Earned Income Credit (EIC)
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Presenter
Presentation Notes
This lesson covers the Earned Income Credit (EIC), which is based on the taxpayer’s filing status, number of qualifying children, earned income, and adjusted gross income. 
Volunteers use the intake and interview sheet, the interview tips in the Volunteer Resource Guide, and the EIC worksheets to compute the EIC.


About Earned Income Credit (EIC)

e TaxSlayer: Payments Screen

e Additional resources listed in L&LT “References” tab
* Review all tips and cautions

* Read all examples and sample interviews

* We will review answers to each exercise in the lesson
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Presentation Notes
Review TaxSlayer demo: Payments 	
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 — Earned Income Credit (EIC)

* Determine if a taxpayer is eligible for the EIC
* Calculate the EIC

* Time Required: 1 hour
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Presentation Notes
Review lesson objectives	
State the presentation time


Topics

* What is the EIC?
* Qualifying for the EIC
* Rules for taxpayers with qualifying children

* Rules for taxpayers without qualifying children

 Calculating the tax credit
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Presentation Notes
Ask students to define “refundable credit.”
Emphasize that the EIC is a valuable credit for low-income families.


Key Terms

Definitions are always available in the L&LT online Glossary.
* ATIN

e Earned Income

e Earned Income Credit (EIC)

* ITIN

* Unearned Income

* Refundable Credit
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Presentation Notes
ATIN: Adoption Taxpayer Identification Number.
Earned Income: Any income received for work, such as wages or business income.
Earned Income Credit (EIC): A credit that can be paid to low-income workers, even if no income tax was withheld from the worker’s pay. Taxpayers must file a tax return to receive the credit.
ITIN: Individual Taxpayer Identification Number.
Unearned Income: Income other than pay for work performed. Interest and dividends from savings or investments are common types of unearned income. There is a limit to the amount of investment income a person can receive and still qualify for the EIC.
Refundable Credit: Occurs when the amount of a credit is greater than the tax owed. Even if taxpayers’ tax liability is zero, they can receive a “refund” of excess credit. 


What Is the EIC?

* A refundable tax credit available to eligible taxpayers who do not earn
high incomes

* Qualifying taxpayers can receive a refund even if they have no filing
requirement, owe no tax, and had no income tax withheld

* Families may claim EIC for three or more children, and amounts are
adjusted for inflation every year
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Ask students to define the EIC, and explain its purpose.
Ask students to explain earned income vs. unearned income.
Point out the current tax year’s maximum earned income credit for families with three or more children.


Qualifying for the EIC

e Three sets of rules:
* General eligibility rules for everyone
e Rules for taxpayers with one or more qualifying children
* Rules for taxpayers who do not have a qualifying child

* Review Pub 4012, Summary of EIC Eligibility Requirements; focus on
Part A and Part D
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Presentation Notes
Point out that ITINs and ATINs cannot be used when claiming the EIC. SSNs are required by the due date of the return.
Also: Taxpayers cannot file an amended return retroactively for any year in which they didn't have a valid SSN by the due date of the return, including extensions.



http://www.irs.gov/app/vita/content/globalmedia/summary_of_eic_eligibility_4012.pdf

Qualifying for the EIC

* What are some example of earned income that may qualify taxpayers

for the EIC?

* Wages, salaries, tips, and other taxable employee pay

* Taxable long-term disability benefits received prior to minimum

retirement age

* Nontaxable combat pay; compare the EIC amount with and without

this pay before electing to
include it in earned income

* See Pub 4012, Earned
Income Table for a complete list

.
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Presentation Notes
Show Form 1099-R, Box 7; point out that the distribution code 3 indicates disability income. You must check the box in the Rollover or Disability section to have the income reported on line 7.
Discuss disallowance of EIC.
Remind students that both earned income and adjusted gross income must be below the limits in order for the taxpayer to qualify for the EIC.
Read and discuss the case studies from L&LT for this topic.

http://www.irs.gov/app/vita/content/globalmedia/earned_income_table_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/earned_income_table_4012.pdf

Rules for Taxpayers with Qualifying Children

 Claiming a child who is not a qualifying child is one of the most
common EIC errors; make sure you apply the rules correctly.

e Review Pub 4012, Earned Income Credit tab:
e Summary of EIC Eligibility Requirements, Part B

e EIC General Eligibility Rules Interview Tips

e EIC with a Qualifying Child

Interview Tips

e Qualifying Child of More
than One Person
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Presentation Notes
Advise students that for EIC purposes, a qualifying child does not have to be the taxpayer’s dependent (unless the child is married).
Review the case study for Robyn Smith on slide 25 using the interview tips from Pub 4012, Earned Income Credit tab.
Read and discuss the case studies from L&LT for this topic.
Demo the Basic Information section; point out that children should be listed from youngest to oldest.


