Personal Exemptions

==

Introduction

Identifying and entering the correct number of exemptions is a critical component of completing taxpayers’
returns, because each allowable exemption reduces their taxable income.

Personal exemptions are reflected in the Exemptions section of Form 1040, page 1.

Objectives What do | need?
At the end of this lesson, using your resource materials, you will be able to: = O Intake and Interview Sheet

O Publication 4012, Volunteer
Resource Guide

» Determine if a taxpayer can claim a personal exemption O Publication 17
O Optional: Publication 501

» Distinguish between personal and dependency exemptions

» Determine how many personal exemptions a taxpayer can claim

What are exemptions?

An exemption is a dollar amount that can be deducted from an individual’s total income, thereby reducing
the taxable income. Taxpayers may be able to claim two kinds of exemptions:

The exemption amounts are
indexed for inflation and are
generally updated every year.

» Personal exemptions generally allow taxpayers to claim themselves
(and possibly their spouse)

» Dependency exemptions allow taxpayers to claim qualifying dependents

This lesson discusses personal exemptions.

When can a taxpayer claim personal exemptions?

To claim a personal exemption, the taxpayer must be able to answer “no” to the intake question, “Can
anyone claim you or your spouse on their tax return?”

This applies even if another person does not actually claim the taxpayer as a dependent. A taxpayer who
can be claimed as a dependent must claim “0” exemptions. This means they will not be able to subtract
the exemption amount from their gross income, and they may have to use a smaller standard deduction
amount. See the lesson Standard Deduction and Tax Computation for more information on this topic.

If married taxpayers file a joint return, they can take a personal exemption for each spouse. If they file sepa-
rate returns, they can each take a personal exemption for themselves.
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When can taxpayers claim an exemption for their spouse?

A spouse is never considered the dependent of the other spouse. However, taxpayers may be able to take
an exemption for their spouse simply because they are married.

To claim a personal exemption for one’s spouse, the taxpayer must meet
these conditions:

Taxpayers who obtained a
final decree of divorce or

separate maintenance during
the tax year cannot take their
(former) spouse’s exemption.

* Married as of December 31 of the tax year, and

* Spouse cannot be claimed as a dependent on another person’s tax
return, and

» Files ajoint return, or files a separate return and the spouse had no income and is not filing a return

A common-law marriage is recognized for federal tax purposes if it is recognized by the state where the taxpayers
currently live or in the state where the common-law marriage began, and the marriage has not been legally dissolved,
such as by death or divorce. Legal advice may be necessary to determine if a common-law marriage exists. However,
filing a joint return for a common-law marriage applies to the federal return only. You must check state or local law
before completing a state return.

What about a deceased spouse?

A taxpayer whose spouse died during the tax year can generally claim the personal exemption for the
deceased spouse if the taxpayer meets all of these conditions:

« Did not remarry by December 31 of the tax year, and
»  Was not divorced or legally separated from their spouse on the date of death, and

*  Would have been able to claim the exemption under the rules for a joint or separate return

How do | use the interview techniques to determine how many personal
exemptions a taxpayer can claim?

The Interview Tips for Personal Exemptions in the Volunteer Resource Guide, Exemptions/Dependency tab,
can help determine whether the taxpayer can claim any personal exemptions. Use these questions as a
guide when you interview the taxpayer.

How do | enter the personal exemptions?
Check the appropriate boxes and enter the number of exemptions claimed on Form 1040, line 6.
E Tax Software Hint: The tax software will auto-fill the entries for line 6 once the names and applicable

filing status is selected. Review the Volunteer Resource Guide for the required entries if the taxpayer is not
able to claim his or her own personal exemption.
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Taxpayer Interview and Tax Law Application

Ray Jackson is a widower whose wife died during the tax year. Use the Volunteer Resource Guide,
Interview Tips for Personal Exemptions, to help you complete lines 6a and 6b on his tax return. Here’'s how
the conversation might sound:

K SAMPLE INTERVIEW \

VOLUNTEER SAYS... RAY RESPONDS...

The questions I’'m about to ask you will help us figure out if you Yes, | was. Thank you.
can claim any personal exemptions. First of all, you've told me

that you were married until your wife died on June 1. I'm sorry for

your loss, sir.

And you did not remarry, right? That’s right.

Are y ou ﬂ/mg . a 101 nt return w:th you r /ate w:f e . th/s yea r? ................. Yes ...................................................

Can anyone else claim either of you as dependents? Well, I don't think so. We lived off our -
own income.

Based on your answers, you can claim an exemption for both
&ourself and for your late wife. j

@ Tax Software Hint: When preparing a return for a deceased taxpayer, refer to Publication 4012,
Preparing the Return tab, under Personal Information Part 1 for details.

Summary

There are two types of exemptions:
* Personal

+ Dependency

A personal exemption can be claimed for:
» The individual taxpayer, unless he or she can be claimed as a dependent on another person’s tax return

» The taxpayer’s spouse, if a joint return is filed and the spouse cannot be claimed on another taxpayer’s
return

» The taxpayer’s spouse, if the taxpayer is not filing a joint return and the spouse had no income, is not
filing his or her own return, and is not a dependent of another person

Personal exemptions are claimed in the Exemptions section of the tax return.
Exemptions reduce the taxpayer’s taxable income.

Claiming an incorrect number of exemptions is a common error.
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Notes
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