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HELPFUL TIPS FOR OUT OF SCOPE TOPICS ON THE 2016 IRS ADVANCED CERTIFICATION EXAM O U T O F S C O P E F O R S A V E F I R S T IN T E R M E D I A T E V O L U N T E E R S A T T A X P R E P A R A T I O N S IT E



Some topics on the IRS VITA Volunteer Advanced Certification Exam will remain out of scope for SaveFirst Intermediate volunteers. The certification exam is open-book and open-note. You should consult the information below to aid you in responding to questions and scenarios in the IRS Advanced Certification Exam. As a reminder, a Site Coordinator will prepare the topics below at SaveFirst tax sites.



SALE OF STOCK  Sale of stock is reported as a capital gain on a Form 1099-B or a Tax Reporting Statement from the Broker  In order to properly report the sale of stock on the tax return, the following information from the above forms is needed: o Date of Acquisition (1b on the tax reporting statement) o Date of Sale or Exchange (1a on the tax reporting statement) o Sales Price of Stocks, Bonds, etc. (2a on the tax reporting statement) o Cost or Other Basis (3 on the tax reporting statement) o Whether or not the basis was reported to the IRS



CHILDREN BORN OR DIED DURING YEAR  If a child was born during the tax year and lived with the taxpayer in the home since birth, the child is considered to have lived with the taxpayer for the whole year.  This applies to both dependency exemption qualifications AND Earned Income qualifications



CAPITAL GAIN OR LOSS  GAIN: when the amount realized (the gross proceeds from the sale) is GREATER than the adjusted basis of the stock (how much the taxpayer paid for the stock)  LOSS: when the amount realized is LOWER than the adjusted basis of the stock



CAPITAL LOSS CARRYOVER  If a taxpayer had a capital loss more than the allowable loss for the tax year, they can “carry” that loss over to the next tax year to help reduce taxable income



TO REPORT A LONG-TERM CARRYOVER LOSS FROM THE PREVIOUS YEAR IN TAXWISE  Long-term carryover loss from the previous year can be found on the Worksheet for Capital Loss Carryovers or Sale of Your Home of that year (amount can be found on line 13, Long-term capital loss carryover)  Enter that amount by going to Federal SectionCapital Gains and LossesOther Capital Gains Data Long-term capital loss carryover



RETIREMENT INCOME TAXABLE AMOUNT NOT DETERMINED: THE SIMPLIFIED METHOD  If the taxable amount (box 2a on Form 1099-R) is not determined, you must use the Simplified Method to calculate the taxable portion of the retirement distribution for the tax year. Use the Simplified Method worksheet by clicking the blue “Worksheet” under box 2a on the 1099-R in TaxSlayer



TO COMPLETE THE SIMPLIFIED METHOD:  Line 1: Cost in plan at start date from box 9b of 1099-R  Line 2:Annuity Start date-type the date the taxpayer started receiving payments  You do not need to worry about the box for “Join or Survivor Annuity” if the taxpayer did not select a joint and survivor annuity.  Line 3:Death Benefit Exclusion-ignore this  Line 4: Age of the recipient at start date of retirement plan o If the taxpayer started receiving the retirement on March 1 of the tax year, you would need to determine what their age was on March 1. o You do not need to worry about the box for “Join or Survivor Annuity” if the taxpayer did not select a joint and survivor annuity.  Line 5: Number of months payments were received this year o If the taxpayer began receiving payments during the tax year, you will need to count the number of months beginning with the first month the retirement income was received o E.g., a taxpayer retirement and began receiving income on May 1 of the tax year—s/he would have received payments for 8 months (May – December)  Line 6: You do not need to enter anything on this line if payments began during the tax year
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THE EXCLUSION AMOUNT CALCULATED IN LINE 6 IS THE AMOUNT OF THE DISTRIBUTION THAT IS TAX-FREE PRIOR TO CURRENT TAX YEAR. THIS CALCULATION REQUIRES AN ADDITIONAL WORKSHEET THAT IS OUT OF SCOPE FOR CAMPUS FELLOWS. FOR THE TEST, YOU WILL SIMPLY LEAVE THIS BOX BLANK



