

	[bookmark: Lesson_9]Content
	Needs
	Wingman
	Notes

	I Preparation – see Preparation Guide
	
	
	

	II Objectives 
	
	
	Some topics will be applicable; some not so much
[bookmark: _GoBack]Allocate time accordingly

	1. Reinforce Part I in Lesson 5
	
	
	

	1. Delve deeper into income sources that may require special handling
	
	
	Some will be designated comprehensive – save those for returning counselors

	II W-2 Income – Part II
	
	Assign Ser II Training 3
	

	1. Instruct class to create a new Kerry return 075-XX-xxxx 
	TWO
NTTC Wkbk
	Create new Kerry return 075-XX-xxxx 
	

	2. Highlight boxes 7, 8, 10 and 11 on first W-2
	TWO
	Project W-2 in NTTC Wkbk
	4012 D-6

	a. Discuss boxes 7 and 8 (Tip Income)
	TWO
	
	SS and allocated tips - covered in Lesson 20

	b. Discuss box 10
	TWO
	
	Dependent care benefits paid by employer; dependent care credit is possible for part paid by TP - see Lesson 19

	c. Discuss box 11
	TWO
	
	Nonqualified plans - for SSA use; enter as on W-2; nothing further to do; can affect EIC calculation

	3. Highlight in the W-2 projected on screen: box 12 codes A-EE
	4012
	Project 4012 D-7 - scroll down
	This is a good time to remind class that accuracy is important!

	a. Locate in 4012 what the codes mean
	
	
	More info in Pub 17 Ch 5

	b. Have class shadow as box 12 codes are retrieved in TWO
	TWO
	Project how to retrieve
	F1 > Index > W-2, Box 12 Codes

	c. Discuss Codes that are OUT-OF-SCOPE
1) Have class annotate their 4012 - Code T is OOS
	4012
	Project 4012 D-7
	R (not shown in 4012) and T - out of scope 
Q - must be military certified
W - must be HSA certified

	4. Discuss box 13
	TWO
	Project section of W-2 in open Kerry return
	

	a. Statutory employee
	4491 p. ___
	Project Statutory Employee paragraph
	Seldom seen: see list of occupations that can be statutory employees 

	1) Small employers may check the statutory employee box in error – confirm nature of the job is a permitted occupation for statutory employee
	
	
	

	2) Ask class what is different about a statutory employee?
	
	
	Gets a W-2 w/ statutory employee box checked

	3) Ask class what is the effect of being a statutory employee
	
	
	FICA (Soc Sec & Medicare) tax w/h by employer; 
Can deduct expenses on Sch C (instead of 2106 / Sch A)

	4) Have class go to 1040 P 1 and 2 - note wages on P1 and no S-E tax on P. 2
	
	
	Starting point - regular employee

	5) Class to shadow instructor
	TWO
	Follow Instructor
	

	a) Go to Mary’s Petroleum W-2: Check stat emp box 13 AND Check box in middle of form for stat employee
	TWO W2
	Follow Instructor
	

	b) Go to Sch C Line 1 - check stat emp box Enter income from W-2 ($32,283) on Line 1 Enter supplies expense of $250
	TWO Sch C
	Follow Instructor
	Do not mix statutory employee income with any other income

	6) Go to 1040 p. 1 and note: L 7 – wages are gone
a) L 12 - profit from business
	TWO
	Follow Instructor
	

	7) Go to 1040 P. 2
a) L 57 - no S-e tax
	TWO
	Follow Instructor
	SS & M/care tax already paid thru w/h

	b. Retirement plan
	TWO
	Follow Instructor
	Always check this if TP's form shows this!! 
May impact IRA deduction

	c. Third Party sick pay
	TWO
	Follow Instructor
	Seldom seen: seek assistance if encountered

	1) A W-2 that reports nontaxable sick pay with -0- wages cannot be e-filed
	
	
	

	2) If no tax withheld, ok to leave off the return
	
	
	

	3) If tax was withheld, enter $1 in box 1 wages
	
	
	

	5. Scholarship or grant income
	
	
	

	a. Class to find  section on taxability of scholarship or fellowship income in 4012
	4102
	
	P. J-1

	b. Class to review criteria
	
	
	

	c. General rule is that education expenses can be used only once
	
	
	Will cover Education Savings Accounts (ESAs) in lesson 14 and education benefits in lesson 22

	d. If determine that some scholarship or grant is taxable, enter on Wkt1
	TWO
	Project TWO Wkt1
	Education benefits and ACA are the last things to do on a return!

	e. Not subject to FICA
	
	
	

	f. Considered earned income for purposes of gross income filing threshold and standard deduction
	
	
	

	g. Not earned income for kiddie tax (depends on age and whether claimed as a dependent of another) or EIC
	
	
	If gross income causes a filing requirement and kiddie tax applies (form 8615), the return is out of scope

