Miscellaneous Credits
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Presenter Notes
Presentation Notes
Lesson explains how to apply the nonrefundable credits for:
Retirement savings contributions
Elderly or the disabled


About Miscellaneous Credits

* 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 Notes
Presentation Notes
Review list of reference.s 	
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 — Miscellaneous Credits

* Determine if a taxpayer qualifies for the retirement savings
contributions credit and accurately complete Form 8880, Credit for
Qualified Retirement Savings Contributions

* Calculate the credit for the elderly or the disabled by completing Form
1040, Schedule R, Credit for the Elderly or the Disabled

* Time Required: 15 minutes



Presenter Notes
Presentation Notes
Review lesson objectives. 	
State the presentation time. 
Point out that, although TaxSlayer will calculate these credits, volunteers must enter the correct information and make the correct determinations based on Form 13614-C, client interviews, and resource materials.


* Retirement Savings Contributions Credit
* Credit for the Elderly or the Disabled
* Mortgage Interest Credit

* Residential Energy Credits

* Reporting Nonrefundable Credits




Key Terms

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

* After-tax Contributions * Nonrefundable Credit

* Adjusted Gross Income (AGI)  Railroad Retirement Benefits
* Annuity (RRBs)

* Before-tax Contributions * Refundable Credit

- Credit for the Elderly or * Retirement Savings
Disabled Contributions Credit

» Disability Income * Thrift Savings Account (TSP)

* Individual Retirement * Traditional IRA
Arrangement (IRA)

* Mortgage Interest Credit



Presenter Notes
Presentation Notes
After-tax Contributions: After-tax means the employee paid taxes on the money when it was contributed, i.e., the taxpayer has a cost basis in the plan.
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.
Annuity: A series of payments under a contract from an insurance company, a trust company, or an individual. Annuity payments are made at regular intervals over a period of more than one full year. 
Before-tax Contributions: Before-tax simply means that the employee did not pay taxes on the money at the time it was contributed, i.e., the taxpayer has no cost basis in the plan.
Credit for the Elderly or the Disabled: The credit for the elderly or the disabled is calculated on Schedule R and reported in the Tax and Credits section of Form 1040. 
Disability Income: This income comes from an employer’s disability insurance, health plan, or pension plan. The payments replace wages for the time the taxpayer missed work because of the disability. 
Individual Retirement Arrangement (IRA): A tax-sheltered savings plan set up by the taxpayer, generally for retirement income.
Mortgage Interest Credit: Taxpayers who hold qualified mortgage credit certificates (MCCs) under a qualified state or local government program may claim a nonrefundable credit for mortgage interest paid. 
Nonrefundable Credit: A nonrefundable credit can only reduce the tax liability to zero. Any excess credit is not refunded to the taxpayers.
Railroad Retirement Benefits (RRBs): Benefits paid to railroad employees working in jobs that are covered by the Railroad Retirement Act. The RRA has two components. Tier 1 is the equivalent of Social Security benefits and Tier 2 is like an employer’s pension plan.
Refundable Credit: Occurs when the amount of a credit is greater than the tax owed. Taxpayers not only can have their tax reduced to zero; they can also receive a "refund" of excess credit.
Retirement Savings Contributions Credit: The retirement savings contributions credit is a nonrefundable credit qualifying taxpayers may claim if they made a contribution to a qualified plan.
Thrift Savings Account (TSP): A retirement savings and investment plan that has been available to civilian employees of the federal government since 1987, and was made available to U.S. service personnel in 2002.
Traditional IRA: An individual retirement arrangement that is not a Roth IRA or a SIMPLE IRA.


Retirement Savings Contributions Credit

* Taxpayers who contributed to a retirement plan or IRA may be eligible
for the nonrefundable retirement savings contributions credit

* Use Pub 4012, Nonrefundable Credits tab, Retirement Savings
Contribution Credit — Screening Sheet to determine if a taxpayer
qgualifies

* Check taxpayer’s Form W-2 for amounts listed in box 12 and 14

» Refer to Form W-2 Instructions for a complete list of box 12 codes

* Distributions received during a testing period may reduce eligible
contributions



Presenter Notes
Presentation Notes
Explain that all credits discussed in this lesson are nonrefundable.
Remind students that nonrefundable credits are applied against federal tax in the order they are listed on Form 1040, Tax and Credits section, page 2.
Review the eligibility criteria for the retirement savings contribution credit in Pub 4012, Nonrefundable Credits tab.
Caution students that contributions designated under IRS Code Section 414(h)(2) are treated as employer contributions and do not qualify for the credit. 
Ask: What is the maximum contribution amount that can be applied to the credit? Answer: $2,000 per year per person.
Refer students to Form W-2 Instructions for box 12 codes and box 14.
Discuss distributions received during a testing period that reduce eligible contributions.
TaxSlayer Demo: Show how software calculates the Retirement Savings Contributions Credit and how the software will carry the appropriate contributions to Form 8880.


https://www.irs.gov/pub/irs-pdf/p4012.pdf
https://www.irs.gov/pub/irs-pdf/iw2w3.pdf