ADDITIONAL TAX ON IRAS, OTHER QUALIFIED RETIREMENT PLANS, ETC.  Can be found in the Other Taxes section of the Form 1040, Page 2, line 59  Taxpayers who make an early withdrawal (Code 1 in box 7 of the Form 1099-R) from a retirement account may have an additional tax penalty that will appear here  HOWEVER, depending on what the taxpayer used the funds for, they may qualify for an exception to the 10% additional tax on the early distribution (Note: early distributions from a 401(k) to pay for household expenses due to unemployment do NOT qualify)



EXCEPTIONS TO THE 10% ADDITIONAL TAX  IRA distributions made for higher education expenses  IRA distributions made for purchase of first home, up to $10,000  Distributions due to total and permanent disability



CANCELLATION OF DEBT  Cancelled debt from a nonbusiness credit card is reported on a Form 1099-C  Taxpayers who have canceled debt from a Form 1099-C who were solvent (the condition in which assets are greater than liabilities) before the debt was canceled will report it on Form 1040, line 21, other income



HELPFUL TIPS FOR OUT OF SCOPE TOPICS ON THE 2015 IRS ADVANCED CERTIFICATION EXAM



| SAVEFIRST



3



PRACTICE EXERCISE #1: FRODO BAGGINS  Frodo took a distribution from his IRA to help purchase his first home. His 1099-R has a distribution code 1 in box 7.



PRACTICE QUESTION FOR FOR EXERCISE #1: FRODO BAGGINS 1. Frodo qualifies for an exception to the 10% additional tax on the early distribution from his IRA. a. True b. False
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PRACTICE EXERCISE #2: PEETA AND KATNISS EVERDEEN  Peeta retired and began receiving retirement income on March 1 of the tax year. No distributions were received prior to his retirement. Peeta did not select a joint survivor annuity for these payments.  Peeta brought last year’s tax return. It includes a capital loss carryover worksheet.  Katniss was solvent at the time the credit card debt was cancelled.  Peeta and Katniss owned and lived in their home since 2010. After struggling to make the mortgage payments for the last few years, they worked out a loan modification agreement with their lender. The modification reduced their principal balance and monthly payment and allowed her to stay in the home. o They purchased the home in 2010 for $160,000. In February of the current tax year, at the time of the workout, the balance owed was $145,000. The home was never used in a business or as rental property. The mortgage was used to purchase, and was secured by, the home. Peeta and Katniss have not filed for bankruptcy.
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XYZ INVESTMENTS



20XX TAX REPORTING STATEMENT



123 Fire Plaza Your City, YS, Your Zip



Peeta and Katniss Everdeen 145 Mockinjay Lane Your City, YS, Your Zip Account No. 333-444 Recipient ID No. 314-XX-XXXX Payer’s Fed ID Number: 41-3XXXXXX



Form 1099-DIV* 20XX Dividends and Distributions Copy B for Recipient (OMB NO. 1545-0110)



1a 1b 2a 2b 2c 2d 3



Total Ordinary Dividends.........................................................................................350.00 Qualified Dividends...................................................................................................275.00 Total Capital Gain Distributions (Includes 2b-2d)..................................................60.00 Capital Gains that represent Unrecaptured 1250 Gain........................................0.00 Capital Gains that represent Section 1202 Gain....................................................0.00 Capital Gains that represent Collectibles (28%) Gain...........................................0.00 Nondividend Distributions..............................................................................................0.00



