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1. WHAT IS A TAX PREPARER AND
THE REQUIREMENTS?
A paid tax preparer is any person who prepares for compensation or
employs others to prepare for compensation, all or a substantial portion of
any tax return or claim for refund.
Must Be 18 years of age or older.
Must be knowledgeable & demonstrate competences in tax matters.
Possess a Current Preparer Tax Identification Number (PTIN).
Has not engaged in any conduct justifying suspension or disbarment.
Tax return preparers are not only responsible for assisting taxpayers in filing
complete, timely, and accurate returns, but also help educate taxpayers
about the tax laws, and facilitate electronic filing.
As a paid tax preparer, we are held to a higher standard for preparing
quality tax return than those who prepare taxes for no compensation.
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Enrolled agents, certified public accountants, and attorneys have unlimited
representation rights before the IRS. Tax professionals with these
credentials may represent their clients on any matters including audits,
payment/collection issues, and appeals.
Preparers without the aforementioned credentials beginning with returns
filed after December 31, 2015, only Annual Filing Season Program
participants have limited practice rights. They may only represent clients
whose returns they prepared and signed, but only before revenue agents,
customer Service representatives, and similar IRS employees, including the
Taxpayer Advocate Service.
They cannot represent clients whose returns they did not prepare and they
cannot represent clients regarding appeals or collection issues even if they
did prepare the return in question.
Tax return preparers who have an active PTIN number, but no professional
credentials and do not participate in the Annual Filing Season Program, are
authorized to prepare tax returns only. They have no authority to represent
clients before the IRS (except regarding returns they prepared and filed
December 31, 2015, and prior).
Annual Filing Season Program - This voluntary program recognizes the
efforts of return preparers who are generally not attorneys, certified public
accountants, or enrolled agents. It was designed to encourage education
and filing season readiness. The IRS issues an Annual Filing Season
Program Record of Completion to return preparers who obtain a certain
number of continuing education hours in preparation for a specific tax year.
Regardless of the credentials, tax preparers are trusted with tax clients’
most personal information such as date of birth, income, social security
number, and details of their financial life. Therefore, it is important that
preparers do not use improper tax practices or misconduct.
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The most important element of preparing a quality tax returns begins with
communicating the tax process, listening to the spoken and unspoken
words of the taxpayer and asking the right question.
In order to prepare quality tax returns, you must make reasonable inquiries
as a well informed tax preparer who is knowledgeable in the tax law
especially if it appears that the information provided appears to be incorrect,
inconsistent, or incomplete.
You must know the tax law for each credit claimed on a return or claim for
refund you prepare and use that knowledge to ask your client the right
questions to get all the relevant facts to determine your client's eligibility for
the credit(s) and the correct amount of the credit(s)
Ask as many questions as necessary in order to feel comfortable with
preparing the tax return and document the additional questions and
answers known as due diligence.
According to Circular 230, you must make reasonable inquiries if the
information furnished appears to be incorrect, inconsistent, or incomplete.
If at any time, you feel uncomfortable or discern the information being
provided is inaccurate, you have the right to refuse to prepare that tax
return.
Do not put your career in jeopardy by preparing a tax return that has unclear
statements or logic.
It is your responsibility as a knowledgeable paid tax professional to use
judgment, tax facts, and IRS publications to determine whether the
information provided is incorrect, unclear, or unethical. As a best practice,
ask questions that will prompt the client to provide a more
in-depth response.
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Misconduct of a paid tax preparer
1. Use information that you know, or have reason to know, Is incorrect.
2. Inaccurately or unreasonably omit information from a tax return to increase a
taxpayer’s tax refund or reduces the amount of liability owed.
3. A willful attempt to evade the payment/assessment of any Federal tax.
4. Cash, divert or split a taxpayer's refund by any means, electronic or
otherwise.
5. If you endorse or negotiate checks Issued to a client.
6. Any willful violation of Circular 230 provisions.
7. Withholding tax clients’ returns
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Tax clients have the right to report you for any of the following actions:
1. If you filed a tax return using their name and/or Social Security Number
without their knowledge or consent
2. If you altered their tax return without their knowledge or consent
3. If you provided them with a copy of their tax return which is different from
what was filed with the IRS
4. If you received all or a portion of their refund without their knowledge or
consent
5. If you had their refund or a portion of their refund direct deposited into an
account that was not theirs
6. If you promised them a refund that they never received and the IRS did not
contact them about the refund
7. If you promised them a refund but they received a refund for a different
amount and the IRS did not contact them about the refund
8. If you promised them a refund but you gave them a check that "bounced"
If found guilty all paid tax return preparers are subject to civil penalties for
actions ranging from knowingly preparing a return that understates the
taxpayer's liability to failing to sign or provide an identification number on a
return they prepare. Tax return preparers who demonstrate a pattern of
misconduct may be enjoined from preparing further returns. Additionally, the
IRS may pursue and impose criminal penalties against a tax return preparer for
the most severe misconduct. Review Circular 230
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2. BEST PRACTICES & REQUIREMENTS
WHEN FILING A TAX RETURN
As best practice, to help prevent identity theft and tax fraud, tax preparers
should confirm the identity and taxpayer identification numbers (TINs) of
taxpayers, their spouses, dependents, and others contained on the returns to
be prepared.
To confirm identities, the preparer can request a picture ID reflecting the
taxpayer's name and address and social security cards or other documents
providing the TINS of all individuals to be listed on the return.
One id should be a picture id, the other one can be a government-issued
identification.
ACCEPTABLE FORMS OF IDENTIFICATION
1. Valid driver's license (U.S.)
2.Employer ID
3.School ID
4. State ID (U.S.)
5. Military ID
6. National ID
7.Visa
8. Passport
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lf a tax preparer cannot substantiate a taxpayer's identity, or if you are
uncomfortable accepting the items presented as proof of identity, the taxpayer
should be advised to return with an acceptable form of identification.
SOCIAL SECURITY CARDS
Social security cards are used to verify the taxpayers identification number and
the correct spelling of names of all individuals listed on the tax return.
Taxpayers should provide original or copies (paper or electronic) of social
security cards or an acceptable substitute such as a letter from the Social
Security Administration (SSA), Form SSA-1099, a Medicaid or Medicare card
that includes the letter “A” after the SSN, and/or any other verification issued
from the SSA.
You can accept Food Stamp letters or any other government-issued form that
has the taxpayer's name and social security number.
In order to qualify for credits such as Earned Income Tax Credit, the tax client
and/or spouse (if filing a joint return) must have a Social Security number of
Social Security Administration that is valid for employment and that is issued
before the due date of the tax return including extensions.
If the child was born and died during the year, you do not need a SSN.
Although it is not a requirement by the IRS, you can make it a best practice in
order for individuals to engage in service with you to provide both picture id and
social security card.
Generally speaking, clients will more likely qualify for services such as bank
products (if your office offers them) that requires valid picture identification.
As a best practice, create a checklist of items for your clients to bring to help
you with preparing an accurate return.
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Low-income areas are more likely to have identity theft and tax fraud.
Keep a copy of everything that the client provides during the interview that
provides proof that they qualify for credits and helps to compute the amount
of their refund.
Educate your clients to keep records (paper or electronic format) of all the
documents used to prepare their return and a copy of the return in case of
an audit or review.
Income reporting forms such as w2s, 1099s, may have more than one copy,
you keep all the copies except for the one labeled for the tax client. For
instance, on a w2, the client receives copy B.
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Period of Limitations that apply to income tax returns for tax clients.
1. Keep records for 3 years generally.
2. Keep records for 3 years from the date the taxpayer filed the original return
or 2 years from the date he/she paid the tax, whichever is later.
3. Keep records for 7 years if the taxpayer filed a claim for a loss from worthless
securities or bad debt deduction.
4. Keep records for 6 years if the taxpayer do not report income that should
have been reported, and it is more than 25% of the gross income shown on the
original return.
5. Keep records indefinitely if the taxpayer do not file a return.
6. Keep records indefinitely if the taxpayer file a fraudulent return.
7. Keep employment tax records for at least 4 years after the date that the tax
becomes due or is paid, whichever is later.
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Period of Limitations that apply to income tax returns Record-Keeping
Requirement for tax preparers

Keep the following:
1. A copy of the form 8867, Paid Preparer's Due Diligence Checklist
2. A copy of worksheets or equivalent documents
3. A copy of any questions you asked your client to comply with the knowledge
requirement and your client’s responses
4. A copy of any documents your client gives you on which you relied to
determine eligibility for a credit or to compute the amount of a credit
5. A record of how, when, and from whom you obtained the information used
to complete the return

Keep these documents for 3 years from the latest of the following:
1. The due date of the return
2. The date you electronically filed the tax return
3. The date you presented the paper return to your client for signature
4. The date you gave the part of the return for which you are responsible to
the signing tax return preparer, if you are a non-signing tax return preparer
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You can not file anyone's taxes with a paycheck stub, but you can provide an
estimate. The final tax return must be completed with the same forms submitted
to the IRS or business income/expenses.
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Consent to Use of Tax Return Information (Form 7416) must be
completed by tax client(s) before offering any additional services outside of
tax preparation.
It is used to grant permission for a tax preparer to use tax information in
providing services other than tax preparation.
A taxpayer does not need to complete a consent form to engage in only tax
preparation services. However, most tax offices require that it is reviewed
and signed before the tax preparation process by the client just in case
additional services are needed.

TYPES OF SERVICES OTHER THAN TAX PREPARATION
Bank products
Audit protection
THIS IS NOT AN ALL
INCLUSIVE LIST

Refund Loans
Insurance
Financial Aid
Banks
Government Agency
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CONSENT TO USE OF TAX RETURN INFORMATION
For the purposes of this consent form, “we,” “us,” and “our” mean
__________________________
(Printed Name of Tax Preparer)
Federal law requires this consent form be provided to you. Unless authorized by law, we cannot
use your tax return information for purposes other than the preparation and filing of your tax
return without your consent.
You are not required to complete this form to engage in our tax return preparation services. If
we obtain your signature on this form by conditioning our tax preparation services on your
consent, your consent will not be valid. Your consent is valid for the amount of time that you
specify. If you do not specify the duration of your consent, your consent is valid for one year
from the date of signature.
If you do not consent, you may still have your tax return prepared and electronically filed by us
for a fee.
For your convenience, we have entered into an arrangement with third parties to provide
qualifying taxpayers with the opportunity to apply for an Electronic Refund Disbursement
Service and/or Loan product. To determine whether these products may be available to you,
we will need to use your tax return information in order to calculate the amount of your
anticipated refund.
If you would like us to use your tax return information to determine whether these products may
be available to you while we are preparing your return, please sign and date this consent to the
use of your tax return information.
By signing below, you authorize us to use the information you provide to us during the
preparation of your 2019 tax return to determine whether to present you with the opportunity to
apply for these products and services.
Printed Name of Taxpayer: _____________________________________________________
Taxpayer Signature: ________________________________Date: _____________________
Printed Name of Joint Taxpayer (if applicable): ______________________________________
Joint Taxpayer Signature (if applicable): _________________Date: ______________________
If you believe your tax return information has been disclosed or used improperly in a manner
unauthorized by law or without your permission, you may contact the Treasury Inspector
General for Tax Administration (TIGTA)
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Paid Preparers’ Best Practice:
1. Communicate clearly with the client regarding the terms of the engagement.
2. Establish office procedures as to how you will conduct an interview and
documentation that the client will need to bring and/or sign.
3. In the Gramm-Leach-Bliley Act, the “Safeguards Rule” requires individuals
involved in providing financial products or tax preparation services to ensure the
security and confidentiality of customer records and information. Pub 4557
4. Come to a conclusion as to how you handle each file by evaluating & relating
applicable laws & arriving at a conclusion supported by the law and the facts;
then advise the client in a language that is understood how the conclusion is
reached.
5. Act fairly and with integrity.
6. Anything that can come back on you in a negative way or damage your
reputation as a reputable tax preparer, stay away from it.
7. If a client has made an error or has omitted information from any return,
document, affidavit, or other submitted documents, the practitioner must
promptly advise the client of the noncompliance, omission or error and the
consequences. If the client refuses to make the correction, you must refuse to
preparer the return. But the preparer is not required to notify the IRS.
8. Due diligence must be exercised by the tax preparer in preparing documents
and oral and/or written representations to be submitted to the IRS.
9. You are allowed to rely on the work of another tax preparer if it is presumed
that the practitioner has exercised due care in the oversight of the work of
others and the practitioner used reasonable care in engaging, supervising,
training, and evaluating the person, taking proper account of the nature of the
relationship between the practitioner and the person.
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Office Forms
Most of the forms that tax offices use are not required, however, they are
implemented as best practices to help with preparing accurate files. In case
of an audit, the IRS will also use whatever forms, methods, and procedures
that the office has put in place during the review.
Many tax offices make it a requirement for clients to complete forms.
Forms assist with gathering pertinent information to help speed up the
interview process, comply with due diligence & help with computing credits
that the client may qualify for.
Sample forms may be a lobby sheet, datasheet or informational sheet,
engagement form, and other documents.
Whatever process is implemented in the office is recommended for clients
who you prepare returns that you know and who you don’t know. In
addition, if your client is virtual, the requirements should still be the same.
Generally, by completing the forms, the taxpayer is agreeing that whatever
information that is provided is correct and to the best of his/her knowledge.
In addition, he/she understands that you are using the information provided
to prepare the tax return.
Although the client sign the form, you still may have to ask additional
questions.
During an interview, be sure to listen for any discrepancies, ask additional
questions for clarity, and make sure you are comfort with preparing the tax
return.
If you are not comfortable with the answers or credibility of the client’s
information, then Circular 230 dictates you should not prepare the return.
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Take your time to perform a thorough interview.
Don't be afraid to ask questions.
Clients are more likely to answer questions when you explain the process in
the beginning.
Before leaving the tax office, the client is to receive a copy of all signed
documents and original documents of information provided to prepare the
return.
You can send the documents to the client either electronically or give the
client the paper version.
Both you and the clients may retain the documents in paper format or
electronically.
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BEST PRACTICE INFO NEEDED TO FILE A TAX RETURN
1. Valid picture id
2. Social Security Card For taxpayer and/or spouse
3. Occupation
4. Two different telephone numbers
(two numbers are needed for bank products)
5. Dependent social security card & birth certificate
(verification of relationship & date of birth)
6. For new clients a copy of the prior year's tax return is necessary in case
there is a difference in a refund; to review any changes from previous years.
7. A secure way for the client to send information to you and for you to
send information to your client in order to safeguard the client's information
8. Bank information for direct deposit (Bank name, routing number, and
account number)
9. Use black ink
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3. WHO MUST & SHOULD FILE
A TAX RETURN?
U.S. citizens or residents of the United States must file a return based on three
factors.
Whether you must file a return depends on three factors:
1. Gross Income-all the income the taxpayer received during the tax year in
the form of money, goods, property, and services that is not exempt from
tax. It includes both earned and unearned income. A taxpayer can have
multiple sources of income.
2. Age
3. Filing Status
File only one federal income tax return for the year regardless of how many
income sources the taxpayer had, or how many states he/she has lived in
during the year.
Don't file more than one original return for the same year, even if the taxpayer
has not gotten a refund or have not heard from the IRS since filing.
In order to correct a return after it has been submitted, the taxpayer must file an
amended tax return, 1040x. 1040X can now be electronically filed.

