Introduction to Tax Preparation

Taple

© NATP

of Contents

OV VI BW . ottt e e e e e 1
Preliminary Matters . . ... .. . 1
Preparer Tax Identification NUmMbDer. . ... ... o 1
Electronic Filing Identification Number . ... ... ... 2
State Matters . . . .. 4
Filing Requirements . . . ... .. 5
INAIVIAUALIS . . o 5
DEPENAENES . v v 7
Self-employed . ... 8
Other SIUAtioNS . . . . 8
Which Formto File. . ... o 9
Form T040EZ. . . . 9
Form 1040A. . . o 13
Form 1040 . o 16
DUE Dates . . o 17
General RUIE . . ... 17
EXIENSIONS . . . 17
Heading. . .o 24
JaX YA . . 24
Name. . 25
AJArESS . . 25
ldentification NUMber . . .. .. e 25
Separate Retumns—Nonresident Spouse. . . .. ... 27
Undocumented WOrkers . ... ... 27
Presidential Election Campaign Fund . . ... ... 27
QUESHIONS 10 ASK . . . o 27
Overview Review QUESHIONS. . . . ... e 29
Overview ReVIEW ANSWETIS . . . . et e 31
FiingStatus. . ........ ... 33
Marital Status. . . . 33
Unmarried . ... 33
Married . . 34
Filing Status . . . ..o 34
SINGIE 35
Married Filing Jointly . . . o o oo 35
Married Filing Separately . . ... .. 35
Head of Household ... ... . . . e 37
Qualifying Widow(er) With Dependent Child . . . ... ... ... 41
Death or Bith. . . ... 42
QUESHIONS 10 ASK . . o o 42

Vi



Introduction to Tax Preparation

Filing Status Review Questions . . ... ... . 43
Filing Status Review ANSWErS. . . . .o 45
EXemptions . ... e e 47
Personal ExXemptions . ... .. 47
JOINL REIUM o 47
Separate Retumn ... . 48
Death Of SPOUSE v 48
Divorced or Separated SPOUSE . .+« v v v 48
Dependency Exemplions ... ... 48
General TeStS. . o o 49
Qualifying Child. . . . ..o 50
Tiebreaker Test. . . .. 56
Qualifying Relative. . . ... 57
Child of Divorced or Separated Parents. . ... ..o o 60
Social Security Numbers for Dependents ... . ..o 61
Exemptions Review QUESHIONS. . . . . .o oot 63
Exemptions Review ANSWEIS . . . ..t 65
INCOME . . . e e e 69
RoUNdiNg. . ..o 69
Method of ACCOUNTING . . . . oo 70
Cash Method . . . ..o 70
Accrual MetnOd . . .. 71
Wages, Salaries, Tips, €tC.. . . . oo 72
FOrmM N2, 72
IS o 74
Household Employee . . .. .. 74
Gamnished Wages . ... . 75
SChoIarships .o oo 75
INterest INCOME . . . oo 77
Taxable Interest. . . . . 77
U.S Savings Bonds . . . ..o 82
Tax-exempt INterest . .. .. 84
DIVIdENAS. . . . 85
Ordinary DIVIJENdS . . . .o oo 85
Qualified DIVIAENdS . . . o 86
Reporting Requirements . . .. . ..o 87
Refunds, Credits, or Offsets. . .. ... i 87
AlMONY . o o 89
BUSINESS INCOME OF (LOSS) .+« v v oo e e e 90

Viii © NATP



Introduction to Tax Preparation

Capital Gain Or LOSS . . vttt 90
Holding Period . . . .. . 91
BaSIS . . 93
FOrm BO40 . . 94

Other Gains OF (LOSSES) .« v v v vttt 97

IRA DistribUtioNS . . . oo 98
Traditional IRA. . . 98
ROth RA. . 99
Reporting Requirements . . . . ... o 100
ROIOVEIS . . 100

Pension Distribution. . .. ... 101
Reporting Requirements . . . . . ... 102

Rental Real Estate, Royalties, Partnerships, S Corporations, Trusts, etc. . ........ 102
Rental INCOME . . . . . 103
Rental EXDENSES . . oo e 104
Depreciation . . . 110

Farm INCOmMeE OF (LOSS) .+« v v v oo e e e 111

Unemployment Compensation. . . . ... 111

Social Security Benefits . . .. ... 112

Other INCOmMeE. . . .. 117
Gambling WINNINGS . . o o oo 117
Prizes and Awards . . . . . 117
Coverdell Education Savings Account or Qualified Tuition Program Distributions 118
Qualified ABLE Programs . . ..o 119
JUrY DULY 120
Canceled Debts . ... 120

Hobby vs. Profit Motive . . ... .. 122
Factors Determining Profit Motive .. ... ... . 122
Presumption of Profit. . . . ..o 128
Impact of Hobby Determination. . .. ... . ... 129

HSA Distributions . . ..o oo 131
Taxable HSA DISIOULIONS . . . . oo oo 133

Other INCOME. . . ... 135

QUESTIONS 10 ASK . . .o oo 135

Income Review QUESTIONS . . . ... 137

INCOME REVIEW ANSWELS . . . oot e 143

Adjustmentstolncome . ... . . 151

Educator EXpenses . .. ..o 151

Expenses of Reservists, Performing Artists, and Fee-basis Government Officials . . . 152

© NATP iX



Introduction to Tax Preparation

Health Savings ACCOUNT. . . . . oo e 152
Eligible Individuals. . .. ... ... 153
High Deductible Health Plan . . .. ... ... . 154
ContribUtions . . . ..o 157
Rollovers and Qualified HSA Funding Distribbutions . .. ... ... o L 160