	6. Household employee
	TWO Wkt1
	Project form in open return
	

	a. Wages per employer must be < $1,900
	
	
	

	b. Can have more than one such employer
	
	
	If more than one, list on scratch pad

	c. Enter on Wkt1 – no FICA taxes apply
	
	
	

	d. If > $1,900 for any one employer, can consider reporting as a business on Sch C
	
	
	It’s the taxpayer’s decision whether to report as a business and pay self-employment tax

	7. No W-2:  What if TP does not have a W-2 from employer 
	4491 p. ___
	
	Rarely seen

	a. Must wait until February 15, then contact IRS for assistance
	
	
	

	b. If still no W-2, reconstruct using last check stub and form 4852
	TWO
	
	Can refer return to a more experienced counselor

	8. What if TP has a handwritten W-2?
	TWO
	
	If suspicious W-2, check box on input form

	9. What if TP has an ITIN?
	4012, Tab L
	
	Return can be e-filed;
No discrimination allowed in Tax-Aide program

	a. TW will identify when TP or SP has an ITIN and make red the area of the W-2 where to input the SSN shown on the W-2
	TWO
	Project W-2 per instructor
	

	b. Is TP with an ITIN taxed differently?  
	
	
	Generally taxed the same; but not allowed to claim EIC

	c. If TP later gets a SSN, can amend 3 years back to claim EIC
	
	
	

	III Interest Income – Part II
	
	Still assigned Ser II Training 3
	

	1. Instruct class to close active return and start new Kerry return 076-XX-xxxx
	TWO
	Start new Kerry return 076-XX-xxxx
	

	2. Review form 1099-INT 
	NTTC wkbk
	Project per instructor: 1099-INT 
	Note that some info on forms is not entered into TWO

	3. Instruct class to open Interest Stmt under Sch B
	TWO
	Project same on screen
	

	a. Class to discuss and follow entry of Interest items for:
	TWO
	Per Instructor
	Caution: only code E is in scope

	1) U.S. Obligations, U.S. Savings Bonds
	TWO, 4012
	Use entries as on 4012 D-9
	U.S. Obligations & Savings Bonds interest is exempt for state

	2) Muni Fund - in state & out-of-state
	TWO, 4012
	Use entries as on 4012 D-9 or D-10
	Always exempt for federal; discuss rules for your state

	3) AMT PAB - 1040 P. 2 - AMT line?
	TWO
	Add $10 in PAB
	If AMT is triggered, it is out-of-scope

	4) Early withdrawal penalty
	TWO
	Add $15 in early penalty 
	

	5) Federal tax withheld
	TWO
	
	

	6) State tax withheld (rarely seen)
	TWO
	Per Instructor
	

	a) Need to add federal Sch A deduction – use a scratchpad  
	TWO
	From Sch A, State Income Tax, add scratch and enter add’l deduction
	

	b) Discuss entries to your state’s return
	TWO
	
	Demonstrate for your state where to enter state tax withheld 
Any other adjustment needed on state return?

	7) Investment expenses
	
	
	Only if itemizing – to be covered in later lesson

	8) Class to review status of 1040 p. 1 Line 8 / 8a
	TWO
	
	

	b. 1099-OID (not often seen)
	NTTC wkbk
	Project Kerry’s 1099-OID per instructor on p. 113
	Treated the same as interest income

	1) Discuss relevant boxes
	NTTC wkbk
	
	Note box 8 is exempt from state tax

	2) Enter data from Kerry’s 1099-OID on Interest Stmt
	NTTC wkbk
	Enter data from Kerry’s 1099-OID
	Page 113 of the workbook

	3) Note state tax withheld on 1099-OID
	NTTC wkbk
	
	St tax w/h not often seen – but need to enter everything on the 1099 form at the same time

	4. Foreign items
	
	
	

	a. Foreign Tax Credit:  instruct class to shadow where to enter
	TWO
	Project 1040 p. 2 or 1116; enter data per instructor
	Local option where to enter:  1116 preferred so the counselor is reminded of the amount limit

	b. Review limits $300/$600 – if more than that, cannot use simplified election method
	TWO
	Project top of 1116
	Can always take as an itemized deduction; full 1116 form in scope only if certified for International

	c. Comprehensive: FATCA filing requirement (all 1099 forms) 
	1099-DIV
	Project form
	Discuss substantial penalties for not filing Form 8938 (FATCA) or FINCEN 114 (FBAR); both out of scope 

	1) See also questions at the bottom of 1040 Sch B – these relate to FBAR requirements
	
	
	Foreign account or signature over foreign account of $10,000 or more requires FINCEN 114 – filed separately from income tax return

	2) FATCA Form 8938 MUST BE filed with the income tax return
	
	
	Specified foreign financial assets of more than $75,000 ($150,000 MFJ) during the year or more than $50,000 ($100,000 MFJ) at year end

	a) Caution: a pensioner in a company-sponsored foreign pension or with an IRA-style foreign account may have a reportable foreign financial asset
	