21

Who Should File
Even if the taxpayer is not required to file, he/she should file a federal income
tax return to get money back if any of the following conditions apply. If the client:
Had federal income tax withheld or made estimated tax payments or had
any overpayment for last year’s estimated tax applied to this year’s taxes.
Qualify for the earned income credit.
Qualify for the additional child tax credit.
Qualify for the premium tax credit filed on form 8962 (Form 1095A )
Qualify for the health coverage tax credit. You (or your spouse, if filing
jointly) received health savings account, Archer MSA, or Medicare
Advantage MSA distributions
Qualify for the American opportunity credit.
Qualify for the credit for federal tax on fuels.
Owe any special taxes.
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Table 1-1.2019 Filing Requirements for Most Taxpayers

If you were born on January 1, 1955, you are considered to be age 65 at the
end of 2019.
If you didn't live with your spouse at the end of 2019 (or on the date your
spouse died) and your gross income was at least $5, you must file a return
regardless of your age.
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If someone else can claim the tax client as a dependent, use chart B to
see if the client is required to file a tax return.
Unearned income includes taxable interest, ordinary dividends, and capital
gain.
Distributions. It also includes unemployment compensation, taxable social
security benefits, pensions, annuities, and distributions of unearned income
from a trust.
Earned income includes salaries, wages, tips, professional fees, and taxable
scholarship and fellowship grants.
Gross income is the total of your unearned and earned income.

CHART B
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Other reasons that a taxpayer must file:
The taxpayer was married, filing a separate return, and lived with the
spouse at any time during the tax year; or half of the taxpayer's social
security benefits plus other gross income and any tax-exempt interest is
more than $25,000 ($32,000 if married filing jointly).
Net earnings from self-employment (excluding church employee income)
were $400 or more, or
The taxpayer had a church employee income of $108.28 or more.
Recapture of first-time homebuyer credit.
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5 FILING STATUS:
1. Single
2. Married Filing Jointly
3. Married Filing Separately
4. Head of Household
5. Qualifying Widow with Dependent Child
MARITAL STATUS.
Your marital status on the last day of the year is your marital status for the
entire of the year.
Single. Single filing status generally applies if the taxpayer is not married,
divorced or legally separated according to state law. (doesn’t have
dependents or ineligible for head of household status)
Married Filing Jointly. A married couple may file a return together using
the Married Filing Jointly status. If the spouse died during the tax year, the
taxpayer usually may still file a joint return for that year. Generally, if the
taxpayer is married at the end of the tax year, the taxpayer and his/her
spouse must file a joint return to take the credit.
Married Filing Separately. If a married couple decides to file their returns
separately, each person's filing status would generally be Married Filing
Separately.
Qualifying Widow(er) with Dependent Child. This status may apply if the
taxpayer's spouse died during the tax year or two years afterward and the
taxpayer has a dependent child and the taxpayer meet certain other
conditions.
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Qualifying Widow(er) with Dependent Child. This status may apply if the
taxpayer's spouse died during the tax year or two years afterward and the
taxpayer have a dependent child and the taxpayer meet certain other
conditions.
Head of Household. The Head of the Household status generally applies if the
taxpayer is not married and have paid more than half the cost of maintaining a
home for his/herself and a qualifying person.
Head of household. The taxpayer can file as head of household and qualify to
take the credit if the taxpayer's spouse lived apart during the last six months of
the year if the taxpayer meets all the following tests.
The taxpayer paid more than half the cost of keeping up his/her home
during the tax year.
The taxpayer’s spouse did not live together at any time during the last 6
months of the tax year and the absence was not temporary.
The taxpayer’s home was the main home of his/her child, stepchild, or an
eligible foster child for more than half the year. An eligible foster child is a
child placed with you by an authorized placement agency or by judgment,
decree, or other order of any court of competent jurisdiction.
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4. DUE DILIGENCE REINFORCEMENT
& WHAT'S NEW
DUE DILIGENCE
Due diligence means doing your part to ensure the information on the tax
return is correct and accurate.
As a paid tax preparer, you are required to exercise due diligence when
preparing any client’s return or claim for a refund.
You must interview the client, ask adequate questions, and obtain
appropriate and sufficient information to determine the correct reporting of
income, claiming of tax benefits (such as deductions and credits), and
compliance with the tax laws.
As a paid tax preparer, you must meet specific due diligence requirements
set forth when you prepare returns and claims for refund involving Earned
income credit, Child Tax Credit/Additional Child Tax Credit, American
Opportunity Tax Act, Other Dependent Credit and Head of Household
Status.
This may require that your client bring in information to prove they are
eligible to claim these credits.
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Failure to Comply
The IRS can examine your client’s return and if it is found incorrect, can
assess accuracy or fraud penalties on your client.
The IRS can also ban your clients from claiming EITC, CTC, ODC and
AOTC for 2 or 10 years.
If you fail to comply with the due diligence requirements, the IRS can
assess a $530 penalty against you and your employer for each failure per
tax return. (A total of 4 penalties can be filed). The penalty can adjust each
year.
lf you prepare a client’s return and any part of an understatement of tax
liability is due to an unreasonable position, the IRS can assess a minimum
penalty of $1000 against you.
If the understatement is due to reckless or intentional disregard of rules or
regulations, the min penalty is $5,000.00
You and your firm can firm suspension or expulsion from participation in IRS
e-file.
You can be barred from preparing tax returns
You can be subject to criminal prosecution.
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Your Requirements
You must
-- Know the tax laws thoroughly
» EIC
» CTC/ACTC
» HOH
» AOTC
» ODC
-- Evaluate your client’s information
-- Ask questions based on your client's information to determine
each client’s personal situation and eligibility
-- Document the questions you ask and your client's answers.
-- Complete form 8867
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Four Requirements as a Paid Tax Preparer
1. Complete form 8867, Paid Preparer’s Due Diligence Checklist and submit
this completed form to the IRS with every electronic or paper return or claim for
refund you prepare with EITC, CTC, AOTC, ODC, HOH.
Make sure your software includes includes form 8867
Answer each question on the form based upon information from your client
and information you know is true
You must also personally answer credit eligibility certification
Do you certify that all of the answers on this Form 8867 are, to the best of
your knowledge, true, correct, and complete?
2. Complete the applicable worksheet(s) with the same information claimed on
the tax return. (Most professional tax software includes the worksheets).
3. Keep copies of the following either electronically or on paper for your records:
Form 8867
The applicable worksheets
Any documents you relied on to complete Form 8867 or to determine the
eligibility of credit
A record of how, when, and from whom the information you obtained to
prepare the tax return and worksheets
Arecord of any additional questions you asked to determine eligibility for
and the amount of the credits and your client's answers.
Keep these documents for 3 years from the latest of:
due date of the tax return
the date the tax return was electronically filed
For a paper return, the date the return was presented to your client for
signature.
Keep these records in either paper or electronic format but you must
produce the records in a separate, secure location
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4. You must not know, or have reason to know, that any information used to
determine if your client is eligible for the credit is not correct, not consistent or
not complete.
You must ask your client additional questions if a reasonable and wellinformed tax return preparer, knowledgeable in the law, would conclude the
information furnished seems incorrect, inconsistent or incomplete.
At the time of the interview, you must document in your files the questions
you asked and your client's answers.
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5. WHAT IS CONSIDER INCOME?
Taxpayers Can receive income in the form of money, property, or services.
There are two types of income:
1. Taxable - the amount of income that is subject to income tax.
2. Non-taxable - the amount of income that is not subject to income tax.
Income that is nontaxable may have to be shown on a taxpayer's return but is
exempt from tax
Two types of taxable income:
Earned income — any income received for work such as wages or
business/self-employment income.
Unearned income — any income produced by investments, such as
interest on savings, dividends on stocks, or rental income.
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Income That Is Taxable
Wages, Salaries, and Other Job-Related Earnings — This may include
advance commissions, back pays, bonuses, awards, cash gifts from your
employer, fringe benefits, unemployment compensation, and childcare services.
Taxable Interest Income — According to the IRS, taxable interest is defined as
“any interest you receive that is credited to your account and can be withdrawn.”
This may include interest from bank accounts, investment accounts, time
deposits, loans you made to others, savings bonds, and debt instruments sold
at a discount.
Miscellaneous Income — This may include income from bartering, canceled
debts, life insurance proceeds, survivor benefits, recoveries, welfare, and other
public assistance benefits. Other types of taxable income may include
investment dividends income, interest on bonds, alimony, unemployment
benefits, Social Security benefits, retirement plan distributions, jury pay, election
worker pay, rental income, royalties, notary fees, and certain scholarships,
fellowships, and grants.
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Income that is Non-Taxable Income
Gifts and inheritances
Life insurance proceeds
Child support
Certain Veteran’s benefits
Insurance reimbursements for medical expenses not previously deducted
Some welfare payments
Compensatory damages for personal physical injury or illness
Death payments
Some qualified pension distributions for Public Safety Officers
Other income is reported on line 8 on Schedule 1.
Other Income, includes any taxable income for which there is not a specific
line identified
Examples:
1. Prizes and awards
2. Gambling winnings (including lotteries and raffles)
3. Cash for Keys
4. Jury duty pay
Cancellation of debt
1. If a taxpayer receives Form 1099-C for canceled credit card debt and was
solvent, all the canceled debt will be included on Form 1040, Other Income.
2. Generally, taxpayers must include all canceled amounts (even if less than
$600) on the Other Income line of Form 1040.
3. Before including cancellation of debt on the tax return determine whether
the taxpayer is insolvent. Then the income may not be taxable.
See Publication 4491 for details on these types of other income
35