http://www.irs.gov/app/vita/content/globalmedia/summary_of_eic_eligibility_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/eic_general_eligibility_rules_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/eic_with_a_qualifying_child_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/eic_with_a_qualifying_child_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/qualifying_child_more_than_one_person_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/qualifying_child_more_than_one_person_4012.pdf

Rules for Taxpayers without Qualifying Children

Rules are presented in Pub 4012, Earned Income Credit tab, Part C, and
Interview Tips

* Must be at least age 25 but under age 65 as of December 31

e Cannot be the dependent of another person
e Check Part |, question 13 on Form 13614-C

e Must have lived in the U. S. more Summary of EIC Eligibility He;quirements:

Part B Part €
Part A Rubss. It You Have Rulea i You Don't

than half the year i Snrere 2 Gontyng G Hare » cumiying chtd

k qualitying cnidmon Child must moet the: reloborship, Must bo of least oge 25 bt urder
m EEN that is volid age, residoncy best and joint nge 55 o= of Doesombar 31.°
nent. | Se noto bodow robum fosts. B ochild is mamed, soo
o MogUinemont. ) additonal rules in Pulblication 17.
¥ oan't be mormod Cualifying child can't boe wsad by Can't be S depondant of arother
atmly. more than one person to doim the | person.

EiC.
L& citizon or residont The tmecpayor can't be a qualifying Must hova Irvd in #o Unitod
I child of ancshor parsan. Stobes mors than half $o yoar

wm 2588 ar Can't be a quaditying child of
EZ [relobng to foroign nrether peroon.
inooma must bo £3 400

qualitying child of
main.

Part D
Eamed Income and AGI Limitatons
¥ou musst have sarmed incoms to quality for this oredit
¥our smmod incom ard ASI must bo less thare
W £47 958 {553,805 for marted fiing joindy) i you
hzve three or more qualfying children,
W $44 648 (550,168 for marmed fiing joindy) if you
hmve bwo qualfying childron,
| | szﬁs.:mmhmnrmddﬁ:gmrj it you
or



Presenter
Presentation Notes
Clarify that for joint filers, only one taxpayer has to meet the age requirement.


Calculating the Tax Credit

* Check Part V, question 4 on Form 13614-C: Did you (or your spouse)
have EIC disallowed in a prior year?

* If yes, see the special rules in Pub 4012, Disallowance of the Earned
Income Credit

* EIC amount is determined using worksheets and the EIC tables
e Found in Pub 596 or in Form 1040 Instructions
e TaxSlayer will calculate the amount of EIC

* Use Schedule EIC if the taxpayer has at least one qualifying child

» Taxpayers with no children make a direct entry on the EIC line on
Form 1040.

Payments 84 Federal income tax withheld from Forms W-2 and 1088 . . [ B4

r ™ 66 2016 sctimated tex payments and emount appied from 2015 retum | 86

:L{;:Jﬂlf':” |88 Eamedincomecredit(EIC) . . . . . . . . . . |€sa
child. attach D MONTEXEDe COMDal pay eeciion | bod |

Schedule EIC. | 67  Additional child tax credit. Attach Schedule 6812 &7

- - 88  American opportunity credit from Form 8863, ine 8 . . .

68  Net premium tax credit. Attach FormB®62 . . . . . . | 68

T0  Amount paid with request for extensiontofile . . . . . | 70

™ Ewcess social security and tier 1 RRTAtaxwithheld . . . . | ™

72  Credit for federal tax on fuels. Attach Form4136 . . . . | 72

73 Credttomforr & [ 2430 b [ Resred [ 8885 d O 73

74  Add lines 84, 65, G6a, and 67 through 73. These are your total payments .~ . . .
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Ask students to find the EIC table in Pub 596 or Form 1040 Instructions.
Give students examples and ask them to look up the correct amount on the EIC table.
Read and discuss the case study in L&LT for this topic.


http://www.irs.gov/app/vita/content/globalmedia/teacher/disallowance_eic_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/teacher/disallowance_eic_4012.pdf
http://www.irs.gov/pub/irs-pdf/p596.pdf

Summary

* The earned income credit (EIC) computation is based on filing status,
number of qualifying children, earned income, and adjusted gross
income. Certain individuals with no children may also qualify.

* By using the intake and interview sheet, the interview tips in the
Volunteer Resource Guide, and correctly filling out the EIC worksheets,
most common errors can be avoided.

* The EIC is entered in the Payments section of the return.
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Review Summary topics from Publication 4491


Practice

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

* Complete the exercise

X 4491W

VITA/TCE Problems and Exercises Pl E ¥R

Volunteer Income Tax Assistance (VITA) / Tax Counseling for the Elderly (TCE) EVERGREEN VERSION
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Verify students have correctly entered the EIC. 
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