Page 126 of Wkbk

	8. Why can Mary put in more than $5,500?
	
	
	

	9. Note:  TP may generate a retirement savings credit
	
	
	Credit is covered in later lesson

	10. Note:  TP may improve ACA situation if has PTC
	
	
	Ok to point out tax benefits of IRA to TP

	XII Comprehensive:  Nondeductible IRA contribution
	
	Still in Kerry 072-XX-xxxx
	In scope for Tax-Aide, not VITA

	1. Non-deductible contributions – leads to form 8606
	TWO
	Show form 8606
	Distinguish a nondeductible traditional IRA contribution from a Roth IRA contribution

	a. Because TP or SP is a plan participant and AGI is too high to allow full deduction
	
	
	

	b. There is no penalty – just not deductible
	
	
	

	c. Class to test by changing Mary’s wages on Petroleum W-2 to $90,000
	TWO
	Change Petroleum O&G W-2 wages to $90,000
	Class can shadow

	d. Go to IRA Wkt and see how much of Mary’s contribution is deductible 
	TWO
	Project IRA Wkt
	

	e. Note if your state has a different limit or basis rule
	
	
	

	2. Distinguish an excess contribution – what is an excess contribution?
	
	
	

	a. TP contributes more than allowed:
	4012 p. ___
	
	

	1) More than their compensation or 
	
	
	Discuss meaning of compensation: wages, Sch C, alimony

	2) More than the maximum dollar amount
	
	
	

	b. Applies to traditional and Roth IRAs
	
	
	

	c. There is a 6% addition to tax that applies each year until cured
	
	
	

	d. TP can withdraw the excess before the return is filed
	
	
	Treated as if the contribution was not made

	1) Must include any earnings on the amount withdrawn in the return as taxable
	
	
	

	e. To test, change Mary’s IRA contribution to $7,000
	TWO 
	IRA Wkt – change contribution to $7,000
	

	1) Class to see result on IRA Wkt
	TWO
	Project IRA Wkt
	

	f. If addition to tax applies, the return is OOS
	
	Project 1040 p. 2 and surtax on L 59
	

	XIII Student Loan Interest deduction Line 33
	
	
	

	1. Class to find in 4012:
	
	Project p. E-4 after class finds it
	Also refer to 4491 p ___

	a. Who cannot claim the deduction?
	
	
	Cannot file MFS; cannot be dependent of another

	b. What is the cap?
	
	
	Cap is $2,500 per return per year (phased out)

	c. Whose interest can be deducted?
	
	
	TP must liable on the loan and loan was for TP’s or SP’s or person who was a dependent when the loan was obtained

	2. What tax form would we see for student loan interest paid?
	
	
	1098-E

	a. Once the answer is found, direct class to find and open the input form
	TWO
	Link from 1040 L 33 to Wkt 2
	Don’t need to memorize which worksheet, link from 1040 pg 1

	XIV Tuition & Fees deduction Line 34
	
	
	If extended

	1. What is the cap on Tuition & Fees deduction? $4,000 per return
	
	
	Emphasize that education benefits should be determined at the end of the data entry as there are choices to be made

	2. Where in the 4012 do we find information about Tuition & Fees
	4012
	
	Extenders section

	3. What are qualified tuition and fees?
	
	
	Must be required as a condition of enrollment or attendance

	4. Is there a tax form that the TP could have? 1098-T - but not always
	
	
	Need to see account detail to calculate amounts that are qualified and paid

	5. Class to shadow locating the proper form and where data is entered
	TWO
	Project link from 1040 pg 1 Line 34 to wkt 2
	Only when a better result than AOC or LLC or Sch C deduct (if the facts fit)

	6. Discuss special rule - books must be purchased from the school
	
	
	Books bought elsewhere are not eligible for the T&F deduction

	XV Lines 35 and lines after Line 35: only jury duty pay is in scope
	
	
	

	1. Jury Duty paid back to employer
	TWO
	Demonstrate entry
	This is seldom seen; but, it can come up

	XVI Practice Exercise
	
	Still assigned Ser II Training 4
	

	1. Instruct class to close the active return and create a Kerry new return 085-XX-xxxx
	TWO
	Close the active return and create a Kerry new return 085-XX-xxxx
	

	2. Instruct class to enter data from NTTC Wkbk alimony, IRA, student interest
	TWO
NTTC Wkbk
	Project NTTC Wkbk
	

	3. Monitor performance of class and provide assistance as needed
	NTTC Wkbk
TWO
	Enter data per NTTC Wkbk
	

	4. If the class is struggling with a particular entry, highlight process - location of form & how to enter data - for the class on screen
	
	Demonstrate per instructor
	Remind class they can link from 1040 line – don’t have to memorize the form or wkt name

	XVII State Return
	
	
	

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

	2. Any federal-state differences?
	
	
	

	XVIII Summarize lesson
	
	
	

	1. Adjustments reduce income subject to tax, whether or not itemizing deductions
	
	
	

	2. Reduce AGI which may affect other deductions or credits
	
	
	

	XIX Evaluation:
	
	
	

	1. Observations of instructor & mentors
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