Lesson 14 - Other Income
Time: 60 minutes
IMMERSION TRAINING Series II
8/17/2015



	[bookmark: Lesson_12]Content
	Needs
	Wingman
	Notes

	I Preparation – see Preparation Guide
	
	
	

	II Objectives 
	
	
	

	1. Determine amount of state income tax refund that is taxable
	TWO
	Project 1040 Pg. 1 in TW and highlight lines 10, 11, 19, and 21
	

	2. Reporting alimony income
	
	
	

	3. Unemployment income
	
	
	

	4. Other income: gambling, long-term care benefits, other income
	
	
	

	III State income tax refund (L 10) - Core
	
	Assign Ser II Training 3
	

	1. Review pre-read with class
	
	
	Must have itemized the prior year and
Must have claimed the state income tax deduction

	2. Instruct class to start new Kerry return 089-XX-xxxx
	TWO
	Open new Kerry return 089-XX-xxxx
	

	3. Instruct class on source document in your state 1099-G
	Your state 1099-G
	Project your state's 1099-G if possible
	Note: this is a good time to emphasize that not all state tax refunds are taxable

	4. Review 1040 pg 1, question before Line 10
	TWO
	Follow instructor
	

	a. Ask class: When to answer NO?
	
	
	Did not itemize; claimed sales tax prior year; etc

	5. Instruct class to link to State Tax Refund Worksheet
	TWO
	Project as per instructor
	Emphasize this is done to determine whether TP got tax benefit from the deduction – if no benefit, then refund is not income

	a. Discuss with class the meaning of each line
	
	
	Emphasize line-by-line (easy to err if too hurried)

	b. Instruct class to shadow instructor as data is entered from Workbook page 121
	NTTC Wkbk
	Project entries per instructor
	Normally, would need to look at the prior year’s return for the information

	c. Demonstrate how to compute the sales tax deduction to be entered on the worksheet (L. 2, 2nd line) when not shown on prior year's return
	Internet access
	IRS.gov and search sales tax calculator
	Can also go to IRS instructions to Sch A for the prior year

	6. Discuss with class your state's treatment of another state’s income tax or other tax refunds
	
	
	Not taxable as state does not allow a deduction for state taxes (?)

	IV Comprehensive: State income tax refunds and other recoveries 
	
	
	

	1. Discuss tax benefit rule
	
	
	No benefit in original year, recovery is not taxable

	2. Discuss with class situations where prior year credits were not fully used, e.g. nonrefundable credits not fully used
	
	
	May be point of awareness only or for returning counselors

	3. Discuss briefly with class recovery of prior year items that were deducted and gave tax benefit,  e.g. medical that is reimbursed in a later year
	
	
	Point of awareness only - possible taxable income, state tax refund wkt can be used to help calculate the benefit portion

	4. Note: can use prior year TWO to test whether a reduced state income tax (or other) deduction gives a tax benefit
	TWO – prior year
	
	Caution:  be sure to restore return to “as filed” status after doing the what-if test

	V Alimony income (L 11) - Core
	
	
	

	1. Still in Kerry 089-XX-xxxx
	TWO
	Still in Kerry 089-XX-xxxx
	

	2. What is Kevin's marital status on 13614-C?
	TWO
	Project Main Info 
	Married

	3. Might Kevin or Mary have alimony income??
	
	
	No – alimony stops upon remarriage

	4. If return was Single or MFS, maybe?
	
	
	Intake form and interview!

	5. What is alimony – where in 4012?
	4012
	4012 p. E-3
	

	6. Note alimony is compensation for IRA purposes 
	
	
	Students might annotate their 4012, but TW knows

	a. Keep in mind for ACA purposes
	
	
	

	7. Alimony is not earned for EIC!
	
	
	

	8. Demonstrate how to link to scratch pad if more than one source of alimony
	TWO
	Project as per instructor
	Note: no tax form and do not need to provide payer’s identification

	VI Unemployment compensation (L 19) - Core
	
	
	

	1. Still in Kerry 089-XX-xxxx
	TWO
	Still in Kerry 089-XX-xxxx
	

	2. Class to examine 1099-G in Workbook pg 128
	NTTC Wkbk
	Project input as per instructor
	Emphasize to look for withholding tax

	3. Where to enter?  Class to open form
	TWO W-2G
	
	TW 1099G – but for Yvonne!

