Adjustments to Income
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Presenter
Presentation Notes
This lesson covers the Adjusted Gross Income (AGI) section of the tax return. 
Taxpayers can subtract certain expenses, payments, contributions, fees, etc. from their total income. 
The adjustments subtracted from total income on Form 1040 establish the AGI.


About Adjustments to Income

* Additional resources listed in L&LT “References” tab
* Review all tips and cautions in the lesson
* Read all examples and sample interviews

* We will review answers to each exercise



Presenter
Presentation Notes
Review list of references 	
Discuss all tips and cautions in detail. 
Ask students to read and/or role-play examples and sample interviews. 
Review answers to each exercise; ask students how they arrived at their answers. 	


Objectives — Adjustments to Income

* |ldentify which adjustments are in scope for VITA/TCE

 Calculate and accurately report the adjustments to income that are in
scope for VITA/TCE

* Time Required: 30 minutes



Presenter
Presentation Notes
Review lesson objectives. 	
State the presentation time. 
Remind students to use Form 13614-C answers to determine if the taxpayer has adjustments to income.


* Self-Employment Tax
* |IRA Contributions

- ]
* Educator Expenses

* Penalties for Early Withdrawal

e Alimony Paid

e Student Loan Interest

e Other Adjustments to Income




Key Terms

Definitions are always available in the L&LT online Glossary.
e Adjusted Gross Income (AGI)

e Alimony

* Coverdell ESA

* Modified Adjusted Gross Income (MAGI)

* Nondeductible Traditional IRA Contributions

* Traditional IRA



Presenter
Presentation Notes
Adjusted Gross Income (AGI): The taxpayer's total adjusted gross income (AGI) is the amount that is used to compute some limitations, such as the medical and dental deduction on Schedule A and the credit for child and dependent care expenses.
Alimony: Payment to or for a spouse or former spouse under a separation or divorce instrument.
Coverdell ESA: A trust or custodial account created or organized in the United States only for the purpose of paying the qualified education expenses of the designated beneficiary of the account.
Modified Adjusted Gross Income (MAGI): The adjusted gross income with certain modifications.
Nondeductible Traditional IRA Contributions: Traditional IRA contributions that taxpayers may not deduct from their total income because the taxpayers do not meet the requirements; also includes remaining contributions from a partial IRA deduction.
Traditional IRA: An individual retirement arrangement that is not a Roth IRA or a SIMPLE IRA.



Adjustments to Income

* What are some common adjustments to income you should ask
taxpayers about?

 Self-employment income and tax

* Penalties on early withdrawal of savings
e Alimony

 Student loan interest

 Jury duty income repaid to employer

e Total income — adjustments = adjusted gross income (AGlI)

* Review Pub 4012, Adjustments tab



Presenter
Presentation Notes
Review Pub 4012, Adjustments tab


Educator Expenses - &=

* Eligible educators can deduct up to $250 of qualified expenses

e K-12 teachers who work a minimum of 900 hours during the school
year may take the deduction

* Expenses that qualify include:
* Books
e Supplies
* Equipment (including computer equipment, software, and services)
e Other materials used in the classroom

* Expenses that do not qualify include:
* Home schooling
* Nonathletic supplies for physical education
e Supplies for health courses



Presenter
Presentation Notes
Remind students which expenses qualify for deduction.
Explain that educator expenses are reported in the adjustments section of Form 1040.
Remind students that expenses exceeding $250 may be treated as an itemized employment-related deduction on Schedule A.


Self-Employment Tax N

* A portion of self-employment tax can be subtracted from total income

* The self-employment tax is automatically calculated from Schedule SE

m 23 FEducaloraxpenses . . . . . . . . . - .
Adjusted ot : it
expensas of resanists, performing artists, and
Gross foe-basis govermment officials. Attach Form 2106 or 2106-E2 | 2
Income Health savings account deduction. Attach Form 8889 . |
Moving expenses. Attach Form 3903
Deductible part of self-employment tax. Attach Schedule SE .
Self-employed SEF, SIMPLE, and qualified plans . . | 28
Self-employed health insurance deduction . . . .
Penalty on early withdrawal of savings
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Presentation Notes
Remind students that the Other Taxes lesson covers this topic.


