Income from Form 1040
Wages, Interest
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Presenter Notes
Presentation Notes
First of nine lessons covering the Income section of the return 
Focus is income reportable on Form 1040, Wages, Interest, etc.
Critical component: distinguishing between taxable and nontaxable income



About Income from Form 1040 Wages, Interest, etc.

* 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

£ Bnrernal Rovenue Serve
MIM{H‘:‘M— Wages, nterest b Workout

Case Study 1: Multiple Forms W-2
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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 — Income from Form 1040 Wages, Interest, etc.

* Compute taxable and nontaxable income
* Distinguish between earned and unearned income
* Report income correctly on Form 1040

* Time Required: 30 minutes



Presenter Notes
Presentation Notes
Review lesson objectives. 	
State the presentation time. 	


* Determining taxable and Interest income

nontaxable income .
Dividends

* Reporting wages, salaries, tips, etc.
P & Wag P State and local refunds

* Scholarship and Fellowship income

Alimony

Income 1a Total amount from Formis) W-2, box 1 (soo instructions)

Household employes wages not reported on Fomis) W-2 .

Tip income not reported on line 1a (see instructions) A .
Medicaid waiver payments not reported on Formiis) W-2 (see lns'h'uctluns]

Taxabla dependant care benefits from Form 2441, line 26

Employar-provided adoption benafits from Form 8839, line 20

Wages from Form 8819, line 6 .

{Other eamed incomea (see instructions) e
Montaxable combat pay election (see rns.trumln:-ns:l WA | 1i |
Add lines 1a through 1h A e B Y
Tax-axempt interast . . . b Taxabile interest
Qualified dividends . . . b Ordinary dividends .
IRA distributions . . . . b Taxable amount .
Pensions and annuities . . b Taxable amount .
Social sacurity bonefits . . b Taxable amount .

If you elect to usa the lump-sum election method, check hera (see instructions)
FCanital agin ar fleeel AHtackh Sekhadada D raoniend i ned rooairnd chocle hnres

Attach Formis)
W-2 here. Also

I you did not
get a Form
W-2, see
instructions.

|
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Key Terms

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

* Capital Gain Distributions

* Earned Income

* Gross Income

* Ordinary Dividends

* Taxable Income

* Tax-exempt Income

* Unearned Income



Presenter Notes
Presentation Notes
Allocated Tips: Tips an employer assigns to an employee. They are in addition to the tips the employee reported to the employer. 
Capital Gain Distributions: Also called capital gain dividends. They come from mutual funds and real estate investment trusts (REITs). 
Earned Income: Any income received for work, such as wages or business income. 
Gross Income: All income received in the form of money, goods, property, and services that is not exempt from tax. 
Ordinary Dividends: Corporate distributions paid out of the earnings and profits of the corporation. 
Taxable Income: Any income subject to federal income tax. 
Tax-exempt Income: Interest that is exempt from federal income tax such as bonds issued by state and political subdivisions (county or city), District of Columbia, and U.S. possessions and political subdivisions. 
Unearned Income: Any income produced by investments, such as interest on savings, dividends on stocks, or rental income. 


Determining Taxable and Nontaxable Income

What are the differences between taxable and nontaxable income?

* Nontaxable (excludable)

Income Quick Reference Guide

e Gifts and inheritances

This list is a quick reference and volunteers should refer to Publication 525, Taxable and Montaxable
Inzome, for more information. Don't rely on this list alone. Some of the mcome items on this chart are Out
of Scope for VITA/TCE. Review the Scope of Service chart to identify Out of Scope items. Refer taxpayers
with Qut of Scope income to a professional tax preparer. Confirm that all income received by the taxpayer
has been discussed and shown on the return, if required. To determine taxability at the state level, check
with your state’s department of revenue.

* Exempt income

Table A - Examples of Taxabls Income
{Exmmples of income bo conzider when delemining whether & mium must be fied or Fa person mests e gross income fest for qualfying relsfie)

* Earned

*Woges, salaries, boruses, commizsions =Farm income * Riziroad retirement—Tier | (portion may be

M4 - ks divorce before 2019, se= How! | =F txable
e Received for WOrkK, SUCRH @S | | i oo o | i s sy crssmurier |- et tamert_Tie
’ » Arnuiies = Gambing winrings = Recovery of prior year deduciion® {medical,
b . . » Awards = Hobby income propery faxes, eic)
*Back = Granks ko busi . dmasier related, | = Risfunds of Slale and locdl o fax [
Wagesl USIneSS Income 'E:e‘alr:f-;arhudpa,'m:rt unzssemmp:ls:;sh:‘w " r:porh:lne:r* N reeme el
» Businexs ipcome S ef-=mployment ncome | = Inferest * Rientx [grozs rent)