	4. Discuss with class your state's treatment of unemployment compensation - taxable?
	
	Project state form to show state treatment per instructor
	Your district may have entered the name and EIN in the default template for production!

	VII Gambling income (L 21) – Core
	
	Still in Kerry 089-XX-xxxx
	

	1. Class to examine Mary’s W2-G in Workbook pg 125
	NTTC Wkbk
	Project per instructor
	Emphasize point of awareness - 13614-C and Interview

	2. Class to open Wkt 7 in Kerry 089-XX-xxxx return
	TWO
	
	

	3. Note Line 1 – class to shadow link to W2G input form and input form data
	TWO
	Project per instructor
	

	a. Watch for withholding taxes
	TWO
	
	

	b. Note state tax withheld 
	
	
	TW carries state w/h tax to Sch A and state return

	4. What about Mary’s GA state lottery income (no W-2g)?
	
	
	If not on W2-G, TW does not limit losses properly!

	a. Can add a scratch pad entry to Wkt  Line 1
	
	
	

	b. Can type on to Line 16
	
	
	

	c. Note: TW will not allow losses for these additional winnings – need to manually adjust on Sch A
	
	
	

	5. Losses cannot exceed winnings
	
	
	

	a. Losses do not need to trace to winnings of similar type – any loss can be deducted so long as there are winnings
	
	
	E.g. Bingo loss can be deducted up to slot winnings

	6. Class to enter Mary’s losses on W-2G ($2,250)
	
	Enter Mary’s losses on W-2G 
	$2,250

	a. Review Sch A misc deductions line 28– is amount right?
	TWO Sch A
	Scroll to Line 28
	TW will not have limited properly – TW knows about $1,200 but not the $500

	b. Fix by removing losses from W-2G and manually entering on Sch A Line 28
	TWO W-2G
Sch A
	Remove losses from W-2G
Link from Sch A line 28 to L 28 wkt and enter allowable losses of $1,700
	Sneak peek at Sch A – show that there is a specific TW worksheet for this line (do not use a regular scratch pad)

	7. Discuss with class the state tax treatment of state lottery gambling income or losses - taxable or not
	TWO
State manual
	Project TW W-2G and use of state box (below address) as per instructor
	Note “*” to the left of box 15 – show class how to look up state instruction for your state

	8. Comprehensive: Gambling
	
	
	

	a. If TP keeps a detail log of gambling sessions, losses may directly reduce winnings from the same session – not an itemized deduction
	
	
	Very few TPs will keep the required log

	1) Enter winnings on Wkt 7 and enter losses on Wkt 7 line 16
	TWO
	Project Wkt 7
	

	2) Describe as “same session losses per log”
	
	
	

	3) If TP could be affected, refer them to research the log maintenance rules
	
	
	Some TPs gamble a lot, but are not professionals
It may be substantial, especially if they do not itemize

	b. Professional gamblers have special rules that apply
	
	
	Refer to a paid preparer

	VIII [bookmark: _GoBack]Comprehensive: ESA or QTP distributions 1099Q (L 21) 
	
	Still in Kerry 089-XX-xxxx
	Can review 4491 p. __

	1. Class to open Wkt7 and locate Education Savings account (ESA) line
	TWO
	Project process of locating proper forms per instructor
	Line 3
Note that it links to Wkt2

	2. Distribution is not taxable if used for qualified education costs
	NTTC Wkbk
	Project 1099-Q on p. 127
	There is a different definition of Qual Ed cost – may include room & board – see pub 970!