MOVING EXPENSES. . . . oo 169
Standard Mileage Rate . . . .. ... .. 169
Tests for Deductibility of aMove ... oo 169

Deductible Part of Self-employment Tax. . ... ... ..o 171

Self-employed SEP, SIMPLE, and QualifiedPlans . ......................... 171

Self-employed Health Insurance Deduction . . ............. ... . ... 171

Penalty on Early Withdrawal of Savings . . ... ... ..o e 171

AlIMOoNy Paid . . .. e 172

IRA DeducCtion . . ... 173

Student Loan Interest Deduction . ... ... .. o 179

Tuition and Fees Deduction . . ... ... 181
Eligible Student. . ... .. 183
Qualified Education EXpenses . . . ... 183
Eligible Educational Institution . . ... ... ... 184
AmMount of DedUCHION . . . . oo 184
Reporting Requirements . . . ... 185

Domestic Production Activities Deduction .. ............ ... . 185

Other AdUSTMENES. . . .. o 186

QUESEIONS 10 ASK . . .o oo 186

Adjustments to Income Review Questions . . .. ... i i 187

Adjustments to Income Review Answers . ... ... 191

Standard Deduction vs. Itemized Deductions. . ...................... 195

Standard Deduction ... ... . 195
Age and Blindness Component of Standard Deduction .. ................ ... 195
Standard Deduction AMOoUNtS . . ..o o 196

ltemized Deductions . .. .. . 199
Medical and Dental EXPENSES . . . . o o oo 199
JaXES o 202
INterest. . . 206
Charitable Contributions . . . .. oo 209
Casually and Theft LOSSES .« . . v e 224
Miscellaneous Deductions — Subjectto 2% ... ... ... o 224
Miscellaneous Deductions — Not Subjectto 2% . ... . oo 234
Nondeductible EXpenses . ... ... e 234
The Pease Limitation. . . . . ..o 234

X © NATP



Introduction to Tax Preparation

Exemption Deduction. . .. ... ... 236
Personal Exemption Phase Out. . .. .. ... . 237
QuUESIONS 10 ASK . . .o oo 238
Standard Deduction vs. Itemized Deductions Review Questions . .............. 239
Standard Deduction vs. Itemized Deductions Review Answers .. .............. 245
Tax and Nonrefundable Credits . . . . ........... ... ... ... ... ........ 251
Tax Computation . . . . ... 251
Children Subject to Kiddie TaxX. . . . .. o 251
Tax Table . . 252
Tax Computation Worksheet . ... .. ... o o 252
Alternative Minimum TaX . . ..o 254
Excess Advance Premium Tax Credit Repayment .. ............. ... .. ..... 255
Nonrefundable Credits. . . ... ..o 260
Foreign Tax Credit. . . . . oo 260
Child and Dependent Care Credit ... ... 261
Education Credits . . . . .. 267
Retirement Savings Contributions Credit ... ... ... . . o 0 274
Child Tax Credit . . ..o 278
Residential Energy Credit . . ... .. 285
Creditforthe Elderly orthe Disabled . ... ... ... ... o 286
Adoption Credit . . .. 286
District of Columbia First-Time Homebuyer Credit. . .. ... ... ... ... .. ... 288
QUESIONS 10 ASK . . . o oo 289
Tax and Nonrefundable Credits Review Questions. . .. ...................... 291
Tax and Nonrefundable Credits Review Answers . .. ...t 295
Other Taxes, Payments, and Refundable Credits . .................... 301
Other TaXeS . . o ot e 301
Self-employment Tax . ... 301
Taxon Unreported TIPS, . . o v v 301
Early Distribution TaxX. . . . .. oo 301
Household Employment Tax . ... ..o oo 307
First-Time Homebuyer Credit Repayment. . . ... ... ... . . e 308
Health Care Individual Responsibility ... ... ... .. . . 308
Additional Mediicare Tax . . .. .o 316
Net Investment Income Tax . . . ... 318
Federal Income Tax Withholding. . . . ... ... o 319
Estimated Tax Payments . . .. ... . 319
Refund Applied From Prior Year. . . ... .. . 319

© NATP Xi



Introduction to Tax Preparation

Refundable Credits . . ... 320
EFamed Income Tax Credit . ... ... o 320
Additional Child Tax Credit. . .. .. .0 324
American Opportunity Tax Credit ... ... . 329
Net Premium Tax Credit . ... .. 329
Amounts Paid With Extension . .. ... ... 339
Excess Social Security Withheld ... ... . .. 339
Credit for Federal Tax ONFUEIS. . . . . . oot e e 339
Other Payments. . ... .. e 339
DUue DilIgenCe. . . .o 340
FOm 8807 . . 340
Due Diligence Penalty . . . . ... 350
QUESHIONS 10 ASK . . . oo 350
Other Taxes, Payments, and Refundable Credits Review Questions. . ........... 351
Other Taxes, Payments, and Refundable Credits Review Answers. ............. 355
Completingthe Return. . . .. .. ... 359
RefUNG. . . 359
OWE TaX e 359
Estimated Tax Penalty . . .. ... o 360
Submittingthe Return . . ... .. o 360
Amendingthe Return. ... ... 361
Safeguarding Taxpayer Information . ... .. 361
Wrongful Disclosure or USe. . .o 362
Knowing or Reckless Disclosure orUse . ... ..o 362
Completing the Return Review Questions . ... ... .. o 371
Completing the Return Review ANSWErS . . .. ..o e e 373
Case Study .. ..o e e 375
APPENAIX . ottt e e e e e 385
Appendix A: Solution Case Study . ... ..o 385

Appendix B: Due Diligence Questionnaire .. ..., 391

Xii © NATP