Credit for the Elderly or the Disabled

* Calculated on Schedule R and reported on Form 1040, Schedule 3

* Qualified individuals must be:
* Age 65 or older at end of tax year, or
* Under age 65, retired on permanent and total disability

* See Pub 4012, Nonrefundable Credits tab, Credit for Elderly or Disabled
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Presenter Notes
Presentation Notes
Discuss definition of mandatory retirement age and purpose of disability income. 
Display Schedule R and emphasize that it must be completed to determine if the taxpayer can claim the credit.
Ask: Why do so few taxpayers qualify for this credit? Answer: The taxpayer’s total income must be within certain limits, and most taxpayers’ Social Security benefits alone exceed the limit. 
Point out that Social Security amounts must be entered on the Social Security Benefits/RRB-1099 screen, even if no Social Security amount is taxable.
TaxSlayer Demo: Calculation of the credit for the elderly or the disabled.

https://www.irs.gov/pub/irs-pdf/f1040sr.pdf
https://www.irs.gov/pub/irs-pdf/p4012.pdf

Mortgage Interest Credit

* Mortgage credit certificates (MCCs) issued under a state or local
government program may qualify for a nonrefundable credit for
mortgage interest paid

* The amount of the credit is on the certificate

* This type of mortgage interest credit is out of scope



Presenter Notes
Presentation Notes
Caution students that taxpayers who hold qualified mortgage credit certificates (MCCs) under a qualified state or local government program and want to claim a nonrefundable credit for mortgage interest paid should be referred to a professional tax preparer.


Residential Energy Credits

Individuals who purchase qualified energy efficient improvements for
their main home may be allowed nonrefundable tax credits. There are
two types of residential energy credits:

* Residential clean energy credit (previously named the residential
energy efficient property credit), Form 5695, Residential Energy Credits,
Part I, which is out of scope for the VITA/TCE programs

* Energy efficient home improvement credit (previously named the
nonbusiness energy property credit), Form 5695, Part Il

This provision is extended through 2032. The credit is available for

certain qualifying energy efficiency improvements or residential energy
property costs.

For information about the residential energy credits, see the
Miscellaneous Credits lesson in Publication 4491.




Reporting Nonrefundable Credits

* Nonrefundable credits are reported on the applicable lines of Form
1040, Schedule 3

* Credits cannot exceed taxpayer’s federal income tax

e Refer to Pub 4012, Nonrefundable Credits tab for more information

ﬁf?ﬂﬁt ¢ Additional Credits and Payments R
Ateach i Form 1080, 1040-58, o 1040- MEL |24

om0 o o Tty m n.-|\_-\.-|

cpgrenriali iy Gt 10 ey pow Eonm 1040 for inetructions amd B intost nfcrmation, Eirpeers Mo 02
Flarmads) phamem on Vo WHE, 10E0-5H, o STHGHAA Foear genial saryertty meambar

HonreInGabie Greans

Fereign txx crerl ARBch Form 110 regared L . ¥
Creli] BOFCNHE 8] GO EE Cilfe SRPEGas T FOA 2241 e 17, A8En me'zm 4
Echicatian crecdils Som Form BS03, e 18 N B i F . B
Ratirement savings contnibuticns Credt Amhfmﬁiﬂﬁ . ;
RAasidaniial chasn enengy credt from Form 5595, ies 15

Eneergy affciant home smprovemnant cradgit irom Foerm S535, line 32
Oaned AeonEIUnaSBEECrecme

Geneml Dosingss crgdl, Aftach Fom3sin

Creail SO0 PR ol i Tl ABEN Fom B

Adeotioh cradit éSach Fom 83389

Cradit for mio eldeny of MSabled. ARach Sﬁheﬂ.ﬂ?ﬂ

Raserved lor fulure usa

Clagn vohichs copdt Atfach Fomn BOEG

Mortgage inferest credit. Afach IFoam G354

District of Coltenibia firstSmahomablsyer crecil Attach Fomrm 65581 |
Crumaned socing weichs oredr. Altaoh Form 5534 :
Altgematieg fiopl vehicia refusiing proparty credit. Aftach Form B&11
Credit o nolders of taxmedt bonosskttsch Form B9n2
Amoirt on Form ESTE, lne 2, Sea insirictions

i Cridil for piisiously rafiesd ki valilc los, Affact Fl:ffl"ﬂﬂﬂ

2 Diher nonretundabieioecss. List o@and @mount

En_glhl:llh."--

e|FS=dE 2 BE

_E——ToaeTenangs

5|2l



Presenter Notes
Presentation Notes
TaxSlayer Demo: Show how software calculates the total tax credits.

https://www.irs.gov/pub/irs-pdf/p4012.pdf

Out of Scope for this Lesson:

* Mortgage interest credit



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


Summary

* Taxpayers who contributed to a retirement plan or an IRA may be
eligible for the retirement savings contributions credit

* Form 8880 is used to calculate the credit

* Elderly individuals, age 65 or older, and individuals under age 65 who
retired on permanent and total disability may be able to claim a special
nonrefundable credit

e Schedule R is used to calculate the credit

» Taxpayers who purchase qualified energy efficient improvements for
their main home may be allowed nonrefundable tax credits.



Presenter Notes
Presentation Notes
Review Summary topics from Publication 4491.
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