Income Forms May Look Slightly Different Depending On the State, but
the information needed to complete an accurate tax return is all on the
same line.
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HOW TO READ A W2
W-2 forms include both numbered and lettered boxes that an employer
must fill out and reflects how much you earned and taxes withheld.
Boxes A through F
-- The lettered boxes on a W-2 include the name and address of you and
your employer, your Social Security number, and your employer's EIN
and state ID number.
Boxes 1 and 2
-- Box 1 shows your taxable income, including wages, salary, tips, and
bonuses, while Box 2 shows how much federal income tax your employer
withheld from your pay.
Boxes 3 and 4
-- Box 3 details how much of your earnings were subject to Social Security
tax and Box 4 the amount of Social Security tax that was withheld.
Boxes 5 and 6
-- Box 5 spells out how much of your pay is subject to Medicare tax and
Box 6 how much was withheld. The employee portion of the Medicare
tax is 1.45%.
Boxes 7 and 8
-- If part of your pay is in the form of tips, these boxes show how much you
reported in tips (Box 7) and how much your employer reported in tips it
paid to you (Box 8).
Box 9
-- This box was used to reflect a now-defunct tax perk, so it is left empty.
Box 10
-- Box 10 reports how much independent care benefits (if applicable)
you received from your employer.
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Box 11
-- This box details how much deferred compensation an employee received
from their employer in a non-qualified plan.
Box 12
-- Box 12 details other types of compensation or reductions from your
taxable income and a single or double letter code that corresponds to
each. It might include, for example, contributions to a 401(k) plan.
Codes are detailed in the IRS' W-2 instructions.
Box 13
-- This box has three sub boxes designed to report pay that is not subject to
federal income tax withholding, if you participated in an employersponsored retirement plan or if you received sick pay via a third party,
such as an insurance policy.
Box 14
-- Box 14 allows an employer to report any other additional tax information
that may not fit into the other sections of a W-2 form. A few examples are
state disability insurance taxes withheld and union dues.
Boxes 15-20
-- The last six boxes on a W-2 all relate to state and local taxes, including
how much of your pay is subject to these taxes and how much was
withheld.
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Box 1. Report rents from real estate on Schedule E (Form 1040 or 1040-SR).
However, report rents on Schedule C (Form 1040 or 1040-SR) if you provided
significant services to the tenant, sold real estate as a business, or rented
personal property as a business. See Pub. 527.
Box 2. Report royalties from oil, gas, or mineral properties; copyrights; and
patents on Schedule E (Form 1040 or 1040-SR). However, report payments for
a working interest as explained in the Schedule E (Form 1040 or 1040-SR)
instructions. For royalties on timber, coal, and iron ore, see Pub. 544.
Box 3. Generally, report this amount on the “Other income” line of Schedule 1
(Form 1040 or 1040-SR), or Form 1040-NR and identify the payment. The
amount shown may be payments received as the beneficiary of a deceased
employee, prizes, awards, taxable damages, Indian gaming profits, or other
taxable income. See Pub. 525. If it is trade or business income, report this
amount on Schedule C or F (Form 1040 or 1040-SR).
Box 4. Shows backup withholding or withholding on Indian gaming profits.
Generally, a payer must backup withhold if you did not furnish your TIN. See
Form W-9 and Pub. 505 for more information. Report this amount on your
income tax return as tax withheld.
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Box 5. An amount in this box means the fishing boat operator considers you
self-employed. Report this amount on Schedule C (Form 1040 or 1040-SR).
See Pub. 334.
Box 6. For individuals, report on Schedule C (Form 1040 or 1040-SR).
Box 7. If checked, $5,000 or more of sales of consumer products was sold to
you on buy-sell, deposit-commission, or other basis. A dollar amount does not
have to be shown. Generally, report any income from your sale of these
products on Schedule C (Form 1040 or 1040-SR).
Box 8. Shows substitute payments in lieu of dividends or tax-exempt interest
received by your broker on your behalf as a result of a loan of your securities.
Report on the “Other income’ line of Schedule 1 (Form 1040 or 1040-SR), or
Form 1040-NR.
Box 9. Report this amount on Schedule F (Form 1040 or 1040-SR).
Box 10. Shows gross proceeds paid to an attorney in connection with legal
services. Report only the taxable part as income on your return.
Box 12. May show current year deferrals as a nonemployee under a
nonqualified deferred compensation (NQDC) plan that is subject to the
requirements of section 409A plus any earnings on current and prior year
deferrals. This amount is also shown in box 1 of Form 1099- NEC.
Box 13. Shows your total compensation of excess golden parachute payments
subject to a 20% excise tax. See your tax return instructions for where to report.
Box 14. Shows income as a nonemployee under an NQDC plan that does not
meet the requirements of section 409A. This amount is also included in box 1,
Form 1099-NEC as nonemployee compensation. Any amount included in box
12 that is currently taxable is also included in this box. This income is also
subject to a substantial additional tax to be reported on Form 1040, 1040-SR, or
1040- NR. See the Instructions for Forms 1040 and 1040-SR or the Instructions
for Form 1040-NR.
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Box 1. Shows taxable interest paid to you during the calendar year by the
payer. This does not include interest shown in box 3. May also show the total
amount of the credits from clean renewable energy bonds, new clean
renewable energy bonds, qualified energy conservation bonds, qualified zone
academy bonds, qualified school construction bonds, and build America bonds
that must be included in your interest income. These amounts were treated as
paid to you during 2021 on the credit allowance dates (March 15, June 15,
September 15, and December 15). For more information, see Form 8912. See
the instructions above for a taxable covered security acquired at a premium.
Box 2. Shows interest or principal forfeited because of early withdrawal of time
savings. You may deduct this amount to figure your adjusted gross income on
your income tax return. See the Instructions for Forms 1040 and 1040-SR to
see where to take the deduction.
Box 3. Shows interest on U.S. Savings Bonds, Treasury bills, Treasury bonds,
and Treasury notes. This may or may not all be taxable. See Pub. 550. This
interest is exempt from state and local income taxes. This interest is not
included in box 1. See the instructions above for a taxable covered security
acquired at a premium.
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Box 4. Shows backup withholding. Generally, a payer must backup withhold if
you did not furnish your TIN or you did not furnish the correct TIN to the payer.
See Form W-9. Include this amount on your income tax return as tax withheld.
Box 5. Any amount shown is your share of investment expenses of a singleclass REMIC. This amount is included in box 1. Note: This amount is not
deductible.
Box 6. Shows foreign tax paid. You may be able to claim this tax as a deduction
or a credit on your Form 1040 or 1040-SR. See your tax return instructions.
Box 7. Shows the country or U.S. possession to which the foreign tax was paid.
Box 8. Shows tax-exempt interest paid to you during the calendar year by the
payer. See how to report this amount in the Instructions for Forms 1040 and
1040-SR. This amount may be subject to backup withholding. See Box 4 above.
See the instructions above for tax-exempt covered security acquired at a
premium.
Box 9. Shows tax-exempt interest subject to the alternative minimum tax. This
amount is included in box 8. See the Instructions for Form 6251. See the
instructions above for tax-exempt covered security acquired at a premium.
Box 10. For a taxable or tax-exempt covered security, if you made an election
under section 1278(b) to include market discount in income as it accrues and
you notified your payer of the election in writing in accordance with Regulations
section 1.6045-1(n)(5), shows the market discount that accrued on the debt
instrument during the year while held by you, unless it was reported on Form
1099-OID. For a taxable or tax-exempt covered security acquired on or after
January 1, 2015, accrued market discount will be calculated on a constant yield
basis unless you notified your payer in writing in accordance with Regulations
section 1.6045-1(n)(5) that you did not want to make a constant yield election
for market discount under section 1276(b). Report the accrued market discount
on your income tax return as directed in the Instructions for Forms 1040 and
1040-SR. Market discount on tax-exempt security is includible in taxable income
as interest income.
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Box 1. Shows nonemployee compensation and/or nonqualified deferred
compensation (NQDC). If you are in the trade or business of catching fish, box
1 may show cash you received for the sale of fish. If the amount in this box is
self-employment (SE) income, report it on Schedule C or F (Form 1040 or 1040SR), and complete Schedule SE (Form 1040 or 1040-SR).
Box 2. Reserved.
Box 3. Reserved.
Box 4. Shows backup withholding. A payer must backup withhold on certain
payments if you did not give your TIN to the payer. See Form W-9, Request for
Taxpayer Identification Number and Certification, for information on backup
withholding. Include this amount on your income tax return as tax withheld.
Boxes 5-7. State income tax withheld reporting boxes.
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Box 1. Shows the total amount you received this year. The amount may have
been a direct rollover, a transfer or conversion to a Roth IRA, a recharacterized
IRA contribution; or you may have received it as periodic payments, nonperiodic
payments, or a total distribution.
Box 2a. This part of the distribution is generally taxable. If there is no entry in
this box, the payer may not have all the facts needed to figure the taxable
amount. In that case, the first box in box 2b should be checked.
Box 2b. If the first box is checked, the payer was unable to determine the
taxable amount and box 2a should be blank, except for an IRA. It’s your
responsibility to determine the taxable amount. If the second box is checked,
the distribution was a total distribution that closed out your account.
Box 3. If you received a lump-sum distribution from a qualified plan and were
born before January 2, 1936 (or you’re the beneficiary of someone born before
January 2, 1936), you may be able to elect to treat this amount as a capital gain
on Form 4972 (not on Schedule D (Forms 1040 and 1040-SR)). See the Form
4972 instructions. For a charitable gift annuity, report as a long-term capital gain
as explained in the Instructions for Form 8949. rm W-4P.
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Box 4. Shows federal income tax withheld. Include this amount on your income
tax return as tax withheld, and if box 4 shows an amount (other than zero),
attach Copy B to your return. Generally, if you receive payments that aren't
eligible rollover distributions, you can change your withholding or elect not to
have income tax withheld by giving the payer Form W-4P.
Box 5. Generally, this shows the employee’s investment in the contract (aftertax contributions), if any, recovered tax free this year; the portion that’s your
basis in designated Roth account; the part of premiums paid on commercial
annuities or insurance contracts recovered tax free; the nontaxable part of a
charitable gift annuity; or the investment in a life insurance contract reportable
under section 6050Y. This box doesn’t show any IRA contributions. If the
amount shown is your basis in a designated Roth account, the year you first
made contributions to that account may be entered in box 11.
Box 6. If you received a lump-sum distribution from a qualified plan that
includes securities of the employer's company, the net unrealized appreciation
(NUA) (any increase in value of such securities while in the trust) is taxed only
when you sell the securities unless you choose to include it in your gross
income this year.
Box 7. The following codes identify the distribution you received. For more
information on these distributions, see the instructions for your tax return. Also,
certain distributions may be subject to an additional 10% tax. See the
Instructions for Form 5329.
1—Early distribution, no Known exception (in most cases, under age 5912),
2—Early distribution, exception applies (under age 5971/2).
3—Disability.
4—Death.
5—Prohibited transaction.
6—Section 1035 exchange (a tax-free exchange of life insurance, annuity,
qualified long-term care insurance, or endowment contracts).
7—Normal distribution.
8—Excess contributions plus earnings/excess deferrals (and/or earnings)
taxable in 2020.
9—Cost of current life insurance protection.
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A—May be eligible for a 10-year tax option (See Form 4972).
B—Designated Roth account distribution.
Note: If code B is in box 7 and an amount is reported in box 11, see the
Instructions for Form 5329.
C—Reportable death benefits under section 6050Y.
D—Annuity payments from nonqualified annuities that may be subject to tax
under section 1411.
E—Distributions under Employee Plans Compliance Resolution System
(EPCRS).