	3. Coverdell ESA – good for all elem, secondary or postsecondary
	
	
	

	4. Qualified Tuition Plan (QTP) – postsecondary only
	
	
	

	5. Education expenses used to offset ESA distribution cannot be used for any credit or other deduction
	Pub 970
	
	The qualified education expense is reimbursed by the ESA, so there is no net expense to use for a credit or deduction (but can still use for premature IRA distribution penalty)

	6. Distribution not used for education?
	
	
	Out of scope

	a. Portion of the excess attributable to earnings is taxable income
	
	
	

	b. 10% addition to tax on amount subject to income tax
	
	
	

	7. Cannot use qual educ expenses more than once
	
	
	

	a. Use against tax-free educ assistance
	
	
	

	b. Use for AOC
	
	
	

	c. What’s left can be used against ESA distribution
	
	
	

	8. If there are distributions from multiple plans, may need to allocate
	
	
	Pub 970

	9. Note Yvonne’s 1099-Q on p. 127 of wkbk
	
	
	Will go through in detail with education benefits

	IX Comprehensive: ABLE distributions 1099-QA (L 21)
	
	
	New – not in 4491 or 4012

	1. What is an ABLE account?
	
	
	

	2. After-tax fund to provide for disabled individual
	
	
	No tax deduction for contribution to the ABLE account

	3. If withdrawn for qualified expenses, not taxable
	
	
	List of qualified disability expenses very broad:  expenses related to the designated beneficiary’s blindness or disability and are for the benefit of that designated beneficiary in maintaining or improving his or her health, independence, or quality of life.
Taxpayer decides if used for qualified disability expenses

	4. If not used for qualified expenses, portion of earnings in the account (not the return of basis) is income taxable and subject to a 10% addition to tax
	5329
	Project part II
	If distribution is taxable, return is out of scope (5329 Part II is out of scope)

	5. Show how to link from Wkt 7 to Wkt __ 
	TWO Wkt7
	(Probably Wkt2 with ESAs and QTPs)
	If distribution is not taxable, no need to input

	X Comprehensive: Long-Term Care Benefit payment (L 21)
	
	
	Not often seen – In scope for Tax-Aide (not VITA)

	1. Class still in Kerry 089-XX-xxxx (or re-open it)
	TWO
	Still in Kerry 089-XX-xxxx
	

	2. Discuss what long-term benefits are and when they are paid
	NTTC Slide deck 22
	Project slides LTC slides per instructor
	Typically, insured is in a care facility as per the insurance contract

	3. Class to open Wkt7 and locate LTC line, link and open 8853 pg 2
	TWO
	Project process of locating proper forms per instructor
	Line 11

	4. Review form 8853 –page 2 
	TWO
	Project per instructor
	Note:  8853 page 1 has other types of benefits

	5. Class to review 1099-LTC for Mary and how to enter
	TWO
	Enter info per instructor
	

	a. What additional information is needed?
	TWO
	Enter info per instructor
	When did LTC start and end? Assume started 9/1/2015 as on form, continued through date of death (69 days per interview notes)

	b. Is there taxable income?  
c. Are deducible medical expenses reduced?
	
	
	No income
Deduction for medical expenses is allowed for amounts not reimbursed by insurance or otherwise

	XI HSA taxable distribution – certification needed
	
	
	Must be HSA certified – this highlights certain portions of HSA and is not a complete lesson on HSAs

	1. Class still in Kerry 089-XX-xxxx (or re-open it)
	TWO
	Still in Kerry 089-XX-xxxx
	

	2. Complete form 8889 Part II and TW will bring the taxable part of the distribution forward to Wkt7
	
	
	

	3. Note 20% addition to tax on taxable distributions
	TWO
	1040 P. 2 line 62
	

	4. Can get tax-free distributions to pay or reimburse qualified medical expenses even if no longer eligible to contribute to the HSA
	
	
	Reimbursement can happen at any time – even years later

	5. Death of HSA holder –Pub 969
	
	
	

	a. When the spouse is the designated beneficiary, spouse takes HSA as theirs
	
	
	If anyone else becomes the beneficiary, it is out of scope

	6. State recognition
	TWO
	
	Discuss and demonstrate your state’s treatment of HSA distributions

	XII Other nonbusiness income (L 21)
	