	
	Screening at interview time is critical as the return may be out of scope

	5. Comprehensive:  Discuss entry of Seller-Financed Mortgage Interest
	4012 D-8

	
	Rarely seen - must have payer ID# to e-file

	a. Class to shadow as Kerry’s seller financed interest income is entered
	NTTC wkbk
TWO
	Show on screen how to enter Kerry’s seller financed interest
	Middle of page 112 of workbook

	6. State withholding boxes
	TWO
	
	St tax w/h not often seen – but need to enter everything on the 1099 form at the same time

	II Dividend Income – Part II
	
	Still in Kerry 076-XX-xxxx
	

	1. Instruct class to open Dividend Stmt from tree
	TWO
	Project Dividend Stmt
	

	2. Review Form 1099-DIV
	NTTC wkbk
	Project per instructor:  Kerry 1099-DIV, 
	

	a. Explain what to do if box 1b on 1099-DIV is empty
	NTTC wkbk
	Project 1099-DIV
	Follow the form - do not enter info not on form

	b. Discuss boxes 1a thru 2d, 4 thru 7, 10 thru 15; discuss relevance
	NTTC wkbk
	Project 1099-DIV; follow instructor to highlight each box; class to shadow
	Have class locate information in their 4012 (D-10) as a reminder of how to use the resource

	3. Discuss with class exempt interest dividend income found in box 10;  class to shadow wingman
	TWO
	Project Dividend Stmt
Enter $100 as exempt int div inc
	Is there a state adj to enter on Div Stmt?
Is there an amount that needs to be placed in the state return or does it automatically transfer?

	a. Have class go to 1040 p. 1 - see where exempt interest dividend is carried to L 8b (not L 9)
	TWO
	Project per instructor
	Regular dividends go to L 9; qualified dividends noted on L 9b

	4. Explain that if there is an amount in AMT PAB column to be entered & it triggers the AMT, it is out-of-scope
	TWO
	Project per instructor
	

	5. What if you find foreign tax on 1099-DIV? 
	TWO
	Illustrate for class Form 1116 or 1040 p. 2 at instructor's direction
	Foreign tax from a mutual fund is commonly seen
Suggest to use a scratch pad to document the sources for the reviewer

	6. Comprehensive: Nondividend distributions - 
	NTTC wkbk
	Project 1099-DIV on p. 113
	

	a. Discuss box 3 of 1099-DIV - Nondividend distributions
	
	
	Not entered – return of basis

	7. 1099-DIV boxes 8 or 9 are out of scope:
	
	
	Cash and noncash liquidating distributions

	8. State withholding boxes
	TWO
	
	St tax w/h not often seen – but need to enter everything on the 1099 form at the same time

	II Practice Exercise
	
	Still assigned Ser II Training 3
	

	1. Instruct class to close active return and start new Kerry return 077-XX-xxxx
	TWO
	Start new Kerry return 077-XX-xxxx
	

	2. Class to enter 1099-INT, 1099-OID, and 1099-DIV; Enter seller financed interest income (if teaching comprehensive)
	TWO
NTTC Wkbk
	Enter data from NTTC Wkbk
Project 1040 p. 1 and 2 to compare after class is done
	

	III Schedule E - Rents & Royalties
	
	Still assigned Ser II Training 3
	

	1. Instruct class to close active return and start new Kerry return with 078-XX-xxxx
	TWO
	Start new Kerry 078- XX-xxxx
	

	2. Instruct class to review 4012 D-27
	4012 D-27
	
	Review Sch E

	3. Have class open Sch E in TWO
	TWO
	Project Sch E for class to view
	

	4. Discuss different types of royalties and where on the return they would go
	Pub 17, Ch 12
	
	From oil & gas operating interest or from personal service (e.g. author’s book royalty) -> Sch C
Passive – other -> Sch E

	5. Have class shadow entry of Mary’s oil & gas royalty from 1099-MISC on page 124
	TWO
NTTC Wkbk
	Enter 1099-MISC royalty data per instructor
	Discuss depletion if applicable to your state

	6. Have class shadow entry of rental income from use of land – Add $100 (add as an example; not in workbook)
	TWO
	Enter $100 rent income per instructor
	Only land rents are in scope – no depreciable improvements

	7. Emphasize out of scope items:
	
	
	

	a. AirBnb, HomeAway, VBRO or other short stay arrangements
	
	
	Probably not rentals!  All are out of scope

	b. Renting out a room
	
	
	All rentals involving depreciable assets are out of scope
All “not for profit” activities are out of scope

	8. State issue?
	
	
	Again, don't forget state adjustments/deductions that may be needed!

	IV Summarize lesson
	
	
	

	1. Most every entry on a tax form has significance
	
	
	4012 D-3 to D-5 are a great quick reference Also, TWO help for lists of codes

	2. Do not improvise - enter what's on the form
	
	
	If any questions, ask

	V Evaluation
	
	
	Observations of instructors & mentors
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