46

Box 1. Shows the total unemployment compensation paid to you this year.
Combine the box 1 amounts from all Forms 1099-G and report the total as
income on the unemployment compensation line of your tax return.
Box 2. Shows refunds, credits, or offsets of state or local income tax you
received. It may be taxable to you if you deducted the state or local income tax
paid on Schedule A (Form 1040 or 1040-SR).
Box 3. Identifies the tax year for which the box 2 refunds, credits, or offsets
shown were made. If there is no entry in this box, the refund is for 2019 taxes.
Box 4. Shows backup withholding or withholding you requested on
unemployment compensation, Commodity Credit Corporation (CCC) loans, or
certain crop disaster payments. Generally, a payer must backup withhold on
certain payments if you did not give your TIN to the payer. See Form W-9 for
information on backup withholding. Include this amount on your income tax
return as tax withheld.
Box 5. Shows reemployment trade adjustment assistance (RTAA) payments
you received. Include on the “Other income” line of Schedule 1 (Form 1040 or
1040-SR).
Box 6. Shows taxable grants you received from a federal, state, or local
government.
Box 7. Shows your taxable Department of Agriculture payments. If the payer
shown is anyone other than the Department of Agriculture, it means the payer
has received a payment, as a nominee, that is taxable to you.
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Use Schedule C (Form 1040 or 1040-SR) to report income or (loss) from a
business you operated or a profession you practiced as a sole proprietor.
An activity qualifies as a business if your primary purpose for engaging in the
activity is for income or profit and you are involved in the activity with continuity
and regularity. For example, a sporadic activity, not-for-profit activity, or a hobby
does not qualify as a business.
To report income from a nonbusiness activity, see the instructions for Schedule
1 (Form 1040 or 1040-SkR), line 8, or Form 1040-NR, line 21.
Also, use Schedule C to report (a) wages and expenses you had as a statutory
employee, (b) income and deductions of certain qualified joint ventures, and (c)
certain income shown on Form 1099-MISC, Miscellaneous Income. See the
Instructions for Recipient (back of Copy B of Form 1099-MISC) for the types of
income to report on Schedule C.
You may be subject to state and local taxes and other requirements such as
business licenses and fees.
Check with your state and local governments for more information.
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Other Schedules and Forms You May Have To File
Schedule A (Form 1040 or 1040-SR) to deduct interest, taxes, and casualty
losses not related to your business.
Schedule E (Form 1040 or 1040-SR) to report rental real estate and royalty
income or (loss) that is not subject to self-employment tax.
Schedule F (Form 1040 or 1040-SR) to report profit or (loss) from farming.
Schedule J (Form 1040 or 1040-SR) to figure your tax by averaging your
farming or fishing income over the previous 3 years. Doing so may reduce
your tax.
Schedule SE (Form 1040 or 1040-SR) to pay self-employment tax on
income from any trade or business.Form 461 to report an excess business
loss.
Form 3800 to claim any of the general business credits.Form 4562 to claim
depreciation (including the special allowance) on assets placed in service in
2019, to claim amortization that began in 2019, to make an election under
section 179 to expense certain property, or to report information on listed
property.
Form 4684 to report a casualty or theft gain or (loss) involving property used
in your trade or business or income-producing property.
Form 4797 to report sales, exchanges, and involuntary conversions (not
from a casualty or theft) of trade or business property.
Form 6198 to apply a limitation to your loss if you have a business loss and
you have amounts invested in the business for which you are not at risk.
Form 6252 to report income from an installment agreement. Form 8582 to
apply a limitation to your loss from passive activities.
Form 8594 to report certain purchases or sales of groups of assets that
constitute a trade or business.Form 8824 to report like-kind exchanges.
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Form 8829 to claim actual expenses for business use of your home.
Form 8990 to determine whether your business interest deduction is limited.
Form 8995 or 8995-A to claim a deduction for qualified business income.
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SCHEDULE C - BREAKDOWN
Line A
Describe the business or professional activity that provided your principal
source of income reported on line 1. If you owned more than one business, you
must complete a separate Schedule C for each business. Give the general field
or activity and the type of product or service. If your general field or activity is
wholesale or retail trade or services connected with production services (mining,
construction, or manufacturing), also give the type of customer or client. For
example, "wholesale sale of hardware to retailers" or "appraisal of real estate
for lending institutions."
Line B
Enter on line B the six-digit code from the Principal Business or Professional
Activity Codes chart at the end of these instructions.
Line D
Enter on line D the employer identification number (EIN) that was issued to you
on Form SS-4. Do not enter your SSN on this line. Do not enter another
taxpayer's EIN (for example, from any Forms 1099-MISC that you received).
If you do not have an EIN, leave line D blank.
You need an EIN only if you have a qualified retirement plan or are required to
file employment, excise, alcohol, tobacco, or firearms returns, or are a payer of
gambling winnings. If you need an EIN, see the Instructions for Form SS-4.
Single-member LLCs.
If you are the sole owner of an LLC that is not treated as a separate entity for
federal income tax purposes, enter on line D the EIN that was issued to the LLC
(in the LLC's legal name) for a qualified retirement plan, to file employment,
excise, alcohol, tobacco, or firearms returns, or as a payer of gambling
winnings. If you do not have such an EIN, leave line D blank.
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Line E
Enter your business address. Show a street address instead of a box number.
Include the suite or room number, if any. If you conducted the business from
your home located at the address shown on page 1 of your tax return, you do
not have to complete this line.
Line F
Generally, you can use the cash method, an accrual method, or any other
method permitted by the Internal Revenue Code. In all cases, the method used
must clearly reflect income. Unless you are a small business taxpayer (defined
later in Part III), you must use an accrual method for sales and purchases of
inventory items.
Line G
lf your business activity was not a rental activity and you met any of the material
participation tests, explained next, or the exception for oil and gas applies,
check the "Yes" box. Otherwise, check the "No" box. If you check the "No" box,
this activity is passive.
Line H
If you started or acquired this business in 2019, check the box on line H. Also,
check the box if you are reopening or restarting this business after temporarily
closing it, and you did not file a 2018 Schedule C or C-EZ for this business.
Line I
If you made any payment in 2019 that would require you to file any Forms 1099,
check the "Yes" box. Otherwise, check the "No" box. You may have to file
information returns for wages paid to employees, certain payments of fees and
other nonemployee compensation, interest, rents, royalties, real estate
transactions, annuities, and pensions. You also may have to file an information
return if you sold $5,000 or more of consumer products to a person on a buysell, deposit-commission, or other similar basis for resale.
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Part I. Income
Except as otherwise provided in the Internal Revenue Code, gross income
includes income from whatever source derived. In certain circumstances,
however, gross income does not include extraterritorial income that is qualifying
foreign trade income.
Line 1
Enter gross receipts from your trade or business. Include amounts you received
in your trade or business that were properly shown on Forms 1099-NEC. If the
total amounts that were reported in box 1 of Forms 1099-NEC are more than
the total you are reporting on line 1, attach a statement explaining the
difference.
Line 2
Report your sales returns and allowances as a positive number on line 2. A
sales return is a cash or credit refund you gave to customers who returned
defective, damaged, or unwanted products. A sales allowance is a reduction in
the selling price of products, instead of a cash or credit refund.
Line 6
Report on line 6 amounts from finance reserve income, scrap sales, bad debts
you recovered, interest (such as on notes and accounts receivable), state
gasoline or fuel tax refunds you received in the tax year, any amount of credit
for biofuel claimed on line 2 of Form 6478, any amount of credit for biodiesel
and renewable diesel fuels claimed on line 8 of Form 8864, credit for federal tax
paid on fuels claimed on your 2018 Form 1040, prizes and awards related to
your trade or business, and other kinds of miscellaneous business income.
Include amounts you received in your trade or business as shown on Form
1099- PATR. If the business use percentage of any listed property (defined in
Line 13, later) dropped to 50% or less in 2019, report on this line any recapture
of excess depreciation, including any section 179 expense deduction. Use Part
IV of Form 4797 to figure the recapture. Also, if the business use percentage
drops to 50% or less on leased listed property (other than a vehicle), include on
this line any inclusion amount. See chapter 5 of Pub. 946 to figure the amount.
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Part Il. Expenses
Line 9
You can deduct the actual expenses of operating your car or truck or take the
standard mileage rate. This is true even if you used your vehicle for hire (Such
as a taxicab). You must use actual expenses if you used five or more vehicles
simultaneously in your business (such as in fleet operations).
You cannot use actual expenses for a leased vehicle if you previously used the
standard mileage rate for that vehicle. You can take the standard mileage rate
for 2019 only if you:
Owned the vehicle and used the standard mileage rate for the first year you
placed the vehicle in service, or
Leased the vehicle and are using the standard mileage rate for the entire
lease period. If you take the standard mileage rate:
-- Multiply the number of business miles driven by 58 cents, and
-- Add to this amount your parking fees and tolls. Enter the total on line 9.
-- Do not deduct depreciation, rent, or lease payments, or your actual
operating expenses.
» If you deduct actual expenses: Include on line 9 the business portion
of expenses for gasoline, oil, repairs, insurance, license plates, etc., &
Show depreciation on line 13 and rent or lease payments on line 20a.
Information on your vehicle.
If you claim any car and truck expenses, you must provide certain information
on the use of your vehicle by completing one of the following. Complete
Schedule C, Part IV, if (a) you are claiming the standard mileage rate, you lease
your vehicle, or your vehicle is fully depreciated, and (b) you are not required to
file Form 4562 for any other reason.
If you used more than one vehicle during the year, attach a statement with the
information requested in Schedule C, Part IV, for each additional vehicle.
Complete Form 4562, Part V, if you are claiming depreciation on your vehicle or
you are required to file Form 4562 for any other reason.
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Line 10
Enter the total commissions and fees for the tax year. Do not include
commissions or fees that are capitalized or deducted elsewhere on your return.
You must file Form 1099-NEC to report certain commissions and fees of $600
or more during the year.
Line 11
Enter the total cost of contract labor for the tax year. Contract labor includes
payments to persons you do not treat as employees (for example, independent
contractors) for services performed for your trade or business. Do not include
contract labor deducted elsewhere on your return, such as contract labor
includible on lines 17, 21, 26, or 37. Also, do not include salaries and wages
paid to your employees; instead, see Line 26, later.
Line 12
Enter your deduction for depletion on this line. If you have timber depletion,
attach Form T (Timber).
Line 13
Depreciation and section 179 expense deduction. Depreciation is the annual
deduction allowed to recover the cost or other basis of business or investment
property having a useful life substantially beyond the tax year. You also can
depreciate improvements made to leased business property. However, stock in
trade, inventories, and land is not depreciable. Depreciation starts when you
first use the property in your business or for the production of income. It ends
when you take the property out of service, deduct all your depreciable cost or
another basis, or no longer use the property in your business or for the
production of income. You also can elect under section 179 to expense part or
all of the cost of certain property you bought in 2019 for use in your business.
See the Instructions for Form 4562 and Pub. 946 to figure the amount to enter
on line 13.
When to attach Form 4562. You must complete and attach Form 4562 only if
you are claiming: Depreciation on property placed in service during 2019;
Depreciation on listed property (defined later), regardless of the date it was
placed in service; orA section 179 expense deduction.
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If you acquired the depreciable property for the first time in 2019, see Pub. 946.
Listed property. Listed property generally includes but is not limited to:
Passenger automobiles weighing 6,000 pounds or less; Any other property
used for transportation if the nature of the property lends itself to personal use,
such as motorcycles, pickup trucks, etc.; and any property used for
entertainment or recreational purposes (such as photographic, phonographic,
communication, and video recording equipment).
Exception. The listed property does not include photographic, phonographic,
communication, or video equipment used exclusively in your trade or business
or at your regular business establishment. For purposes of this exception, a
portion of your home is treated as a regular business establishment only if that
portion meets the requirements under section 280A(c)(1) for deducting
expenses for the business use of your home.
Line 14
Deduct contributions to employee benefit programs that are not an incidental
part of a pension or profit-sharing plan are included on line 19. Examples are
accident and health plans, group-term life insurance, and dependent care
assistance programs. If you made contributions on your behalf as a selfemployed person to a dependent care assistance program, complete Form
2441, Parts I and Ill, to figure your deductible contributions to that program.
You cannot deduct contributions you made on your behalf as a self-employed
person for group-term life insurance. Do not include on line 14 any contributions
you made on your behalf as a self-employed person to an accident and health
plan. However, you may be able to deduct on Schedule 1 (Form 1040 or 1040SR), line 16, or Form 1040-NR, line 29, the amount you paid for health
insurance on behalf of yourself, your spouse, and dependents, even if you do
not itemize your deductions. See the instructions for Schedule 1 (Form 1040 or
1040-SR), line 16, or Form 1040-NR, line 29, for details.
You must reduce your line 14 deduction by the amount of any credit for small
employer health insurance premiums determined on Form 8941. See Form
8941 and its instructions to determine which expenses are eligible for the credit.
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Line 15
Deduct premiums paid for business insurance on line 15. Deduct on line 14
amounts paid for employee accident and health insurance. Do not deduct
amounts credited to a reserve for self-insurance or premiums paid for a policy
that pays for your lost earnings due to sickness or disability.
Lines 16a and 16b
Interest allocation rules. The tax treatment of interest expense differs depending
on its type. For example, home mortgage interest and investment interest are
treated differently. "Interest allocation" rules require you to allocate (classify)
your interest expense so it is deducted (or capitalized) on the correct line of
your return and receives the right tax treatment. These rules could affect how
much interest you are allowed to deduct on Schedule C.Generally, you allocate
interest expense by tracing how the proceeds of the loan were used. See
chapter 4 of Pub. 535 for details.
How to report.
If you have a mortgage on real property used in your business, enter on line
16a the interest you paid for 2019 to banks or other financial institutions for
which you received a Form 1098 (or similar statement). If you did not receive a
Form 1098, enter the interest on line 16b.
Line 17
Include on this line fees charged by accountants and attorneys that are ordinary
and necessary expenses directly related to operating your business.Include
fees for tax advice related to your business and for preparation of the tax forms
related to your business. Also, include expenses incurred in resolving asserted
tax deficiencies related to your business.
Line 18
Include on this line your expenses for office supplies and postage.
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Line 19
Enter your deduction for the contributions you made for the benefit of your
employee's to a pension, profit-sharing, or annuity plan (including SEP,
SIMPLE, and SARSEP plans described in Pub. 560). If the plan included you as
a self-employed person, enter the contributions made as an employer on your
behalf on Schedule 1 (Form 1040 or 1040-SR), line 15, or Form 1040-NR, line
28, not on Schedule C. This deduction may be subject to limitations. For more
information on potential limitations, see Pub. 560.In most cases, you must file
the applicable form listed below if you maintain a pension, profit-sharing, or
other funded-deferred compensation plan. The filing requirement is not affected
by whether or not the plan qualified under the Internal Revenue Code, or
whether or not you claim a deduction for the current tax year. There is a penalty
for failure to timely file these forms.
Lines 20a and 20b
If you rented or leased vehicles, machinery, or equipment, enter on line 20a the
business portion of your rental cost. But if you leased a vehicle for a term of 30
days or more, you may have to reduce your deduction by an amount called the
inclusion amount. See Leasing a Car in chapter 4 of Pub. 463 to figure this
amount. Enter on line 20b amounts paid to rent or lease other property, such as
office space in a building.
Line 21
Deduct the cost of incidental repairs and maintenance that do not add to the
property's value or appreciably prolong its life. Do not deduct the value of your
own labor. Do not deduct amounts spent to restore or replace property; they
must be capitalized.
Line 22
In most cases, you can deduct the cost of materials and supplies only to the
extent you actually consumed and used them in your business during the tax
year (unless you deducted them in a prior tax year). However, if you had
incidental materials and supplies on hand for which you kept no inventories or
records of use, you can deduct the cost of those you actually purchased during
the tax year, provided that method clearly reflects income.You also can deduct
the cost of books, professional instruments, equipment, etc., if you normally use
them within a year. However, if their usefulness extends substantially beyond a
year, you must generally recover their costs through depreciation.
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Line 23
You can deduct the following taxes and licenses on this line.
State and local sales taxes are imposed on you as the seller of goods or
services. If you collected this tax from the buyer, you also must include the
amount collected in gross receipts or sales on line 1.
Real estate and personal property taxes on business assets.
Licenses and regulatory fees for your trade or business are paid each year
to state or local governments. But some licenses, such as liquor licenses,
may have to be amortized. See chapter 8 of Pub. 535 for details.
Social security and Medicare taxes are paid to match required withholding
from your employees’ wages. Reduce your deduction by the amount shown
on Form 8846, line 4.
Federal unemployment tax paid.Federal highway use tax.
Contributions to state unemployment insurance fund or disability benefits
fund if they are considered taxes under state law.
Line 24a
Enter your expenses for lodging and transportation connected with overnight
travel for business while away from your tax home. In most cases, your tax
home is your main place of business, regardless of where you maintain your
family home.
You cannot deduct expenses paid or incurred in connection with employment
away from home if that period of employment exceeds 1 year.
Also, you cannot deduct travel expenses for your spouse, your dependent, or
any other individual unless that person is your employee, the travel is for a bona
fide business purpose, and the expenses would otherwise be deductible by that
person.
Do not include expenses for meals on this line. Instead, see Line 24b, later.
Do not include entertainment expenses on this line.
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Instead of keeping records of your actual incidental expenses, you can use
an optional method for deducting incidental expenses only if you did not pay
or incur meal expenses on a day you were traveling away from your tax
home.
The amount of the deduction is $5 a day. Incidental expenses include fees
and tips given to porters, baggage carriers, bellhops, hotel maids, stewards
or stewardesses, and others on ships and hotel servants in foreign
countries.
They do not include expenses for laundry, cleaning, and pressing of
clothing, lodging taxes, or the costs of telegrams or telephone calls.
You cannot use this method on any day that you use the standard meal
allowance (as explained in Line 24b, later). You cannot deduct expenses for
attending a convention, seminar, or similar meeting held outside the North
American area unless the meeting is directly related to your trade or
business and it is as reasonable for the meeting to be held outside the
North American area as within it.
These rules apply to both employers and employees. Other rules apply to
luxury water travel.
Line 24b
Enter your deductible business meal expenses. This includes expenses for
meals while traveling away from home for business. Your deductible business
meal expenses are a percentage of your actual business meal expenses or
standard meal allowance.
In most cases, the percentage is 50%. Do not include entertainment expenses
on this line.
Business meal expenses. You can deduct a percentage of the actual cost of a
meal if the following conditions are met.
The meal expense was an ordinary and necessary expense in carrying on
your trade or business;
The expense was not lavish or extravagant under the circumstances; You or
your employee was present at the meal;
The meal was provided to a current or potential business customer, client,
consultant, or a similar business contact; and In the case of food or
beverages provided during or at an entertainment event, the food and
beverages were purchased separately from the entertainment, or the cost of
the food and beverages was stated separately from the cost of the
entertainment on one or more bills, invoices, or receipts.
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Standard meal allowance. Instead of deducting the actual cost of your meals
while traveling away from home, you can use the standard meal allowance for
your daily meals and incidental expenses.
Under this method, you deduct a specified amount, depending on where you
travel, instead of keeping records of your actual meal expenses. However, you
must still keep records to prove the time, place, and business purpose of your
travel.
Amount of deduction. In most cases, you can deduct only 50% of your
business meal expenses, including meals incurred while away from home on
business.
However, for individuals subject to the Department of Transportation (DOT)
hours of service limits, that percentage is increased to 80% for business meals
consumed during, or incident to, any period of duty for which those limits are in
effect. Individuals subject to the DOT hours of service limits include the
following. Certain air transportation workers (Such as pilots, crew, dispatchers,
mechanics, and control tower operators) are under Federal Aviation
Administration regulations. Interstate truck operators who are under DOT
regulations.Certain merchant mariners who are under Coast Guard regulations.
Line 25
Deduct utility expenses only for your trade or business.
Local telephone service. If you used your home phone for business, do not
deduct the base rate (including taxes) of the first phone line into your residence.
But you can deduct any additional costs you incurred for business that are more
than the base rate of the first phone line. For example, if you had a second line,
you can deduct the business percentage of the charges for that line, including
the base rate charges.
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Line 26
Enter the total salaries and wages for the tax year reduced by the amount of the
following credit(s), if applicable.
Work Opportunity Credit (Form 5884).
Employee Retention Credit for Employers Affected by Qualified Disasters
(Form 5884- A). Empowerment Zone Employment Credit (Form 8844).
Indian Employment Credit (Form 8845). Credit for Employer Differential
Wage Payments (Form 8932).
Employer Credit for Paid Family and Medical Leave (Form 8994).
Do not reduce your deduction for any portion of a credit that was passed
through to you from a pass-through entity.
Do not include salaries and wages deducted elsewhere on your return or
amounts paid to yourself.
Line 30
Business use of your home. You may be able to deduct certain expenses for
business use of your home, subject to limitations. To claim a deduction for
business use of your home, you can use Form 8829 or you can elect to
determine the amount of the deduction using a simplified method.
If you are not using the simplified method to determine the amount of expenses
you may deduct for business use of a home, do not complete the additional
entry spaces on line 30 for total square footage of your home and of the part of
the home used for business. Just include the amount from line 36 of your Form
8829 on line 30.
Simplified method. The simplified method is an alternative to the calculation,
allocation, and substantiation of actual expenses. In most cases, you will figure
your deduction by multiplying the area (measured in square feet) used regularly
and exclusively for business, regularly for daycare, or regularly for storage of
inventory or product samples, by $5. The area you use to figure your deduction
cannot exceed 300 square feet. You cannot use the simplified method to figure
a deduction for rental use of your home.
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Line 31
Figuring your net profit or loss. If your expenses (including the expenses you
report on line 30) are more than your gross income, do not enter your loss on
line 31 until you have applied the at-risk rules and the passive activity loss rules.
To apply these rules, follow the instructions in Line 32 and the Instructions for
Form 8582. After applying those rules, the amount on line 31 will be your loss,
and it may be smaller than the amount you figured by subtracting line 30 from
line 29.
If your gross income is more than your expenses (including the expenses you
report on line 30), and you do not have prior year unallowed passive activity
losses, subtract line 30 from line 29.
The result is your net profit.
lf your gross income is more than your expenses (including the expenses you
report on line 30), and you have prior year unallowed passive activity losses, do
not enter your net profit on line 31 until you have figured the amount of prior
year unallowed passive activity losses you may claim this year for this activity.
Use Form 8582 to figure the amount of prior year unallowed passive activity
losses you may include on line 31.
Be sure to indicate that you are including prior year passive activity losses by
entering "PAL" to the left of the entry space.
If you checked the "No" box on line G, see the Instructions for Form 8582; you
may need to include information from this schedule on that form, even if you
have a net profit.
If you enter a loss on line 31, you may have an excess business loss. Use Form
461 to figure your excess business loss. Individuals. Enter your net profit or loss
on line 31 and include it on Schedule 1 (Form 1040 or 1040-SR), line 3. Also,
include your net profit or loss on Schedule SE, line 2.
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Line 32
You do not need to complete line 32 if line 7 is more than the total of lines 28
and 30.
At-risk rules. In most cases, if you have a business loss and amounts invested
in the business for which you are not at risk, you must complete Form 6198 to
apply a limitation that may reduce your loss. The at-risk rules generally limit the
amount of loss (including loss on the disposition of assets) you can claim to the
amount you could actually lose in the business. Check box 32b if you have
amounts invested in this business for which you are not at risk, such as the
following.
Nonrecourse loans are used to finance the business, to acquire property
used in the business, or to acquire the business that is not secured by your
own property (other than property used in the business). However, there is
an exception for certain nonrecourse financing borrowed by you in
connection with holding real property.
Cash, property, or borrowed amounts used in the business (or contributed
to the business, or used to acquire the business) that are protected against
loss by a guarantee, stop-loss agreement, or other similar arrangement
(excluding casualty insurance and insurance against tort liability).
Amounts borrowed for use in the business from a person who has an
interest in the business, other than as a creditor, or who is related under
section 465(b)(3)(C) to a person (other than you) having such an interest.
Figuring your loss. Before determining your loss, you must check box 32a or
32b to indicate whether the loss from your business activity is limited by the
at-risk rules. Follow the instructions, next, that apply to your box 32 activity.
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Part Ill.
Cost of Goods Sold In most cases, if you engaged in a trade or business in
which the production, purchase, or sale of merchandise was an incomeproducing factor, you must take inventories into account at the beginning and
end of your tax year.
Exception for small business taxpayers. If you are a small business
taxpayer, you can choose not to keep an inventory, but you must still use a
method of accounting for inventory that clearly reflects income. If you choose
not to keep an inventory, you won't be treated as failing to clearly reflect income
if your method of accounting for inventory treats inventory as non-incidental
material or supplies, or conforms to your financial accounting treatment of
inventories. If, however, you choose to keep an inventory, you generally must
use an accrual method of accounting and value the inventory each year to
determine your cost of goods sold in Part Ill of Schedule C.
Line 33
Your inventories can be valued at cost, the lower of cost or market, or any other
method approved by the IRS.
Line 35
If you are changing your method of accounting beginning with 2019, refigure
last year's closing inventory using your new method of accounting and enter the
result on line 35. If there is a difference between last year's closing inventory
and the refigured amount, attach an explanation and take it into account when
figuring your section 481(a) adjustment. For details, see the example under Line
F, earlier.
Part IV. Information on Your Vehicle Line 44b
In most cases, commuting is travel between your home and a work location. If
you converted your vehicle during the year from personal to business use (or
vice versa), enter your commuting miles only for the period you drove your
vehicle for business.
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Travel that meets any of the following conditions isn't commuting.
You have at least one regular work location away from your home and the
travel is to a temporary work location in the same trade or business,
regardless of the distance. Generally, a temporary work location is one
where your employment is expected to last 1 year or less.
The travel is to a temporary work location outside the metropolitan area
where you live and normally work.
Your home is your principal place of business under section 280A(c)(1)(A)
(for purposes of deducting expenses for business use of your home) and
the travel is to another work location in the same trade or business,
regardless of whether that location is regular or temporary and regardless of
distance.
Line 47
Specific recordkeeping rules apply to car or truck expenses. For more
information about what records you must keep, see Pub. 463.
You may maintain written evidence by using an electronic storage system that
meets certain requirements. For more information about electronic storage
systems, see Pub. 583.
Part V. Other Expenses
Include all ordinary and necessary business expenses not deducted elsewhere
on Schedule C. List the type and amount of each expense separately in the
space provided. Enter the total on lines 48 and 27a. Do not include the cost of
business equipment or furniture, replacements or permanent improvements to
the property, or personal, living, and family expenses. Do not include charitable
contributions. Also, you cannot deduct fines or penalties paid to a government
for violating any law.
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TIPS
After reviewing a tax clients income, be sure to ask them Is there any other
income that should be included on your tax return.
Never advise a client to eliminate income
In order to prepare a client’s return accurately, you need all the information
in order to see what credits and deductions they may qualify for.
Some business owners will provide a breakdown of income & expenses.
Business owners do not need a 1099-misc income form.
Taxpayers can have multiple types of income. For instance, your client can
have household income, w2 income and small business income.
W2 must be mailed out by January 31. If your client have not received
his/her w2, they should contact their employer or IRS for assistance if they
have not received it by February 15th.
If the w2 is not mailed out by the due date of the return, he should file form
4852, Substitute for Form w-2 or the client can attempt to pull their transcript
to see if it has been reported.
You can round off cents to whole dollars on your return and schedules. If
you do round to whole dollars, you must round all amounts.