4 5 6 7 8 9 10 11 12 13 14



Federal Income Tax Withheld......................................................................................0.00 Investment Expenses.......................................................................................................0.00 Foreign Tax Paid..........................................................................................................20.00 Foreign Country or U.S. Possession..............................................................................0.00 Cash Liquidation Distributions.......................................................................................0.00 Non-Cash Liquidation Distributions..............................................................................0.00 Exempt Interest Dividends.............................................................................................0.00 Specified Private Activity Bond Interest Dividends...................................................0.00 State........................................................................................................................................... State Identification No. ......................................................................................................... State Tax Withheld........................................................................................................0.00



Form 1099-MISC* 20XX Miscellaneous Income Copy B for Recipient (OMB NO. 1545-0110)



2 4 8 16 17 18



Royalties...........................................................................................................................0.00 Federal Income Tax Withheld......................................................................................0.00 Substitute Payments in Lieu of Dividends or Interest................................................0.00 State Tax Withheld........................................................................................................0.00 State/ Payer’s State No. ...................................................................................................... State Income.....................................................................................................................0.00



Form 1099-INT* 20XX Interest Income Copy B for Recipient (OMB NO. 1545-0110)



1 2 3 4 5 6 7 8 9 10



Interest Income...............................................................................................................85.00 Early Withdrawal Penalty..........................................................................................15.00 Interest on U.S. Savings Bonds and Treas. Obligations...........................................0.00 Federal Income Tax Withheld......................................................................................0.00 Investment Expenses.......................................................................................................0.00 Foreign Tax Paid............................................................................................................0.00 Foreign Country or U.S. Possession..............................................................................0.00 Tax-Exempt Interest...................................................................................................125.00 Specified Private Activity Bond Interest.....................................................................0.00 Tax-Exempt Bond CUSIP No. ...............................................................................................



Summary of 20XX Proceeds from Broker and Barter Exchange Transactions Sales Price of Stocks, Bonds, etc. ...................................................................................6,738.00 Federal Income Tax Withheld..................................................................................................0.00 Gross Proceeds from each of your security transactions are reported individually to the IRS. Refer to the Form 1099-B section of this statement. Report gross proceeds for each security on the appropriate IRS tax return. Do not report gross proceeds in aggregate.
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XYZ INVESTMENTS



20XX TAX REPORTING STATEMENT



123 Fire Plaza Your City, YS, Your Zip



Peeta and Katniss Everdeen 145 Mockinjay Lane Your City, YS, Your Zip Account No. 333-444 Recipient ID No. 314-XX-XXXX Payer’s Fed ID Number: 41-3XXXXXX



FORM 1099-B* 20XX Proceeds from Broker and Barter Exchange Transactions Copy B for Recipient (OMB NO. 1545-0110)



Short-term transactions for which is reported to the IRS Report on From 8949 with Box A checked and/or Schedule D, Part I (This Label is a Substitute for Boxes 1c & 6) 8 Description, 1d Stock or Other Symbol, CUSIP Action



1a Date of Sale or Exchange



1b Date of Acquisition



1e Quantity Sold



2a Sales Price of Stocks, Bonds, etc. (a)



(IRS Form 1099-B box numbers are show below in bold type) 3 Cost or Other Basis (b)



Gain / Loss (-)



5 Wash Sale Loss Disallowed



4 Federal Income Tax Withheld



13 State



15 State Tax Withheld



Collins Co. Common Stock Sale 03/01/XX TOTALS



08/01/14



275.00



3,888.00 3,888.00



2,975.00 2,975.00



913.00



FORM 1099-B* 20XX Proceeds from Broker and Barter Exchange Transactions Copy B for Recipient (OMB NO. 1545-0110)



Long-term transactions for which is not reported to the IRS Report on From 8949 with Box E checked and/or Schedule D, Part II (This Label is a Substitute for Boxes 1c & 6) 8 Description, 1d Stock or Other Symbol, CUSIP Action



1a Date of Sale or Exchange



1b Date of Acquisition



1e Quantity Sold



2a Sales Price of Stocks, Bonds, etc. (a)



(IRS Form 1099-B box numbers are show below in bold type) 3 Cost or Other Basis (b)