Penalties for Early Withdrawal

* Form 1099-INT, Interest Income, or Form 1099-0ID, Original Issue
Discount, document this penalty

* The penalty amount is entered on the interest statement in TaxSlayer

| CORRECTED (if checked)
PAYER'S name, street address, city or town, state or province, country, ZIP | Paysr's RTN {optional) OMB Mo. 1545-0112

or forsign postal code, and telephone no.
y Interest
2016
Income

1 Interest income

$2T ] CORRECTED (if checked)

arly wi

i PAYER'S name, street address, city or town, state or province, country, ZIP | 1 Original issue discount for | OMB No. 1545-0117
or foraign postal code, and telephona no. 2018°
PAYER'S federal identification number| RECIPIENT'S identification number | § $

Original |
8 nteres} 2 Other periodic interest 2@ 1 6 rlglgias csoitrlﬁ
$

RECIPIENT'S name 4 Federal

$ LS Form 1099-0ID
degr 3 Early withdrawal penalty 4 Federal income tax withheld
$ PAYER'S federal identification number| RECIPIENT'S identification number Copy B

$ B

O Tal el asCOune 6 Acquisition pramium

Streat addrass (including apt. no.)
B Tax-ax

For Recipient

City or town, state or province, country, and ZIP or foreign postal code $
10 Markst

RECIPIENT'S name $ $
T Description

FATCA filing | $ This is important tax
requirement {50 = Street address (including apt. no.) information and is
M being furnished to

$ the Internal Revenue

Account number (sse instructions) 14 Tan-exe Service. If you are
required to file a

bond C/ City or town, state or province, country, and ZIP or foreign postal code 8 Criginal issue discount on | * This may not be the cormrect H
LS. Treasury obligations* figure to report on your income rewg]e‘r?aﬂsgcl"rgmﬁ

tax return. See instructions on ! be
3 the back. sanction may be

imposed on you if
FATCA filing | 9 Investment expenses 10 Bond premium this income is
requirement taxable and the IRS
| determines that it

$ $ has not been

reported.

Form 1099-INT (keep for your records) wvw.irs.g

Account number (see instructions) 11 Stale| 12 State identification no. | 13 State tax withheld
$
$

Form 1099-01D ({keep for your records) www.irs.gov/form1 0000id Department of the Treasury - Intemal Revenue Service




Alimony Paid Ii N

e Alimony payments: subtracted from income by the payer, reported as
income by the recipient

* Can be direct payments to the ex-spouse, or payments to cover
expenses for the ex-spouse (such as medical bills, housing costs)

* Do not confuse alimony payments with child support payments, which
are not deductible (and are not taxable for the recipient)

* See Pub 4012, Adjustments tab, Alimony Requirements, the Alimony
chapter in Pub 17, and Pub 504,
Divorced or Separated Individuals

(@ @, Alimony Requirements

(Instruments Executed After 1984)
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NatIument

Payel and iocigeind spdeia &b ndl fd @ joinl nesain with
2aich oifeze

Fayment is in cagh (incheding checks of money order).

Paymont is net decignased in o instrument as not
mlimsoay

Bpouses kgally sepanted wnder & decren of dvoios
Of Sepaiale maenfernnos &id nod meemibens of Bhe samse
househald

FajEments &t not iegured sher denth of thee tecpesnt
.

nzziument
Payel and ieciiet] spoese fhe 8 jont cotunh wilh cach other

Payment ix;

= ot in cash,

= A RONCASH DIOESHTY SeTiermen,

* Bpouse’s pam of oomminity incoms, of
= T ket wd e payer's ploparty.

Paymont iz designated in the instrempnt a2 not alimon;

Spouten legaly sepaiated wndel & dedrea of dvolos of
séparaie masnienance aré members of the same household

Payments Bre teguaed sfter death of the pecqeent soouse
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Presentation Notes
Demonstrate how to enter alimony paid using the tax software.
Remind students the recipient's SSN must be provided. 


http://www.irs.gov/app/vita/content/globalmedia/alimony_requirements_4012.pdf
http://www.irs.gov/pub/irs-pdf/p17.pdf
http://www.irs.gov/pub/irs-pdf/p504.pdf

IRA Contributions

* Only contributions to traditional IRAs are deductible

» Taxpayers may contribute and deduct up to $5,500 (56,500 if age 50+)
e Contributions cannot be more than taxpayer’s yearly compensation

e Deductions can be “phased out” depending on income (MAGI), filing
status, and availability of employer-provided retirement plan

* Find the IRA Deduction Worksheet . _ 5
i n t h e F O r m 1 040 I n St r u Ct i O n S Ifyou were age 70" or oldsr at the end of 2013, you can't deduct any contributions mnd‘sl to your traditional R’L{‘ansm

them as nondeductible contributions. Do not complete thiz worksheet for anyone age 702 or older at the end of 2015. If
il i Sl it ety el ]y v Sppivitn et i -apgess 7Nt et sid 13 TS, et I o Bt ooely fok
that spouse.