69

6. WHO IS A DEPENDENT?
Who is a Dependent?
Dependent means qualifying child or qualifying relative
A client can claim a qualifying child or a qualifying relative
Any of these relationships that were established by marriage aren't ended
by death or divorce
Five Test must be met for a child to be a qualifying child:
1. Relationship
2. Age
3. Residency
4. Support
5. Joint Return
Relationship Test
To meet this test, a child must be:
Son, daughter, stepchild, foster child, or a descendant (for example, your
grandchild) of any of them, or
Brother, sister, half brother, half-sister, stepbrother, stepsister, or a
descendant (for example, your niece or nephew) of any of them.
Adopted child. An adopted child is always treated as your own child. The
term “adopted child” includes a child who was lawfully placed with you for
legal adoption.
Foster child. A foster child is an individual who is placed with you by an
authorized placement agency or by judgment, decree, or other order of any
court of competent
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Age Test
To meet this test, a child must be:
1. Underage 19 at the end of the year and younger than the taxpayer (or your
spouse, if filing jointly),
2. A student under age 24 at the end of the year and younger than the
taxpayer (or your spouse, if filing jointly), or
3. Permanently and totally disabled at any time during the year, regardless of
age.
Example.
Your son turned 20 on December 10. Unless he was permanently and totally
disabled or a student, he doesn't meet the age test because, at the end of the
year, he wasn't under age 19.
Child must be younger than you or your spouse. To be your qualifying child,
a child who isn't permanently and totally disabled must be younger than you.
However, if you are married filing jointly, the child must be younger than you or
your spouse but doesn't have to be younger than both of you.

71

Residency Test
To meet this test, the taxpayer child must have:
Lived with the taxpayer for more than half the year.
There are exceptions for:
-- temporary absences such as illnesses, education, business, vacation,
military services, or detention in a juvenile facility.
-- children who were born or died during the year,
-- kidnapped children
-- children of divorced or separated parents. Read Publication 501 for
certain circumstances.
Stillborn child. You can't claim an exemption for a stillborn child.
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Support Test
To meet this test, the taxpayer child can’t have:
Provided more than half of his or her own support for the year.
For example: The taxpayer provided $4,000 toward his 16-year-old son's
support for the year. He has a part-time job and provided $6,000 to his own
support. He provided more than half of his own support for the year. He isn't
your qualifying child.

Joint Test
To meet this test, the child cannot file a joint return for the year
Exception. An exception to the joint return test applies if the child and his/her
spouse file a joint return only to claim a refund of income tax withheld or
estimated tax paid.

Example 1—child files joint return.
Jane supported his 18-year-old daughter, and she lived with Jane all year while
her husband was in the Armed Forces. He earned $25,000 for the year. The
couple files a joint return. Because your daughter and her husband file a joint
return, she isn't your qualifying child.
Your 18-year-old son and his 17-year-old wife had $800 of wages from
part-time jobs and no other income. They lived with you all year. Neither is
required to file a tax return. They don't have a child. Taxes were taken out
of their pay so they file a joint return only to get a refund of the withheld
taxes. The exception to the joint return test applies, so your son may be
your qualifying child if all the other tests are met.
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THINGS TO KNOW
Student Defined:
To qualify as a student, the taxpayer child must be, during some part of
each of any 5 calendar months of the year:
-- A full-time student at a school that has a regular teaching staff, course of
study, and a regularly enrolled student body at the school, or
A student taking a full-time, on-line training course given by a school, or bya
state, county, or local government agency.
The 5 calendar months don't have to be consecutive.
Full-time student. A full-time student is a student who is enrolled for the
number of hours or courses the school considers to be full-time attendance.
School defined. A school can be an elementary school, junior or senior high
school, college, university, or technical, trade, or mechanical school. However,
an on the-job training course, correspondence school, or school offering
courses only through the Internet doesn't count as a school.
Vocational high school students. Students who work on “co-op” jobs in
private industry as a part of a school's regular course of classroom and practical
training are considered full-time students.
Permanently and totally disabled. The child is permanently and totally
disabled if both of the following apply.
He or she can't engage in any substantial gainful activity because of a physical
or mental condition.
A doctor determines the condition has lasted or can be expected to last
continuously for at least a year or can lead to death
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Kidnapped child. The taxpayer can treat a child as meeting the residency test
even if the child has been kidnapped, but both of the following statements must
be true.
The child is presumed by law enforcement authorities to have been
kidnapped by someone who isn't a member of the family or the child's
family.
Inthe year the kidnapping occurred, the child lived with the taxpayer for
more than half of the part of the year before the date of the kidnapping.
This treatment applies for all years until the earliest of:
The year the child is returned,
The year there is a determination that the child is dead, or
The year the child would have reached age 18.
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TIEBREAKER RULE:
To determine which person can treat the child as a qualifying child to claim tax
benefits, the following tiebreaker rules apply.
If only one of the persons is the child's parent, the child is treated as the
qualifying child of the parent.
If the parents file a joint return together and can claim the child as a
qualifying child, the child is treated as the qualifying child of the parents.
If the parents do not file a joint return together but both parents can claim
the child as a qualifying child, the IRS will treat the child as the qualifying
child of the parent with whom the child lived for the longer period of time
during the year. If the child lived with each parent for the same amount of
time, the IRS will treat the child as the qualifying child of the parent who had
the higher adjusted gross income (AGI) for the year
Sometimes, a child meets the relationship, age, residency, support, and
joint return tests to be a qualifying child of more than one person. Although
the child is a qualifying child of each of these persons, only one person can
actually treat the child as a qualifying child.
If no parent can claim the child as a qualifying child, the child is treated as
the qualifying child of the person who had the highest AGI for the year.
If aparent can claim the child as a qualifying child but no parent does so
claim the child, the child is treated as the qualifying child of the person who
had the highest AGI for the year, but only if that person's AGI is higher than
the highest AGI of any of the child's parents who can claim the child.
Subject to these tiebreaker rules, the taxpayer and the other person may be
able to choose which one claims the child as a qualifying child.

76

TIEBREAKER RULE EXAMPLE:
Example 1—child lived with parent and grandparent.
You and your 3-year-old daughter Jane lived with your mother all year. You are
25 years old, unmarried, and your AGI is $9,000. Your mother's AGI is $15,000.
Jane's father didn't live with you or your daughter. You haven't signed Form
8332 (or a similar statement) to release the child's exemption to the
noncustodial parent.
Jane is a qualifying child of both you and your mother because she meets the
relationship, age, residency, support, and joint return tests. Jane isn't a
qualifying child of anyone else, including her father. You agree to let your
mother claim Jane. This means your mother can claim Jane as a qualifying
child for all of the six tax benefits if she qualifies for each of those benefits.
QUALIFYING RELATIVE
Four tests must be met for a person to be your qualifying relative. The four tests
are:
1. Not a qualifying child test
2. Member of household or relationship test
3. Gross income test
4. Support test
Qualifying Relative: Unlike a qualifying child, a qualifying relative can be any
age. There is no age test for a qualifying relative.
Not a Qualifying Child Test: A child isn't a qualifying relative if the child is the
taxpayer’s qualifying child or the qualifying child of any other taxpayer.
Example 1
Your 22-year-old daughter, who is a student, lives with you and meets all the
tests to be your qualifying child. She isn't your qualifying relative.
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Member of Household or Relationship Test:
To meet this test, a person must either:
Live with the taxpayer all year as a member of his/her household, or
Be related to the taxpayer as in qualifying child.
If at any time during the year the person was the taxpayer’s spouse, that
person cannot be a qualifying relative
Gross Income Test
To meet this test:
Aperson's gross income for the year must be less than $4,000.
Gross income is all income in the form of money, property, and services that
isn't exempt from tax.
Support Test
To meet this test:
The taxpayer generally must provide more than half of a person's total
support during the calendar year.
The taxpayer figure whether he/she has provided more than half of a
person's total support by comparing the amount he/she contributed to that
person's support with the entire amount of support that person received
from all sources.
This includes support the person provided from his or her own funds.
TIPS
Divorce or death doesn’t end relationship. Therefore, once a step-child is
always a step child dead or alive.
If filing a joint return, the person can be related to either you or your spouse
Cousin. Your cousin can meet the qualifying relative test but not the
qualifying child test. A cousin is a descendant of a brother or sister of your
father or mother.
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7. CREDITS & DEDUCTIONS
WHAT IS A TAX CREDIT?
Tax Credits reduce the amount of income tax owed to the federal and state
governments.
In most cases, credits cover expenses paid during the year and have
requirements that must be satisfied before the credit can be claimed.

TWO TYPES OF CREDIT
Refundable Credit - this credit allows the taxpayer to receive the overage in
the form of a refund.
Non-Refundable Credit - this credit will not allow the taxpayer to receive the
overage in the form of a refund.
For example, if there is a tax liability owed in the amount of $1,000.00 and a
refundable credit of $1,200.00, the client can receive the $200 in the form of a
refund if no other liabilities are owed.
In the same example, if it is a non-refundable credit, the credit refunds the tax
liability owed of $1000 and the additional $200 left over can not be received in a
refund.
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EXAMPLES OF THE MOST COMMON CREDIT USED:
1.Education Credit
2.Child Tax Credit
3.Child & dependent care
4.Earned Income Credit
5.Other Dependent Credit
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WHAT IS EARNED
INCOME CREDIT & DUE
DILIGENCE

81

EARNED INCOME CREDIT (EIC) OR EARNED INCOME TAX CREDIT (EITC)
The earned income credit (EIC) is a refundable tax credit for most people
who work but do not earn high incomes.
The purpose of the EIC is to reduce tax burdens and supplement wages of
working families who earnings are less than the max for their filing status.
If eligible the taxpayer can receive a refund with this credit even if they don’t
have to file, owe no tax, & had no income tax withheld. (Keep in mind they
need earned income)

THERE ARE TWO WAYS TO GET EARNED INCOME
Work for someone who pays the taxpayer
The taxpayer owns or run a business or farm
Earned income includes all the taxable income & wages from working

HOW TO QUALIFY FOR EIC
To qualify for earned income tax credit, the taxpayer
1. Must file a tax return
2.Must have a social security number
3.Have earned income under a certain amount for the tax year
4.Filing Status
-- Married filing jointly
-- Head of household
-- Qualifying widow
-- Single
5.With or without a qualifying child
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DISABILITY AND EARNED INCOME TAX CREDIT
Some disability retirement benefits qualify as earned income to claim the
Earned Income Tax Credit or EITC.
Also, the taxpayer may claim a relative of any age as a qualifying child if the
relative is totally and permanently disabled and fits all other EITC
requirements.
IRS considers disability retirement benefits as earned income until the
taxpayer reach minimum retirement age. Minimum retirement age is the
earliest age you could have received a pension or annuity if the taxpayer did
not have the disability.
After you reach minimum retirement age, IRS considers the payments
pension and not earned income.