* Unearned

* |Interest income from
investments

* Review Pub 4012, Income

tab, for examples

~ Carsh income:

» Compersafion for personal services
» Canceled debis’

= Direchor's fees

* Disabiity benefils [employerfunded)
* Discounls

* Divvidends

* Employee swands

» Employes bonuses

* Estaie snd trustincome

= Interest on e insumnce dividends

= [RA distibutions

= Jury duy fees

= Milkary pay (not exempl from tamafion))

= Milzry penzicn

= Monemployee compensation

= Noltary fezs

= Parneship, Esiale and 3-Cormporsfion
income [Echedule K-13, Taxpayer's share)

= Pemsionz

*Przes

= Puritive damage sward

* Rewards

* Rioyafies

= Severance pay

= Sef-employment jgrss income|

= Social Security benefils (nduding 320U -

perfion may be taxable — (See Tek D, lncome,
Fom SE4-1029/RRE-1099 Tier 1 Distriutions)

= Supplemental unempleymen benefils
» Tamsible scholarships and granks

= Tips and geatuibies

= Tribal per capits psymenks

= Unemploymen] compernsaton

Footnotes

' the taxpayer mceived s Fom 1099-C, Cancelintion of Debé, in relabion fo their main home, & can be nostmmble, 2 i= forgiveness of cedsin

shudent loans

“¥ iemized in year paid and s were eeduced became of deduction



Presenter Notes
Presentation Notes
Discuss examples of taxable and non-taxable income; Pub 4012, Income tab 
Ask: What are the differences between earned and unearned income?
Ask: What income must be reported on the tax return, but is not included in income?
Discuss examples of tax exempt income





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

Determining Taxable and Nontaxable Income

Examples of income items used to determine entries in TaxSlayer.

* Review Pub 4012, Using TaxSlayer® Pro Online tab, Navigating
TaxSlayer chart

Navigating TaxSlayer® Pro Online

W omm il g T + a

* Tax Forms:
* W-2
* 1099-INT
* 1099-DIV
* 1099-G

L SR B | S T A A R

| ey ey, i | SR




Determining Taxable and Nontaxable Income

* Remember: Volunteers probe taxpayers to determine all sources of
income

* Media: Videos & Audio for topic
* FAQ, 1099-DIV Dividend Income

* End of topic—Q & A



https://www.irs.gov/faqs/interest-dividends-other-types-of-income/1099-div-dividend-income

Reporting Wages, Salaries, Tips, etc.

* Form W-2: Issued to employees by January 31, reports wages and other
compensation

* Pub 4012, Income tab
* How/Where to Enter Income

Safe, accurate, &= Vizit the [RS wabsite
‘45 noog  FAST! Use "‘e A f"e www.irs.govieflle

1 Wages, Ups, other compensation || 2 Federal incomea Tax withheld

* Form W-2 Instructions e T T

5 Medicare wages and tips & Medicare tax withheld

T Social security tips 8 Allocated tips

g 10 Dependent care bensfits

.| 41 Mongualified plans 12a Sea instructions for box 12 |

2|
12¢
5 |

12b
L



Presenter Notes
Presentation Notes
Display Pub 4012, Income tab, How/Where to Enter Income 
Display Pub 4012, Income tab, Form W-2 Instructions 


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

Reporting Wages, Salaries, Tips, etc.

* TaxSlayer Practice

* Click Income from Federal Section, then click Wages and Salaries

* Complete Form W-2

* To enter tips not shown
on Form W-2, click on
Other Taxes from Federal
Section, then Tax on
Unreported Tip Income
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Presenter Notes
Presentation Notes
Click Income from Federal Section, then click Wages and Salaries 
Complete Form W-2
To enter tips not shown on Form W-2, click on Other Taxes from Federal Section, then Tax on Unreported Tip Income 


Reporting Wages, Salaries, Tips, etc.