	
	

	1. Class still in Kerry 089-XX-xxxx (or re-open it)
	TWO
	Still in Kerry 089-XX-xxxx
	

	2. Instruct class to shadow instructor add a 1099-MISC income (usually box 3) by linking from Wkt7 line 2
	TWO
	Project per instructor
	Caution: do not pick up 1099-Misc under Sch C! 
Note: usually no expenses to claim – if there are expenses, enter them on Sch A

	3. Nonbusiness other income
	
	
	

	a. 1099-MISC that is not a business 
	TWO
	Follow instructor
	Wkt7 Line 2

	1) Class to name examples 
	
	
	Prizes, awards, one-time fee (medical study), book royalty received by heir (not the service provider)

	2) Usually in box 3, but not necessarily
	
	
	Payers may not use the right box

	4. Jury duty pay (not mileage reimbursements)
	TWO
	Follow instructor
	Wkt7 Line 14

	a. Class to enter Kevin’s jury duty pay from NTTC Wkbk
	NTTC Wkbk
	Enter from wkbk page 125
	

	5. Medical study or other pay not on 1099
	TWO
	Follow instructor
	Wkt7 Line 16

	6. Cancelation of nonbusiness credit card debt 1099-C - core
	NTTC Wkbk
	Project Yvonne’s 1099-C
	

	a. When is it in scope?  Where in 4012?
	4491, 4012
	
	Class to work through 4012 chart

	b. How to report?
	TWO
	Project demonstration per instructor
	Note there is no 1099-C input form in TW; use write- in line on Wkt7 (L 16 or thereafter)

	1) Discuss what is nonbusiness
	
	
	Canceled business charges are complicated due to the potential for no tax benefit so out of scope

	2) If taxpayer was insolvent, return is out of scope
	4012 p. D-32
	
	Discuss insolvency and review 4012 insolvency worksheet

	3) If any interest was forgiven, box 3, out of scope
	
	
	

	c. Looking at NTTC Wkbk and 1099-C:  assume it’s nonbusiness, where to input?
	TWO
	
	Note no 1099-C input line so use Wkt7 Line 16

	1) But not on Kevin’s return – it’s Yvonne’s debt
	
	
	

	7. Medicaid Waiver (Difficulty of Care) Payments - core
	
	Still in Kerry 089-XX-xxxx
	Review with class requirements to exclude

	a. Discuss what a Medicaid waiver payment is
	4491
	
	State-paid to a care provider to care for a care recipient and they live together

	b. Discuss your state's reporting of in-home care payments (W-2, 1099-MISC, none)
	Local example
	Project local example
	For 2015 – no election; if qualifies as a waiver payment, it is not taxable!

	c. If not a business and reported on 1099, enter 1099 in Wkt 7 as normal
	TWO
	Project per instructor Link from Wkt7 line 2 to a 1099-MISC
	This is when the care provider is related to care recipient 
If not related, goes on Sch C!

	1) Not a business so no social security or self-employment tax
	
	
	

	d. If backing out income on L 21, make a negative entry and describe as Notice 2014-7
	TWO
	
	

	e. Class can shadow entry of a negative item on Wkt7 L 16 or first open line after L 16
	TWO
	Enter negative $4,000 (assumed) and describe as Notice 2014-7
Project per instructor
	

	f. If your state reports on a W-2, demonstrate to enter W-2 and back out on 1040 L 21
	
	
	

	1) Need to adjust earned income for EIC?
2) For dependent care credit?
3) For additional child tax credit?
	
	
	Can use penal income line

	XIII 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. Point out any federal-state differences
	TWO
	
	

	XIV Summarize Lesson:
	
	
	

	1. Organize TP documents
	
	
	

	2. Need to look at intake form and prior year’s return - alimony and some income have no tax form
	
	
	

	3. Enter each item of income one-by-one
	
	
	

	4. Compare to prior year's return - is it reasonable
	
	
	

	XV Evaluation
	
	
	Observations of instructor and mentors
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