WHO IS A QUALIFYING CHILD FOR EIC PURPOSES
A dependent under the age of 19 or
Dependent between the age of 19-24 in school full-time
A disability dependent that is considered totally & permanently disabled
Must have a social security number that is valid for employment and is
issued before the due date of the return.
Must pass the following test:
-- Age
-- Relationship
-- Residency
-- Joint return
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A QUALIFYING CHILD WITH A DISABILITY
There is no age limit and the child does not have to be younger than the
taxpayer if the qualifying child is permanently and totally disabled.
The qualifying child is permanently and totally disabled if both of the
following apply:
-- He or she cannot engage in any substantial gainful activity because of a
physical or mental condition and
-- A doctor determines the condition has lasted or can be expected to last
continuously for at least a year or can lead to death.
If the qualifying child receives disability benefits, the taxpayer can still use
the child for EITC purposes
To prove the claim of EITC for a child who is permanently and totally
disabled, you need:
-- a letter from the child’s doctor, other healthcare provider or any social
service program or agency verifying the child is permanently and totally
disabled.
A child working for minimal pay under a special program for people with
disabilities is not engaged in a “substantial gainful activity” under the
definition of permanently and totally disabled.
Work for minimal pay offered to people with physical or mental disabilities or
sheltered employment must be offered by qualified locations. Qualified
locations are: Sheltered workshops, Hospitals and similar institutions,
homebound programs, and Department of Veterans Affairs (VA) sponsored
homes.
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TAXABLE EARNED INCOME INCLUDES:
Wages, salaries, tips, and other taxable employee pay e Household worker
income (even if they don’t receive a w2)
Cash wages earners including independent contractors
Cash wages with no official IRS form
Union strike benefits
Long-term disability benefits received prior to minimum retirement age;
Net earnings from self-employment if the taxpayer:
-- Own or operate a business or a farm or
-- Is a minister or member of a religious order
-- Is a statutory employee and have income.

EXAMPLES OF INCOME THAT ARE NOT EARNED INCOME:
Pay received for work while an inmate in a penal Institution
Interest and dividends
Retirement income
Social security disability insurance, SSI Military disability pension
Unemployment benefits
Alimony
Child support

HOW TO QUALIFY FOR EIC
There are general sets of rules for claiming the earned income credit:
Rules for everyone
Rules for taxpayers with a qualifying child
Rules for taxpayers who do not have a qualifying child
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Part A
Rules for Everyone

Taxpayers & qualifying
children must all have
SSN that is valid for
employment

Filing status cannot be
married filing
separately
Must be a U.S. citizen
or resident alien all
year

Part B
Rules if the taxpayer
has a qualifying child
Child must meet the
relationship, age,
residency test and joint
return tests. If child is
married, see Publication
17
Qualifying child can
not be used by more
than one person to
claim the EIC
The taxpayer cannot
be a qualifying child of
another person

Cannot file Form 2555
or Form 2555-EZ
(relating to foreign
earned income)

Part C
Rules if the taxpayer
does not have a
qualifying child

Must be at least age 25
but under age 65 as of
Dec 31

Cannot be the
dependent of another
person.

Must have lived in the
US more than half the
year
Cannot be a qualifying
child of another person

Investment income
must $3,400 or less.
Cannot be a qualifying
child of another
person.
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Qualifying Children Claimed

Investment Income Limit
Investment income must be $3,650 or less for the year.
Maximum Credit Amounts
The maximum amount of credit for Tax Year 2020 is:
$6,660 with three or more qualifying children
$5,920 with two qualifying children
$3,584 with one qualifying child
$538 with no qualifying children.

Please note this chart and the income limits on this page may change
every tax year, be sure to double check figures for the current tax year
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COMMON EIC FILING ERRORS
About 60 percent of EITC errors fall into three key categories:
1. claiming a child who does not meet the relationship or residency tests,
2. over-or under-reporting income or business expenses to maximize the
credit, and
3. filing as single or head of household when legally married.
The most common CTCI/ACTC errors are:
1. claiming the CTC/ACTC for a child who is over 16 years old at the end of
the tax year,
2. claiming the CTC/ACTC for a child who doesn't meet the dependent
qualifying child requirements, and
3. claiming the CTC/ACTC for a child who was not a U.S. citizen, U.S. national
or a U.S. resident.
The most common AOTC errors are:
claiming AOTC for a student who didn’t attend an eligible educational
institution,
claiming AOTC for a student who didn’t pay qualifying college expenses,
and
claiming AOTC for a student for too many years.
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FOUR DUE DILIGENCE REQUIREMENTS
1. Complete and Submit Form 8867
Complete Form 8867, Paid Preparer's Due Diligence Checklist, for each
return or claim for refund you preparer that claims EITC, CTC/ACTC/ODC,
AOTC and/or HOH filing status.
Complete the checklist based on compliance with due diligence
requirements and information provided by your client(s).
Submit the completed Form 8867 to the IRS with every electronic return you
prepare claiming the EITC, CTC/ACTC/ODC, AOTC and/or HOH filing
status.
Attach the completed Form 8867 to every paper return or claim for refund
you prepare claiming the EITC, CTC/ACTC/ODC, AOTC and/or HOH filing
status and send to the IRS.
For every paper return or claim for refund you prepare claiming the EITC,
CTC/ACTC/ODC, AOTC and/or HOH filing status but do not send to the
IRS, advise your client of the importance of sending it with the return or
claim for refund to the IRS.
2. Compute the Credits Based on the Facts
Complete the appropriate worksheets for each credit based on information
provided by the client or information you otherwise reasonably obtain or
know. The worksheets show what to consider in the computation. Keep the
records showing how you did the computations.
These worksheets are included with most tax preparation software.
3. Ask All the Right Questions
Not know or have reason to know any information used to determine a
client's eligibility for the credits and HOH filing status or compute the amount
of the credits is incorrect.
Not ignore the implications of any information given by the client or known
and must make additional inquiries, if a reasonable and well-informed tax
return preparer, knowledgeable in the law, would conclude the information
is incomplete, inconsistent, or incorrect.
Know the law and use that knowledge of the law to ensure you are asking
your client the right questions to get all relevant information.
Document any additional questions you ask and your client's answer at the
time of the interview.
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4. Keep records
Keep a copy of the Form 8867 and the worksheets used to determine
credits. Keep a record of all additional questions you asked your client to
comply with your due diligence requirements and your client's answers to
those questions.
Keep copies of any documents your client gave you on which you relied on
to determine eligibility for the credits or HOH filing status, or to compute the
amount of the credits.
Keep arecord of how, when and from whom you obtained the information
used to prepare Form 8867 and the applicable worksheets.
Keep your records in either paper or electronic format but make sure you
can produce them if the IRS asks for them.
Keep these records for 3 years from the latest date of the following that
apply:
-- The original due date of the tax return (this does not include any
extension of time for filing), or
-- If you electronically file the return or claim for refund and sign it as the
return preparer, the date the tax return or claim for refund is filed, or
-- If the return or claim for refund is not filed electronically and you sign it as
the return preparer, the date you present the tax return or claim for refund
to your client for signature, or
-- If you prepare part of the return or claim for refund and another preparer
completes and signs the return or claim for refund, you must keep the part
of the return you were responsible to complete for 3 years from the date
you submit it to the signing tax return preparer.
-- Keep these records in either a paper or electronic format in a secure place
to protect your client’s personal information.
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PAID PREPARER’S PENALTIES
Failure to meet due diligence for one or more of the credits is now $530
EACH credit that can be applied to the preparer and/or ERO. (This penalty
amount may increase each tax year)
For example, if the preparer fails to meet due diligence for THREE credits,
the preparer’s penalty would be $2,130 per return.
The clients may be subject to accuracy or fraud penalties and be banned
from claiming EITC for a period of 2 or 10 years depending on the reason
the Earned Income Tax Credit was disallowed.
Other return preparer penalties ranging from $1,000 to $5,000 may also be
assessed for negligence or intentional disregard of the rules and regulations
when preparing an EITC returns.
Incorrectly claimed refundable credits will now be taken into account when
determining the underpayment penalty.

For example, You could be penalized for each time you fail to meet the due
diligence requirements for one of the tax benefits claimed on the return. "That
means if you are paid to prepare a return after 2018 claiming all three credits
and the HOH filing status, and you fail to meet the due diligence requirements
for each of these four tax benefits, the IRS could assess a penalty of $530 for
each failure to meet the requirements for each tax benefit, or $2,130."
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TIPS
Taxpayers turning 25 on January 1st are considered to be 25 as of
December 31st. Taxpayers reaching the age of 65 on January 1st are still
considered 64 as of December 31st.
Net earnings from self-employment are considered earned income.
A child who meets the conditions to be a qualifying child of more than one
person can only be claimed by one taxpayer for the EIC.
Taxpayers can claim the EIC without a qualifying child.
-- Confirm that the taxpayer and spouse cannot be claimed as dependents
by their parents or anyone else.
If the taxpayer was previously disallowed EIC in a prior year form 8862 must
be attached to the tax return.
Many people who qualify for EIC also qualify for CTC and ACTC. Or they
can qualify for one and not the other.

92

RECOMMENDATION
1. All tax preparers are recommended to take the Due Diligence Training with
the IRS. www.eitc.irs.gov/training
2. Watch all Due Diligence Training Videos with the IRS on YouTube.
3. Review form 8867 and become familiar with it
Additional information regarding EIC can be found in Pub. 596.
Additional information regarding the eligibility rules for the CTC/ACTC
may be found in section 24 and in Pub. 972.
Additional information regarding the eligibility rules for the AOTC may
be found in section 25A, in Pub. 970, and on Form 8863 and the
instructions for Form 8863
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CHILD TAX CREDIT &
ADDITIONAL CHILD TAX
CREDIT
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CHILD TAX CREDIT & ADDITIONAL CHILD TAX CREDIT
Taxpayers can claim the Child Tax Credit if they have a qualifying child under
the age of 17 and meet other qualifications. The maximum amount per
qualifying child is $2,000. Up to $1,400 of that amount can be refundable for
each qualifying child. So, like the EITC, the Child Tax Credit can give a taxpayer
a refund even if they owe no tax.
The amount of the Child Tax Credit begins to reduce or phase out at $200,000
of modified adjusted gross income, or $400,000 for married couples filing jointly.
In order to claim the child tax credit, the taxpayer must have at least one eligible
child. The child tax credit allows taxpayers to claim a tax credit of up to $2,000
per qualifying child and $500 per qualifying dependent.

A child qualifies you for the CTC if the child meets all of the following conditions.
The child is your son, daughter, stepchild, eligible foster child, brother,
sister, stepbrother, stepsister, half brother, half-sister, or a descendant of
any of them (for example, your grandchild, niece, or nephew).
The child was under age 17 at the end of the tax year.
The child did not provide over half of his or her own support for 2019. e The
child lived with you for more than half of the tax year.
The child is claimed as a dependent on your return.
The child does not file a joint return for the year (or files it only to claim a
refund of withheld income tax or estimated tax paid).
The child was a U.S. citizen, U.S. national, or U.S. resident alien.
A child tax credit is filed on form 8812. Usually, this form is auto-populated by
the software-based upon information inputted on the tax return.
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TO QUALIFY, THE CHILD MUST:
Must have a social security number
be under age 17 at the end of the tax year
bea citizen or resident of the United States
not have provided over half of his/her own support for the tax year
lived with the taxpayer for more than half of the tax year
be the taxpayer's: child, stepchild, adopted child or a descendant of one (for
example, a grandchild), or eligible foster child brother, sister, stepbrother,
stepsister, or a descendant of one

QUALIFYING CHILD EXAMPLE
Jamie and Edward's adopted daughter, Tedra, turns 12 during the tax year. She
lives with Jamie and Edward all year and is a resident of the United States.
Jamie and Edwards support Tedra. Tedra is a qualifying child for the child tax
credit because she is:
under 17
a resident
living with Jamie and Edward
not providing more than half of her own support Jamie and Edward's
adopted child
Child Tax Credit Taxpayer Requirements
Taxpayers must provide the name and social security number of each
qualifying child on their tax returns.
The amount of a taxpayer's child tax credit depends on the taxpayer's:
-- tax liability
-- modified adjusted gross income
-- filing status
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CHILD TAX CREDIT LIMITS EXAMPLE
Micha and Michael have two dependent children under age 17. The children
qualify for the child tax credit. Micha and Michael will file a joint return. Their
modified adjusted gross income is $55,600. Their tax liability is $4,194.
Since their modified adjusted gross income ($55,600) is less than the
maximum amount for their filing status ($110,000), their initial child tax
credit is $2,000.
Because their tax liability ($4,194) is more than their initial child tax credit
($2,000) they can take the entire $2,000 child tax credit.

ADDITIONAL CHILD TAX CREDIT
When a taxpayer's child tax credit is more than their tax liability, they may
be eligible to claim an additional child tax credit as well as the child tax
credit.
The additional child credit is also a tax credit of up to $1,400 per qualifying
child. To claim the additional child tax credit, there are:
-- the same requirements for the qualifying child as for the child tax credit
-- additional requirements for the taxpayer
-- different limits on the amount of credit
This is a refundable credit

The additional child tax credit is automatically calculated based upon
information on the tax return
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UNDERSTANDING
CREDIT FOR OTHER
DEPENDENT ODC
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UNDERSTANDING CREDIT FOR OTHER DEPENDENT ODC
What is ODC & What You Should Know
ODC means: Other dependent credit or Credit for Other Dependent Credit
The maximum amount you can claim for the credit is $500 for each dependent
who qualifies for the ODC.
ODC is available for each of the dependents who does not qualify for the child
tax credit.
This credit applies for taxable years 2018-2025.