* Remember:

* Household employees earning less than $2,200 may not receive a
Form W-2, but the income must be reported

* Self-employed taxpayers who receive tips should include their tips in
gross receipts on Schedule C
* Media: Videos & Audio for topic
* Missing Form W-2 (YouTube video)

* End of topic—Q & A



https://www.youtube.com/watch?v=AY9ezFFpBEM

Scholarship and Fellowship Income

* Taxable scholarship income may be reported on Form W-2 and Form
1098-T

* If the taxpayer did not receive a Form W-2, the taxable amount
should still be reported

* Review Pub 4012, Education Benefits Tab, Tax Treatment of Scholarship
and Fellowship Payments

[ | CORRECTED

FILER'S nams, strest address, city or town, state or province, country, ZIP or | 1 Payments received for OME No. 1545-1574
foreign postal code, and telephone number gualfied tution and related
EXpanEes

: 2024 Statement

Forn 1008-T
FILEA'S employer identification no. | STUDENT'S 1IN 3 Copy B
For Student

STUDENTS name 4 Adjustments made for & & Scholarships or grants
pricr year This is important
tex information
$ % and is baing
Ttreet address [noluding apt. no) © Adjustments 1o T Checked ff the amount baneiegitatn
scholarships or grants in box 1 includes EL5. Fhis horm
for & prior year emounts for an st be used to
o g eiiyleny

inning .J o cl ucation

% rﬁ;h 2|:|I;25 O credits. Giva it to the
Senice ProvidenAccL. No. (588 m=tr) B Checked 7 at least B Checked f  graduze 10 I, contract rembJrerund %mﬁim

half-time student | student Ols

Cify or town, state or province, country, end ZIP or foreign postal code

Form 1098-T {keep for your reconds) www.iTs.gow/Form 1 088T Department of the Treesury - Intemal Revenus Service



Presenter Notes
Presentation Notes
Review the information in the Volunteer Resource Guide, Education Benefits tab, to determine if any part of a scholarship or fellowship is taxable.
Refer students to Form 1040 Instructions and Publication 970, Tax Benefits for Education, for additional information.

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

Interest Income

* Interest income (unearned income) is reported on Form 1099-INT

* Common sources: savings accounts, CDs, saving certificates,
government bonds, interest on insurance proceeds, loan interest

* Enter interest income e LlOOTECTGded

o torsign postal coca, and tokspnons no
Fom 1099-INT

. . Int i
as directed in the - e g i
software e

PAYER'E T RECIFIENTS T 5
Jinfares? on LLE. Sxwings Biords and Treamury cblgaioms

Copy B

For Reciplent

Retaived money [Tam any of the 'mwlnﬂ-ﬂ'l_ﬂ:ﬁ.li-l.' I 10 Ded i lipded (To be completed by certified volunbesr) Tmﬂfﬂmﬂ
I (8] Wages a8 5 pan-trs or full-lime smgloyes O (B w-2s M of faimrrs:
Hiv' mearry ol
O 1B844) Tips O (B4} Tios {basic wiven reponsd on W2
] (A} Rteameil SEcounl péfdion of rfmly pitcesds O] (BAl 1058-R [hasic when Lcable amcuil 1§ fepofed)
[ (B} Desabilty bisnefis Mumber of fosms
O 18] Secial Secunty or Radnad Retramseni Barslts O (8} 33A-1099, RRB- 1090
O] (B) Unempioymenn benedes 0 (8) 1099-G Numbes of farms
] (8} Refund of state or local mcome ] Déd you recsive o rofond of stabe or iocaltaxes [ Yes [ Mo
] DOsd yous lemiss kst year O Yes [J Mo
I (8] Intedest of dvidends (Dank pcopund, DonE. 0.} O (5 10 D-BNTIDN  Mumbes-of foms
[ (A) Sale of siocks, bonds o el estiie O 1A} 10e8-8 mimbes of korms [ =T
D you repa 3 I09s on ksl year's rebam O Yes [O Ha brokerags stalement) O Capital LoSs camypower
O 181 Almany O (&) Almony Armount §
Excudedhomincome [l Yes []Mo



Presenter Notes
Presentation Notes
Form 1040, lines 8a and 8b for Taxable and Tax-exempt Interest
Discuss substitute 1099-INT Brokerage statements
TaxSlayer will file Schedule B if required
Go over taxable and tax-exempt entry instructions

http://www.irs.gov/pub/irs-pdf/f1099int.pdf

Dividends

* Reported to the taxpayer on Form 1099-DIV
* Ordinary dividends
* Section 199A dividends
* Qualified dividends: Eligible for lower tax rate

* Review Pub 4012, Income tab,

Dividend Income (Form 1099-DIV)

Dividend Income .

* See Publication 17, Dividends SR T o
and Other Distributions for conmeE
more details

ayer TIN or LIN

Fayei's Ackdrsas

D Check hane i forelgn address



Presenter Notes
Presentation Notes
Explain Section 199A dividends are a subset of ordinary dividends and are eligible for the qualified business income deduction.

