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Presenter Notes
Presentation Notes
This lesson covers the Adjustments to Income 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 adjusted gross income (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 Notes
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

* Identify 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: 60 minutes



Presenter Notes
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.


Topics

2

* Educator Expenses
* Self-Employment Tax
* IRA Contributions
* Health Savings Account
* Self-Employed Health Insurance Deduction
T
=&

* Penalties for Early Withdrawal

* Alimony Paid
e Student Loan Interest
* Jury Duty

e Other Adjustments to Income




Key Terms

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

* Alimony

* Coverdell ESA

* Modified Adjusted Gross Income (MAGI)

* Nondeductible Traditional IRA Contributions

* Traditional IRA



Presenter Notes
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.
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

* Self-employed health insurance

* Penalties on early withdrawal of savings
* Alimony

e Contribution to an IRA or HSA

* Student loan interest

* Jury duty income repaid to employer

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

* Review Pub 4012, Tab E, Adjustments



Presenter Notes
Presentation Notes
Review Pub 4012, Tab E, Adjustments


Educator Expenses - &

||

* Eligible educators can deduct up to $300 of qualified expenses

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

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

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



Presenter Notes
Presentation Notes
Remind students which expenses qualify for deduction.
Explain that educator expenses are reported in the adjustments section of Form 1040.


Self-Employment Tax

* A portion of self-employment tax can be subtracted from total income
* The self-employment tax is automatically calculated from Schedule SE

* Self-employed health insurance deduction is in scope for returns
without Premium Tax Calculations
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Presenter Notes
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
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Alimony Paid |£ N

* 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, Tab E, Adjustments, Alimony Requirements, the Alimony
chapter in Pub 17, and Pub 504, Divorced or Separated Individuals

Alimony Requirements
(Instruments Executed After 1984)

Payments ARE defined as alimony if all of the Payments AREN'T alimony if any of the following are
following are true: true:

Payments are required by a divorce or separation Payments aren't required by a divorce or separation
instrument. instrument.

Payer and recipient spouse don't file a joint return with Payer and recipient spouse file a joint return with each
each other. other.
Fayment is in cash or cash equivalents (including checks FPayment is:
or money orders). = Mot in cash,

. dad



Presenter Notes
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/pub/irs-pdf/p4012.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 $7,000 (58,000 if age 50+)
* Contributions cannot be more than taxpayer’s yearly compensation

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

in the Form 1040 Instructions

* To add IRA contributions, go to
the adjustments tab and click
begin on the IRA deduction line.
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Presenter Notes
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


Health Savings Accounts (HSA)

* Review the taxpayer’s intake/interview & quality review sheet to see if
the HSA box is checked

* The taxpayer (or spouse’s) Form W-2 will contain code W in box 12 for
employer contributions

* The taxpayer (or spouse) should have a Form 1099-SA with an x in the
box showing distributions from an H.S.A

* See Pub 4012, Tab E, Health Savings Accounts for contribution limits



Presenter Notes
Presentation Notes
Demonstrate how to enter student loan interest using the Student Loan, Education Worksheet from Form 1040 Instructions. 
Remind students that a Married Filing Separately taxpayer cannot claim the deduction.

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

Student Loan Interest IQ

* Generally the smaller of $2,500 or the interest paid that year on a
qgualified 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, Tab E, Adjustments:
* Student Loan Interest Deduction at a Glance

* See Pub 970, Tax Benefits for Education

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



Presenter Notes
Presentation Notes
Demonstrate how to enter student loan interest using the Student Loan, Education Worksheet from Form 1040 Instructions. 
Remind students that a Married Filing Separately taxpayer cannot claim the deduction.

http://www.irs.gov/pub/irs-pdf/p4012.pdf
http://www.irs.gov/pub/irs-pdf/p970.pdf

Summary

* This lesson explained how to identify and claim adjustments to income:
* Educator expenses
* Deductible portion of self-employment tax
* Self-employed health insurance deduction
* Penalty on early withdrawal of savings
* Alimony paid
* |IRA deduction
* Health Savings Account
* 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 Notes
Presentation Notes
Review Summary topics from 4491


Out of Scope for this Lesson:

* Other adjustments to income on Form 1040, such as:

* Self-employed health insurance deduction with premium tax credit
calculations

* Self-employed SEP, SIMPLE, and qualified plans
 Certain business expenses of performing artists
* Domestic production activities deduction

* Form 8606, Nondeductible IRAs



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