QUALIFYING PERSON FOR THE ODC
A person qualifies you for the ODC if the person meets all of the following
conditions.
1. The person is claimed as a dependent on your return.
2. The person cannot be used by you to claim the CTC or ACTC.
3. The person was a U.S. citizen, U.S. national, or U.S. resident alien. For
more information, see Pub. 519. If the person is your adopted child, see
Adopted child, earlier.
In addition to being a qualifying person for the ODC, the person must have an
SSN, ITIN, or ATIN issued to the dependent on or before the due date of your
2019 return (including extensions). If the person has not been issued an SSN,
ITIN, or ATIN by that date, you can not use the person to claim the ODC.
Example. Your 10-year-old nephew lives in Mexico and qualifies as your
dependent. He is not a U.S. citizen, U.S. national, or U.S. resident alien. You
cannot use him to claim ODC.
You cannot use the same child to claim both the CTC (or ACTC) and ODC.
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FOR EXAMPLE
1. The taxpayer has two dependents: Michael 19 who is unemployed, not in
school and is not disabled; and Audrey 6. Which answer is correct:
a) The taxpayer would qualify for EIC for both Michael and Audrey
b) The taxpayer would qualify for EIC for Michael and ODC for Audrey
c) The taxpayer would not qualify for either EIC or ODC
d) The taxpayer would qualify for ODC for Michael and EIC for Audrey
The answer is D
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EDUCATION CREDITS
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EDUCATION CREDITS
An education credit helps with the cost of higher education by reducing the
amount of tax owed on the tax return.
There are two types of Education Credit: American Opportunity Credit &
Lifetime Learning Credit
Both credits are claimed on Form 8863.
An EIN for the school is required or it will be rejected when filed
electronically
Review Publication 970 for more information on the Education Credit and
qualified expenses.

ELIGIBLE INSTITUTION
An eligible educational institution is generally any college, university,
vocational school, or other postsecondary educational institution eligible to
participate in a student aid program administered by the U.S. Department of
Education.
Virtually all accredited public, nonprofit, and privately owned profit-making
postsecondary institutions meet this definition.
The educational institution should be able to tell the taxpayer if it is an
eligible educational institution.

REQUIREMENTS FOR FILING EDUCATION CREDIT
Generally, the law requires a taxpayer (or a dependent) to have received a
Form 1098-T from an eligible educational institution in order to claim the
American Opportunity Credit, or the Lifetime Learning Credit.
If the taxpayer claims the AOTC education credit even though he/she is not
eligible, the taxpayer may be banned from claiming the credit for up to 10
years and face penalties.
The penalty for tax preparers is $530 per return for not complying with due
diligence
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WHO CAN CLAIM AN EDUCATION CREDIT?
The taxpayer(s), the dependent or a third party pays qualified education
expenses for higher education
An eligible student must be enrolled at an eligible educational institution.
The eligible student is the taxpayer, spouse or a dependent list on the
taxpayer's tax return
If a dependent is required to file and can be claimed on another person’s tax
return, he/she does not qualify for the credit, the guardian does.
If the taxpayer is eligible to claim the Lifetime Learning Credit, the American
Opportunity Credit & the tuition fee deduction for the same student in the
same year, he/she can choose to claim either credit, but not all.
Taxpayer and/or dependent must have a valid SSN & be at least 18 years
old to receive a refundable credit.

WHO CANNOT CLAIM AN EDUCATION CREDIT?
An individual who is being claimed as a dependent
Taxpayer status is married filing separately
The taxpayer already claimed or deducted another higher education benefit
using the same student or same expenses
The taxpayer/spouse was a non-resident alien for any part of the year and
did not choose to be treated as a resident alien for tax purposes.
Tax clients who do not have proof of enrollment. Must have 1098t and/or
receipts.
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Box 1- is the amount of total payment receive for qualified tuition and expenses
Box 2- is the amount billed
Box 3- is the amount of scholarships or grants
Schools must check Box 7 if the amount in Box 1 or 2 includes expenses for an
academic term that begins in the first three months of the year following the
year covered by the 1098-T.
A checkmark in Box 8 indicates that the student is enrolled at least half-time.
A checkmark in Box 9 indicates that the student is enrolled in a graduate
program.
The information found on a 1098T determines the education credit amount.
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THE TAXPAYER CAN NOT CLAIM A REFUND
If they were issued tax-free parts of scholarships and fellowships.
Pell grants
Employer-provided education assistance
Veterans’ educational assistance
Any other nontaxable payment received as educational assistance.

AMERICAN OPPORTUNITY CREDIT
(AOTC) is a credit for qualified education expenses paid for an eligible
student for the first four years of higher education.
Taxpayers can get a maximum annual credit of $2,500 per eligible student.
If the credit brings the amount of tax owed to zero, they can have 40
percent of any remaining amount of the credit (up to $1,000) refunded to
them.

If the AOTC claim is disallowed in 2017, Form 8862 before claiming the
credit again in future tax years. Form 8862, Information to Claim Earned
Income Credit After Disallowance, is being revised for use beginning in
2018 to include not only EIC, but also CTC/ACTC and AOTC
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WHO IS AN ELIGIBLE STUDENT FOR AOTC
Be pursuing a degree or other recognized education credential
Be enrolled at least half time for at least one academic period beginning in
the tax year
Not have finished the first four years of higher education at the beginning of
the tax year
Not have claimed the AOTC or the former Hope credit for more than four tax
years
Not have a felony drug conviction at the end of the tax year

Academic Period can be semesters, trimesters, quarters or any other
period of study such as a summer school session. The schools determine
the academic periods.
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LIFETIME LEARNING CREDIT
The Lifetime Learning Credit is for qualified tuition and related expenses
paid for eligible students enrolled in an eligible educational institution.
This credit can help pay for undergraduate, graduate and professional
degree courses--including courses to acquire or improve job skills.
There is no limit on the number of years the taxpayer can claim the credit.
The amount of the credit is 20 percent of the first $10,000 of qualified
education expenses or a maximum of $2,000 per return.
Qualified education expenses include only amounts of books, supplies, and
equipment required to be paid to the institution as a condition of enrollment
or attendance.

WHO CAN CLAIM THE LLC
The taxpayer must meet all three of the following:
The taxpayer, his/her dependent, or a third party pay qualified education
expenses for higher education.
The taxpayer, dependent, or a third party pay the education expenses for an
eligible student enrolled at an eligible educational institution.
The eligible student is the taxpayer, spouse or dependent listed on the
taxpayer’s tax return.
Be taking higher education courses or courses to get a degree or other
recognized education credential or to improve job skills
Be enrolled for at least one academic period* beginning in the tax year
*Academic Period can be semesters, trimesters, quarters or any other
period of study such as a summer school session. Academic periods are
determined by the school.
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TIP
More than one person on a tax return can claim the AOTC.
One student can claim AOTC and the other student can claim LLC on the
same tax return.
AOTC can be claimed with no earned income.
If the taxpayer is being claimed as a dependent on someone else’s tax
return, the taxpayer can not file the credit. The credit must be filed by the
person who claimed him/her.
If the marital status is married filing separately, the taxpayer does not qualify
for the credit
The taxpayer cannot claim a credit for education expenses paid with taxfree funds.
AOTC is a refundable credit & LLC is a non-refundable credit
Expenses for sports, games, hobbies or non-credit courses do not qualify
for the education credits or tuition and fees deduction, except when the
course or activity is part of the student’s degree program. For the Lifetime
Learning Credit only, these expenses qualify if the course helps the
student acquire or improve job skills
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UNDERSTANDING
DEDUCTIONS
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There are two types of deductions.
STANDARD & ITEMIZED DEDUCTIONS
Deductions reduce the amount of your taxable income
Standard and itemized deductions are filed on Schedule A
The taxpayer can choose whether to take the standard deduction, which
does not require in documentation or due diligence or they can choose to
itemize which may require due diligence and documentation.
Choose the deduction that works in the client's favor

WHAT IS STANDARD DEDUCTION?
The standard deduction is a dollar amount that reduces the taxpayer's
taxable income. It is a benefit that eliminates the need for many taxpayers
to itemize actual deductions, such as medical expenses, charitable
contributions, and taxes, on Schedule A.
The standard deduction is higher for taxpayers who are 65 or older or are
blind.
Most taxpayers have a choice of either taking a standard deduction or
itemizing their deductions. If they have a choice, they can use the method
that gives them the lower tax reduction.
A set amount, provided by law and based on filing status, age, blindness,
and dependency that taxpayers can deduct from their adjusted gross
income before tax is determined.
The amount of the deduction depends on
-- Income
-- filing status,
-- age,
-- blindness and
-- changes each year
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WHO DOES NOT QUALIFY FOR THE STANDARD DEDUCTION
The client should itemize any deductions if:
-- The filing status is married filing separately, and spouse itemizes
deductions on his or her return,
-- The client is filing a tax return for a short tax year because of a change in
the annual accounting period,
--The client is a nonresident or dual-status alien during the year.
A dual-status alien is if both clients were a nonresident and resident alien
during the year.

STANDARD DEDUCTIONS (for most people)
The tax year 2020 adjustments generally are used on tax returns filed in
2021. The tax items for the tax year 2020 of greatest interest to most
taxpayers include the following dollar amounts:
The standard deduction for married filing jointly rises to $24,800 for tax year
2020, up $400 from the prior year. For single taxpayers and married
individuals filing separately, the standard deduction rises to $12,400 in for
2020, up $200, and for heads of households, the standard deduction will be
$18,650 for tax year 2020, up $300.

Note: Do not use this chart is the tax client is blind, born before January 2,
1951, or someone else can claim them as a dependent.
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ITEMIZED DEDUCTIONS
Itemized deductions are subtractions from a taxpayer's Adjusted Gross Income
(AGI) that reduce the amount of income that is taxed.
Most taxpayers have a choice of taking a standard deduction or itemizing
deductions.
Taxpayers should use the type of deduction that results in the lowest tax
Taxpayers who have a standard deduction of zero should itemize their
deductions.
Taxpayers who normally fall within this category are:
Married, filing a separate return, and their spouse is itemizing
Filing a return for a short tax year due to a change in the annual accounting
period
Considered to be nonresident aliens or dual-status aliens during the year
(and not married to a U.S. citizen or resident at the end of the tax year)
How do you decide if a taxpayer should itemize deductions?
In general, taxpayers who have mortgage interest or a very large amount of
unreimbursed medical/dental expenses compared to their income would benefit
from itemizing their deductions.
If you think the taxpayer may benefit from itemizing, enter the qualified
expenses on Schedule A. Your tax software will automatically select the larger
of itemized versus standard deduction.
What items can be itemized
Medical and dental expenses
Property tax
Car Tag
Charitable contribution such as tithe and offering
Mortgage interest
Mileage for medical purposes
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Whose expenses are covered?
Qualified medical and dental expenses paid by the taxpayer during the tax year
can be included for:
The taxpayer
The taxpayer's spouse
Dependents claimed at the time the medical services were provided or at
the time the expenses were paid
Individuals who could be the taxpayer's dependent except:
-- They do not meet the gross income test, or
-- They do not meet the joint return test, or
-- The taxpayers, or their spouse if filing jointly could be claimed
as a dependent on someone else’s returns
Therefore, don't just ask for medical deductions for the taxpayer, anyone who
was claimed on the tax return with deductions can be applied on that tax return.
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TIP
If a child of divorced or separated parents is claimed as a dependent on either
parent's return, each parent may deduct the medical expenses that they
individually paid for the child.
Taxpayers may only deduct unreimbursed medical expenses. They may
not deduct medical insurance premiums paid with pretax dollars or be
reimbursed by an insurance company. For taxpayers who receive the premium
tax credit (PTC), only the premiums paid out of pocket by the taxpayer and not
covered by the PTC, may be used as a medical expense when itemizing
deductions.
For example, if the taxpayer’s insurance policy premium was $12,000 and they
received a PTC of $10,000, they would only be able to deduct the $2,000
premiums paid out of pocket by the taxpayer as a medical expense deduc- tion,
subject to the appropriate applicable adjusted gross income threshold for
itemized medical expenses. Taxpayers also deduct the excess APTC they have
to repay on the return or reduce their deduction for any additional net PTC they
claim on the return.
Home mortgage interest is any interest paid on a loan, line of credit, or home
equity loan secured by the taxpayer’s home. The deduction for home equity
mortgage interest is not allowed unless it was used to build, buy, or
substantially improve the taxpayer's qualified residence.
Real estate taxes, which are generally reported on Form 1098, Mortgage
Interest Statement, or a similar statement from the mortgage holder, are
deductible. If the taxes are not paid through the mort- gage company, the
taxpayer should have a record of what was paid during the year.
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CHARITABLE CONTRIBUTIONS
A charitable contribution is a donation or gift to a qualified organization, which
may be deductible if the taxpayer itemizes. Cash, check, and noncash
contributions should be reported on Schedule A on either the Gifts by cash or
check line or the Other than by cash or check line, respectively.
Deductions may be taken for contributions to:
Organizations that operate exclusively for religious, charitable, educational,
scientific, or literary purposes
Organizations that work to prevent cruelty to children or animals
Organizations that foster national or international amateur sports
competition if they do not provide athletic facilities or equipment
War veterans’ organizations
Certain nonprofit cemetery companies or corporations
Deductible items include:
Monetary donations
Dues, fees, and assessments paid to qualified organizations above the
value of benefits received
Fair market value of used clothing, furniture, and other items in good
condition
Cost and upkeep of uniforms that have no general use but must be worn
while performing services donated to a charitable organization
Unreimbursed transportation expenses that relate directly to the services
the taxpayer provided for the organization
Part of a contribution above the fair market value for items received such as
merchandise and tickets to charity balls or sporting events
Transportation expenses, including bus fare, parking fees, tolls, and either
the cost of gas and oil or the standard mileage deduction may be taken.
See Publication 4012 for the standard mileage deduction for charitable
contributions.
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WHICH GIFTS TO CHARITY ARE NOT DEDUCTIBLE?
Contributions to the following types of organizations are not deductible:
Business organizations, such as the Chamber of Commerce
Civic leagues and associations Political organizations and candidates
Social clubs
Foreign organizations Homeowners’ associations Communist organizations