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

Dividends

* Generally, all dividend

CORRECTED (if checked)

ountry, ZIF

income is reported on

Form 1040, lines 3a and
3b, Qualified Dividends
and Ordinary Dividends.

1a Total ordinary dividends

$

1b Qualified dividends

$

COMB Moo 1545-0110

rorm 1099-DIV

[Rev. January 2024)

Far calendar yaar

Dividends and
Distributions

2a Total capital gain distr.

$

2 Unrecap. Sec. 1250 gain

$

CopyB
For Recipient

Capital Gains Distributions

2¢ Saction 1202 gain

$

2d Collectibles (28%) gain

$

2e Saction BT ordinary dividends

$

2f Section 857 capital gain
3

will appear on Form 1040

was withheld.
I you did not
get a Fom
W-2, se8
instructions.

Employar-provided adoption benefits from Form 88385, |
Wages from Form 8018, lina & .

Oiher eamead income (see instructions) 5
MNontaxable combat pay election (see mtrumlnns]

Add lines 1a through 1h :

Tax-sxempt interest . . . | |

Qualified dividends . . . |

[T -

J

Attach Sch. B
if required.

3 Mondividend distributions

Cmrdicen 10048 Aividonde

4  Federal income tax wi

$

This iz impaortant tax
informiation and is

A
ne 29

L4 |

R Inacctrnond o

bsminn fierni=khad to
| ars

file a

ance

b Taxable interast

b Ordinary dividends .

e )
e PR . 1

IRA distributions .

b Taxable amount .

Standard

Desduscction for— Pensions and annuities .

b Taxable amount .

= Single or Social security banefits .

b Taxable amount .

Marmied filing
separately,
14,800

= Married filing
jointly or
Quaifying
SUrViving spoLUse,
20,200

= Head of
household,

$21,900
w1 arun ~hiaebiad

Additional income from Schedule 1, line 10

cw~, pgefel

Adjustments to income from Schedule 1, line 26

If you elect to usa the lump-sum election method, check hera (see instructions)
Capital gain or (loss). Attach Schedule D if required. If not requirad, check hare

Add lines 1z, 2b, 3b, 4b, &b, 6b, 7, and B. This is yourtntal incomea .

Subtract line 10 from line 9. This is your adjusted gross income
Standard deduction or itemized deductions (from Schedule &)

ather
iy be
o if

able
#IRS
t has

irted.



Presenter Notes
Presentation Notes
Ask: What are Capital Gain Distributions?
Answer: Capital Gain Distributions come from mutual funds and real estate investment trusts (REITs). Taxed at lower long-term capital gains rate.



Dividends

* Ask taxpayers for their annual brokerage statement if they did not
receive Form 1099-DIV for a dividend

* Schedule B is needed if the taxpayer’s ordinary dividends are greater
than $1,500

* Out of scope: Form 1099-DIV boxes labeled Unrecap. Sec. 1250 gain,
Section 1202 gain, Cash ==
liquidation distributions, = [FEmmmmmT TS T
and Noncash liquidation =
distributions

* Media: Videos & Audio oo
for topic S
* FAQ: 1099-DIV Dividend |7~ T &
Income



https://www.irs.gov/faqs/interest-dividends-other-types-of-income/1099-div-dividend-income
https://www.irs.gov/faqs/interest-dividends-other-types-of-income/1099-div-dividend-income

State and Local Refunds

* Will be shown on Form 1099-G

* Report only if:
* Taxpayer itemized deductions last year, and
* Received an income tax benefit.
* Do not report if state sales tax was deducted.

* Taxable refund is reported on Form 1040, Schedule 1

1 CORRECTED i chached

* Click Income from
the Federal Section LT e ey
then state and local et .

Ty ™R

refunds g : i For Becient

o T

iy i e L

TR e

O LT i Ewe

Ll Y
Bl itk Wkl gl Mo Ly -
ol i ol i
(IR DO Ty el
Sy o R, kil 0 i, (Y A ST G e el P o
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Presenter Notes
Presentation Notes
Point out: students should refer taxpayers to a tax professional if they received a state or local tax refund in the current year for a tax year other than the previous year.

http://www.irs.gov/pub/irs-pdf/f1099g.pdf

Alimony

* Do not confuse child support payments with alimony

* Where do you get alimony information?

* Ask the taxpayer if they have:
* Post 1984 and pre 2019 divorces
* Post 2018 divorces

* How do you report alimony?
* Form 1040, Schedule 1, if receiving
* Schedule 1 Adjustments to Income section
if paying
* For any divorce or separation instrument executed after December 31,
2018, or modified after that date, alimony and separate maintenance

payments are not deductible by the payor spouse and are not included
in income by the recipient of the payments.