Gain / Loss (-)



5 Wash Sale Loss Disallowed



4 Federal Income Tax Withheld



13 State



15 State Tax Withheld



Panem Co. Common Stock Sale 03/01/XX TOTALS



05/10/02



225.00



2,850.00 2,850.00



2,356.00 2,356.00



494.00



This is important tax information and is being furnished to the Internal Revenue Service. If you are required to file a return, a negligence penalty or other sanction may be imposed on you if this income is taxable and the IRS determines that it has not been reported.
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02/01/20XX



Mortgage Company 100 Mortgage Dr Your City, YS, Your Zip



30,000



Home Mortgage Loan Peeta Everdeen



F
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FIRST, ENTER THE FILING STATUS, PERSONAL INFORMATION, AND DEPENDENTS INFORMATION GATHER NECESSARY INFORMATION TO COMPLETE SIMPLIFIED METHOD:  You must complete the Simplified Method for Peeta’s 1099-R from District 12 Corporation because the taxable amount is not determined.



 First, enter the 1099-R exactly as indicated on the form in TaxSlayer  Information Needed: o Cost in the plan at the start date: $14,500 o Age of recipient at the start date of the retirement plan:  Peeta was born on February 19, 1946  He started receiving payments on March 1, 2016  Therefore, his age at the start date was 70 o Number of months payments were received this year:  Since Peeta started receiving payments on March 1, 2016, he received payments for 10 months in tax year 2016.



COMPLETE THE SIMPLIFIED METHOD IN TAXSLAYER: ADD INFORMATION FROM FORM 1099-R INTO TAXSLAYER, THEN CLICK THE BLUE “WORKSHEET” UNDER BOX 2A



NEXT, ADD INFORMATION FROM FORM 1099-R, ESSEX BANK (PEETA’S ROTH IRA). INFORMATION FROM THE ESSEX BANK 1099-R WILL APPEAR ON FORM 1040, LINE 15A(DISTRIBUTION) AND 15B(TAXABLE AMOUNT). INFORMATION FROM THE DISTRICT 12 CORPORATION. WILL APPEAR ON FORM 1040, LINE 16A AND 16B. LINE 16B WILL SHOW THE TAXABLE AMOUNT OF THE DISTRIBUTION CALCULATED FROM THE SIMPLIFIED METHOD.
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ENTERING SALE OF STOCK INTO TAXSLAYER FROM THE TAX REPORTING STATEMENT, FIRST ENTER INFORMATION FROM THE 1099-INT TO THE INTEREST STMT, THEN ENTER INFORMATION FROM THE 1099-DIV TO THE DIVIDEND STMT (ALL FROM PG 1) THE TAX-EXEMPT INTEREST ON FORM 1099-INT WILL NEED TO BE ENTERED SEPARATELY. YOU SIMPLY CLICK “ADD” AFTER ENTERING IN THE OTHER 1099-INT INFORMATION AND SELECT THE OPTION “TAX EXEMPT INTEREST INCOME, FORM 1099-INT, BOX 8 OR FORM 1099-DIV, BOX 10”. NEXT, GO TO THE “CAPITAL GAINS AND LOSSES” SECTION OF THE “INCOME” MENU SELECT “CAPITAL GAINS AND LOSS ITEMS”



      



THE DESCRIPTION OF THE PROPERTY IS THE NAME OF THE STOCK ITEM. THE DATE AQUIRED IS THE DATE THE TAXPAYER BOUGHT THE STOCK. THE DATE SOLD IS THE DATE THE TAXPAYER SOLD THE STOCK. THE SALES PRICE IS HOW MUCH THEY SOLD THE STOCK FOR. THE COST BASIS TYPE IS WHERE YOU WILL INDICATE WHETHER THE BASIS WAS REPORTED TO THE IRS OR NOT. THE COST IS THE PRICE OF THE STOCK WHEN THE TAXPAYER ORIGINALLY PURCHASED IT. YOU WILL IGNORE THE TWO THINGS AT THE BOTTOM. HELPFUL TIPS FOR OUT OF SCOPE TOPICS ON THE 2015 IRS ADVANCED CERTIFICATION EXAM
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ENTERING THE CAPITAL LOSS CARRYOVER FROM THE PREVIOUS YEAR GO TO THE “CAPITAL GAINS AND LOSSES” SECTION OF THE “INCOME” MENU SELECT “OTHER CAPITAL GAINS DATA” ENTER THE AMOUNT IN THE BLANK FOR “LONG-TERM LOSS CARRYOVER FROM 2015”