- - Before you begin: J Be sure you have resd the 11-item list in the instructions for this line. You may not be able o use this worksheat.
° IO add IRA Contrlbutlons O to  Figure any write-in adjustments to be entered on the dotted Line next to line 36 (ses the mstructions for line 38).
4 Ifyou are mamied filing separately and lived apart from your spouse for all of 201 5, enter “D7 ¢n the dotted
V4 g hn)e:nen‘anrm lmghneﬂ.?l_yyau& vwmy_guamﬂ:sgnnrmn:eﬁmmem.
Your IRA e's
. . la.  Were you covered by a retirement plan (see Fere Tou Covered by a
t ea ustments ta anda clic om oy L TR O ves Cmo

b If marmried filmg jointly, was your spouse covered by a retirementplan? .. .. ... ... ....... ...

Next. If you checked “No” on line 13 (snd “No™ on line 1b if married filing
. . . jeintly), ckip lines 2 throngh 6, enter the applicable amount below on line 7a
{and line 7b if spplicable), and go to line 8.
gl u I I . ® $5.500, if under age 50 at the end of 2015_
* 36,500, if age 50 or older but under age 70'2 at the end of 2015.

Otherwise, go to line 2.

L Enter the amount shown below that applies to you
* Single, head of household, or married filing separately and you lived apart
ﬁuﬁs‘umemm«d’zms,mmfﬂm SR =i
* Qualifying widow(er), enter §118,000. 2a
* Mfarried filing jointly, enter $118,000 in both columns. But if you checkad
“No™ on either line 1a or 1b, enter $193 000 for the person who wasn't
covered by a plan.
* Married filing = tely and you lived with your spouse at time in
2015, mrSlﬁ_L}a‘m o b i

. Enter the amount from Form 1040, line 22 %
Enter the total of the amounts from Form 1044, lines
23 throngh 31 write-in adjustment:
mdmm%ﬂemmmm

. Subtract line 4 from line 3. Tf married filing jointly, enter the result in both

. Is the amount on line 5 less than the amount on line 27

] e Mone of your IRA contributions are deductibla. For details on
i nondeductible TRA coniributions, see Form 606
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Presentation Notes
Remind students that Form 1099-R is issued for excess IRA contributions that are withdrawn.
Point out To add IRA contributions, in the software, go to the Adjustment tab, and click begin on the IRA Deduction line


Student Loan Interest -

» Generally the smaller of $2,500 or the interest paid that year on a
gualified student loan

* Gradually phased out or eliminated based on the taxpayer’s filing status
and MAGI

* Reported to the taxpayer on Form 1098-E, box 1

e See Pub 4012, Adjustments tab:
e Student Loan Interest Deduction at a Glance

* See Pub 970, Tax Benefits for Education

* Refer to the Student Loan Deduction Worksheet from Form 1040
Instructions



Presenter
Presentation Notes
Demonstrate how to enter student loan interest using the Student Loan, Education Worksheet from Form 1040 Instructions. 

http://www.irs.gov/app/vita/content/globalmedia/student_loan_interest_4012.pdf
http://www.irs.gov/pub/irs-pdf/p970.pdf
http://www.irs.gov/app/vita/content/globalmedia/student_loan_interest_deduction_worksheet_1040i.pdf

Summary

* This lesson explained how to identify and claim adjustments to income:
e Educator Expenses
* Deductible portion of self-employment tax
* Penalty on early withdrawal of savings
* Alimony paid
* IRA deduction
 Student loan interest deduction
* Jury duty pay turned over to the taxpayer’s employer

* Check your understanding of this lesson by going to Certification Warm
Up on your student landing page



Presenter
Presentation Notes
Review Summary topics from 4491


Practice

* Select the problem from Publication 4491-W based on your
certification course of study.

* Complete the exercise

4491 W

VITA/TCE Problems and Exercises PO F NSRS

Volunteer Income Tax Assistance (VITA) / Tax Counseling for the Elderly (TCE) EVERGREEN VERSION
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Presentation Notes
Verify students have correctly entered the adjustments to income. 


Out of Scope for this Lesson:

e Other adjustments to income on Form 1040, such as:
 Self-employed health insurance deduction
 Self-employed SEP, SIMPLE, and qualified plans
* Domestic production activities deduction

* Form 8606, Nondeductible IRAs



Presenter
Presentation Notes
Remind students this list may not include ALL out of scope topics.
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