Presenter Notes
Presentation Notes
Remind students that child support is not alimony.
Demonstrate where to get alimony information, and note:
Taxpayer reports as income when received
Taxpayer reports as adjustment when paid
Demonstrate how to report alimony:
Received alimony goes on Form 1040, Schedule 1, line 11 (Click on line 11 from 1040 View or click Income from the Federal Section, then Alimony Received )
Paid alimony goes in the adjustments section, (1040 View or click Deductions from the Federal Section, then Adjustments, and Alimony Paid)


Alimony

* Getting information about alimony
* Form 13614-C
* Pub 4012, Adjustments tab, Alimony Requirements

LI VEF HEnmad GF #hle OF i mEoime 1 LB N3 ftip restirnd ) retured o SEN0S OF MO LIXEs ] Yes LI m&
[ Oid you femite Ll pet Cl¥es [1Ha
O (B} nberest of dhvadends (bank account, bonds, etc.b O3 i85 1085-NTION  Wumber of R
O (Al Sake of slocks, Donds of mal ekl LR ] Mumber of formms (g
D pou feport 3 loas on o year's fetum 0 Yes [ Mo inerage siaterrent) 1 Capital Loas canyower
O (B} Abmody O (B) Adimiosy Agnoiaen &
Excheid rom incoma OYes 0Ok

L (M) Eradiaveds 1T0eTh PEEvnG UL youl NouiSe o 3 To0eT iR your housa [0 1M Rental ncom

i yos, didl OU L T dwailing: undl 35 3 parsonal resisencn and
renl / for tew than 15 days O ves [ Mo

[ ncome incm nenbng perscndl property such 38 a vehics
1T TEF I S CReenaer G LI {0 R S RO Cart S

O (A Contrbutioss. io & helneisl Soooud O3 A RA. 400, eic chedicion
] ey ™iants 1 i SUEEFSd File bl pian [ 400 Saieirs e
[ (B} Schol suppds by a leacher, inactar's ads or other sducaicr  [J (B Educalor axpersas deduction
[ Bk AR Rarments (00 Nol g Tk S| [ 420 Almandy Do &ih 00508 35H 3
Adusimen io incoma O] Yes [ Mo

D any of thes oo happen during 2024; Enloammation Lo Neport (1o be comphetsd by cerlified selanlss | Hotes i omments

O (Bl Wirii oF sising i your Exmily ok St il ity O 180 Taxaki sEholurgfe NComes
{lmchnical 3chool coliege, job related. &5 ) 3 185 105E-T (demized sixemsnt fiom school, insoice, #lc_j
O {51 Educalion credil or uion and fees deduchon

] iAh Soll a hame [ 1A) Saks of homes | 1099-5]
O] A Hase @ Nl S0angsS aCoount (HIA) [0 HSA o0 TluItrns. [0 H3A asinbutons.
[ i) Purchase Paalh maeance Hirough The Marketpisce [Exchange] [ (AN 10654

0 &b Purchase and insiall ereegy-aicient home dems {(ncampls O 181 Energy efficent hame mprovemant credil



Presenter Notes
Presentation Notes
Go over Adjustments Tab, Alimony Requirements

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

Summary

* This lesson covered:
* Income reported on Form 1040 and Schedule 1
* Differentiating taxable and nontaxable income
* Earned and unearned income

* Check your understanding of this lesson by going to Certification Warm
Up on your student landing page

v = =
| W (haw | |

Skills Certification Media: Videos TaxWise
Workout Warm Up & Audio Tutorial



Presenter Notes
Presentation Notes
Review Summary topics from L&LT or 4491


Out of Scope for this Lesson:

* Taxpayers with income from the following sources:
* Other gains/losses
* Farm income
Accrual method for reporting income
Taxpayers who buy or sell noncovered bonds between interest payment dates

Form 1099-INT, with entry in Specified private activity bond interest box subject
to AMT

Adjustments needed for any of the amounts listed on Form 1099-0ID, or if the
taxpayer should have received Form 1099-0OID but did not receive one

Form 1099-DIV, boxes labeled Unrecap. Sec. 1250 gain, Section 1202 gain,
Cash liquidation distributions, and Noncash liquidation distributions

State or local income tax refunds received in the current tax year for a year
other than the previous tax year

Alimony/divorce agreements executed before 1985

Minister tax returns with parsonage/housing allowance



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


Practice

* Select the problems from L&LT Skills Workout based on your
certification course of study

* Complete the exercise



Presenter Notes
Presentation Notes
Verify students have correctly entered the income. 
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