ENTER CANCELED DEBT INTO TAXSLAYER SINCE KATNISS WAS SOLVENT BEFORE THE DEBT WAS CANCELED, THE CANCELED DEBT MUST BE ADDED TO LINE 21, OTHER INCOME INCOME SELECT “OTHER INCOME” IN THE INCOME MENU SELECT “CANCELLATION OF DEBT” SELECT “CANCELLATION OF DEBT(FORM 1099-C)”



SELECT THE CORRECT SPOUSE ENTER THE INFORMATION FROM THE 1099-C(CREDITOR’S IDENTIFICATION NUMBER, CREDITOR’S NAME, AND AMOUNT OF DEBT CANCELLED)
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PEETA AND KATNISS ALSO HAD DEBT CANCELLED FROM A HOME MORTGAGE. ENTER THE 1099-C FOR THE HOME MORTGAGE EXACTLY AS YOU DID FOR THE CREDIT CARD DEBT. SELECT “OTHER INCOME” IN THE INCOME MENU SELECT “CANCELLATION OF DEBT” SELECT “CANCELLATION OF DEBT(FORM 1099-C)”



BECAUSE PEETA AND KATNISS HAVE NOT FILED FOR BANKRUPTCY AND THEY MEET THE OTHER QUALIFICATIONS, THEY ARE ALLOWED TO EXCLUDE THIS INCOME BY FILLING OUT THE FORM 982. AFTER FILLING OUT THE 1099-C, FILL OUT THE 982. SELECT “OTHER INCOME” IN THE INCOME MENU SELECT “CANCELLATION OF DEBT” SELECT “EXCLUSIONS(FORM 982)”
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YOU WILL SELECT “DISCHARGE OF QUALIFIED PRINCIPAL RESIDENCE INDEBTEDNESS” AND PUT THE AMOUNT OF CANCELLED DEBT IN THE BLANK FOR “TOTAL AMOUNT OF DISCHARGED INDEBTEDNESS EXCLUDED FROM GROSS INCOME” FILLING OUT THIS FORM REDUCES THE BASIS OF THE HOME BY THE AMOUNT OF DEBT CANCELLED.



PRACTICE QUESTIONS FOR EXERCISE #2: PEETA AND KATNISS EVERDEEN 1.



2.



3.



What is the total taxable interest income shown on line 8a of Form 1040? a.



$15



b.



$85



c.



$125



d.



$210



How does the Code Q on Peeta’s Form 1099-R from Essex Bank affect the return? a.



The entire $5,500 distribution is taxable



b.



Half of the $5,500 distribution is taxable



c.



There is a 10% additional tax on the distribution



d.



The entire $5,500 distribution is not taxable



What is the amount shown on Form 1040, Line 13 – Capital gain or loss? a.



A gain of $957



b.



A gain of $1,017



c.



A gain of $1,407



d.



A gain of $1,467



4.



How much of the $19,500 gross distribution reported on Form 1099-R is taxable this year? $_____________.



5.



Where is the cancelled debt on Form 1099-C reported on the Everdeen’s tax return?



6.



a.



On Form 1040, line 7 as wages



b.



It is not reported on the return



c.



On Schedule A as a miscellaneous deduction



d.



On Form 1040, line 21 as other income



The Basis of the Everdeen‘s home is reduced by $30,000. True or False?
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