Amounts that may not be deducted include:
Cost of raffle, bingo, or lottery tickets
Tuition
Value of a person’s time or service
Blood donated to a blood bank or Red Cross
Car depreciation, insurance, general repairs, or maintenance
Direct contributions to an individual
Sickness or burial expenses for members of a fraternal society
Part of a contribution that benefits the taxpayer, such as the fair market
value of a meal eaten at a charity dinner
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WHAT RECORDS SHOULD THE TAXPAYER KEEP FOR CHARITABLE
CONTRIBUTIONS?
Taxpayers must keep records to verify the cash and noncash contributions they
make during the year. Advise taxpayers that they cannot deduct a cash
contribution, regardless of the amount, unless one of the following records of
the contribution is kept:
A credit card statement or a bank record, such as a canceled check, a bank
copy of a canceled check, or a bank statement containing the name of the
charity, the date, and the amount
A written communication from the charity, which must include the name of
the charity, date of the contribution, and amount of the contribution
Out-of-pocket expenses related to donated services
For unreimbursed expenses related to donated services, the taxpayer must
have:
Adequate records of the expenses
Organization's written acknowledgment and description of the taxpayer's
services for unreimbursed expenses of more than $250
Only out-of-pocket expenses that are directly related to the donated
services can be deducted. The value of time or services donated cannot be
deducted.
WHAT RECORDS SHOULD THE TAXPAYER KEEP FOR NONCASH
CONTRIBUTION DEDUCTIONS?
Deductions are not allowed for the charitable contribution of clothing and
household items if the items are not in good used condition or better.
Non-cash contributions less than $250
For any single contribution of less than $250, the taxpayer must keep:
A receipt or other written communication from the organization or the
taxpayer’s own reliable written records for each item, showing:
A reasonably detailed description of the donated property
Fair market value of the donated property
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8. SELF EMPLOYMENT
WHAT IS A BUSINESS
An activity qualifies as a business if your primary purpose for engaging in
the activity is for income or profit and you are involved in the activity with
continuity and regularity
Business income information may come from the following:
-- Forms 1099-NEC, Box 1 (Form 1099-NEC replaces form 1099-MISC for
independent contractor compensation)
-- Forms W-2, Wage and Tax Statement with Statutory Employee checked
in box 13
--Taxpayer’s books and records
-- Forms 1099-K, Merchant Card and Third Party Payments
Cash Income - Some taxpayers may indicate that they received cash
income for self-employment activity. If taxpayers do not have adequate
records of the cash income they received, you may be able to assist them
with record reconstruction.
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Form 1099-NEC - Taxpayers who are independent contractors should
receive Form 1099-NEC showing the income they earned from payers who
are required to file Forms 1099. The amount from Form(s) 1099-NEC, along
with any other business income payments, are reported on their tax return.
-- A taxpayer does not have to be considered full-time to be self-employed.
Having a part-time business in addition to a regular job or business may
be self-employment
-- Subcontractors or individuals who receive less or more than $600 may
not receive Form 1099-NEC, but still must report all cash income if the
net income is $400 or more.

WHO IS SELF-EMPLOYED
You are self-employed if you carry on a trade or business with a profit
motive as a sole proprietor or as an independent contractor.
An individual doesn’t need to have a business name or a formal business
structure in order to be self-employed and is required to report the income &
related expenses from selling goods or performing services to others for
money.
Whoever receive self-employment income must report all income and
expenses on a Schedule C Profit or Loss From.
To report income from a nonbusiness activity, see the instructions for
Schedule 1 (Form 1040 or 1040-SR), line 8, or Form 1040-NR, line 21.
The client may not consider him/herself self-employed. That determination
is made based upon for the type of wages receive and the tax laws. Not
your client.
If the client has more than one business, a schedule C must be filed for
each business.
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WHAT TECHNIQUES SHOULD BE USED TO OBTAIN INFORMATION FROM
YOUR CLIENT DURING AN INTERVIEW
Conducting a thorough and in-depth interview with your client about the
business activity.
Casual conversations about business practices
Preparers should take the time to educate their client on the need for
record-keeping and the consequences of failure to keep records.
Reviewing supporting material. Preparers should inquire how income and
expenses were computed and document the responses.

WHAT SCHEDULE C SITUATION SHOULD RAISE A RED FLAG ASA TAX
PREPARER
Schedule C income in round numbers. (If clients give you their expenses
ending in 00, 50, such as $1500, $1600, $1550)
Schedule C cash businesses as the only income on a return claiming EITC
Schedule C with little or no expenses when expenses would be expected.
Schedule C taxpayers with little or no records for income and expenses
Any Schedule C income that brings the taxpayer to the maximum EITC
Schedule C without a Form 1099
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EXAMPLES OF SUPPORTING DOCUMENTS
Gross receipts. Gross receipts are the income received by the business.
The taxpayer should keep supporting documents that show the amounts
and sources of gross receipts.
Purchases. Purchases are the items bought to resell to customers.
Supporting documents should show the amount paid and that the amount
was for purchases.
Expenses. Expenses are the costs incurred to carry on the business. The
supporting documents should show the amount paid and that the amount
was for a business expense.

WHAT BUSINESS EXPENSES CAN BE CLAIMED ON A SCHEDULE C
Schedule C should include the current operating costs of running the
business. To be deductible, the expense must be both ordinary and
necessary.
An ordinary expense is one that is common and accepted in your field of
business, trade, or profession.
A necessary expense is one that is helpful and appropriate for your
business, trade or profession.
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COMMON BUSINESS EXPENSES
Advertising
Supplies
Insurance
Payroll or Contract Labor
Utilities
Interest on business loans
Legal and professional fees
Cell Phone
Uniforms
Website
Business Cards
Office Phone
Repairs
Mileage
Business Insurance
Business Legal Fees
Business Mileage
Business Rent
Business Taxes
Business Internet
Business Travel including transportation, hotel, lodging and meals, dry
cleaning,
Uber
Business Use of Home
Depreciation of vehicle, home, equipment

123

WHAT SHOULD YOU DO IF YOUR CLIENT DOESN’T HAVE RECORDS
To comply with their EITC due diligence requirements, a paid preparer
should make adequate inquiries to be satisfied that the taxpayer is carrying
on a business and that the income and expenses reported on the tax return
are substantially correct and complete
In the event of a loss of client records or due to poor record-keeping, a paid
preparer may need to help his client reconstruct the records.
The reconstruction will demonstrate that the paid preparer exercised due
diligence and it will also teach the client about recordkeeping.
You can guide your client on how to use partial records to develop support
for Schedule C.
This reconstruction can also provide support for the return in the case of an
audit.
If you're not satisfied with the accuracy of the reconstructed records, you
have the right to refuse to prepare the return or give the client an
opportunity to gather the supporting documents.
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SAMPLE INTERVIEW
Tax Preparer

Client

Tell me a little about your business
& how long you have been in
business

I have a cleaning service that I
opened in February by myself o
make additional money

How do you keep track of your
income and expenses

I am not good at keeping track of
my income but I know that I made
around $12,000 and spent only a
little on expenses

How do you know that you made
around $12,000

Based upon my deposits in my
account

So do you have a separate
business account

No, my money is deposited into my
regular bank account

Thanks for the information. I may
be able to help you with
reconstructing your income. Can
you get mea copy of your bank
records?

I am sure I can, but it’s a lot since I
used my personal account as my
business account

Well I may be able to help you
today, do you know how much you
are paid for each location that you
provide service too

Yes because I work part-time in my
business. I clean 3 building a
month

Great. How much are you paid for
each building

Well it depends on what they need
done each month. Averagely $1,000

Do you have a business license,
EIN number or permits

No, but I will be getting those
things this year although I am not
required to have them

Who purchase the cleaning
supplies?

I purchase them.

Did you keep receipts?

No, but I used my debit card

Because the IRS requires you to
report all your income and
expenses, you will need to gather
some supporting documents and
information for me in order to
report your business income and
expenses correctly. Let me write
down what I need from you.

Ok, thanks | will get everything
together and be back Wednesday.
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RECONSTRUCTION OF INCOME & EXPENSES
The goal of record reconstruction is to use available documentation to
develop a sound and reasonable estimate of the taxpayer's business
income and expenses to support the Schedule C prepared.
Although the taxpayer may not have formal books and records with
supporting documentation, they may have partial records that can be used
as a basis for reconstruction.

WHAT TO USE TO RECONSTRUCT INCOME & EXPENSES
Appointment books or calendar
Online map tools for mileage
IRS standard allowance
Checkbook canceled checks, bank
statements or credit card
statements

List of regular clients
Partial receipts or sales tax records
Cell phone records and call history
or computer logs
Prior year returns

WHAT CHOICES DO YOU HAVE IF YOU ARE NOT SATISFIED WITH THE
RECORDS?
As a preparer you must make a decision whether you are comfortable that
the information presented by your client is substantially correct.
If you are not satisfied with the taxpayer’s records, you may:
-- Request the taxpayer attempt to reconstruct his records on his own.
-- Assist him with reconstructing his records.
-- Refuse to prepare the Schedule C return
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RECONSTRUCTION OF INCOME & EXPENSES
You have a professional responsibility to prepare returns that are accurate.
The taxpayer is ultimately responsible for the figures computed through
record reconstruction, and you should inform the taxpayer of possible
repercussions of filing a false EITC claim.
As a tax preparer you must exercise due diligence and apply
reasonableness as you may be subject to penalties and additional
consequences.
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SCHEDULE C & DUE
DILIGENCE
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EITC DUE DILIGENCE
As a paid tax preparer you must exercise due diligence when preparing tax
returns.
Due diligence means doing your part to ensure tax returns are correct. You
must do your part when preparing or reviewing a tax return to ensure the
information on the return is correct and complete.
Generally you can rely in good faith on information from a taxpayer without
requiring documentation as verification.
EITC due diligence requires the paid preparer to take additional steps to
determine that the net self-employment income used to calculate the
amount of or eligibility for EITC is correct and complete.
The statute requires the EITC return preparer to be reasonable, wellinformed, and knowledgeable in the tax law.
DUE DILIGENCE
The preparer should ask sufficient questions of clients claiming self-employment
income to be satisfied that:
the client is actually conducting a business,
the client has records to support income and expenses, or can reasonably
reconstruct income and expenses records, and
the client has included all income and related expenses on Schedule C.
Evaluate the information received from the client
Apply a consistency and reasonableness standard to the information
Make additional reasonable inquiries when the information appears to be
incorrect, inconsistent, or incomplete, and
Document additional inquiries and the client’s response.
Although you may not require receipts to support the figures being reported,
informed the taxpayer to keep them in case of an audit
EITC due diligence requires the paid preparer to take additional steps to
determine that the net self-employment income used to calculate the
amount of or eligibility for EITC is correct and complete
If it doesn’t make sense to you, it doesn’t make sense to the OPR (Office of
Professional Responsibility. Make sure you document QUESTIONS &
ANSWERS.
Due diligence documentation is for you, and the tax payer.
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THE MOST COMMON SCHEDULE C ERRORS ON EITC:
Schedule C's with losses or over-stated expenses to bring income down to
qualify for EITC
Inflated Schedule C income to maximize the amount of EITC
Bogus Schedule C income to qualify for or maximize the amount of EITC.

THE CONSEQUENCES FOR NOT MEETING DUE DILIGENCE AND FILING
INCORRECT EITC RETURNS
Incorrect EITC returns may adversely affect both you and your clients. The
consequences may include:
Your clients may be subject to accuracy or fraud penalties and be banned
from claiming EITC for a period of 2 or 10 years depending on the reason
the Earned Income Tax Credit was disallowed.
Return preparers who fail to comply with EITC due diligence requirements
can be assessed a $530 penalty for each failure. The most common reason
for assessing due diligence penalties is failure to meet the knowledge
requirement.
Other return preparer penalties ranging from $1,000 to $5,000 may also be
assessed for negligence or intentional disregard of the rules and regulations
when preparing an EITC returns.
The assessment of return-related penalties against a tax preparer may result in:
Suspension of the preparer from participation in IRS e-File and preparer
registration
Injunctions barring the preparer from preparing tax returns
Referral for criminal investigation
Disciplinary action by the IRS Office of Professional Responsibility
It is important to note that all registered preparers are held to the ethical
standards defined in Circular 230 and are subject to consequences if the
standards are not upheld. This could include revocation of your PTIN.
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HOUSEHOLD WORKER,
SELF-EMPLOYED & DUE
DILIGENCE
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WHAT IS A HOUSEHOLD EMPLOYEE
Household employee is a person who works within the employer’s
household.
The employer is responsible for all supplies & expenses.
Controls not only what work is done, but how it is done.
Examples of workers who do household work are: Baby-sitters, caretakers,
cleaning people, domestic workers, drivers, home health aides,
housekeepers, nannies, groundkeepers, maids, private nurses, yard
workers
If a household employer pays the taxpayer over $2200 (this amount can
change each tax year) then the employer will have to withhold and pay
medicare and pay social security and/or federal unemployment tax.
Income goes on line 7 of 1040 with or without a w2
If someone hired the taxpayer to do household work that person is the
taxpayer's employer.
The taxpayer is the employee if the person can control not only what work is
done, but how it is done.
If the taxpayer is an employee, it doesn't matter whether the work is full time
or part time.
It also doesn't matter whether the person pay the taxpayer on an hourly,
daily, or weekly basis, or by the job.

For example, You pay Betty Shore to babysit your child and do light
housework 4 days a week in your home. Betty follows your specific
instructions about household and child care duties. You provide the
household equipment and supplies that Betty needs to do her work. Betty
is your household employee.
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WHAT IS A SELF-EMPLOYED WORKER?
Carry on a trade or business as an independent contractor
The business can either be full-time or part-time and/or a home-based
business
The person control when, where, and how the business is done
Provide all supplies and material to complete an assignment
Income and expenses are reported on a schedule c, then it carries over to
(Line 12)
For example, You made an agreement with John Peters to care for your lawn.
John runs a lawn care business and offers his services to the general public. He
provides his own tools and supplies, and he hires and pays any helpers he
needs. Neither John nor his helpers are your household employees.
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IN ORDER TO COMPLY WITH DUE DILIGENCE ACCORDING TO THE IRS, if
the taxpayer is audited, they will have to submit the following information for
household income verification:
Employer’s Name
Employer’s Address
Amount Paid to the Taxpayer
The Dates of payment
The method of payment
Social security number/EIN
Signature from employer Position

COMMON DUE DILIGENCE QUESTIONS YOU SHOULD ASK & DOCUMENT
1.How do you keep track of your income?
2. How were you paid?
3.Did you have to purchase any supplies to perform your job?
4.Did you have to purchase any expenses to perform your job?
5.What was your title? Responsibilities?
6. Who controls the work that is being performed?
7.Who make the decision on how the work is performed?
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DIFFERENCE BETWEEN
HOUSEHOLD INCOME &
SELF-EMPLOYED
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WHAT IS A HOUSEHOLD EMPLOYEE
Household employee is a person who works within the employee’s
household.
The employer is responsible for all supplies & expenses.
Controls not only what work is done, but how it is done.
Examples of workers who do household work are: Baby-sitters, caretakers,
cleaning people, domestic workers, drivers, home health aides,
housekeepers, nannies, groundkeepers, maids, private nurses, yard
workers
A household worker can not be paid more than $2200 (as of 2020) from one
individual in a tax year. (they can have more than one employer)
Income goes on line 7 of the 1040
WHAT IS A SELF-EMPLOYED WORKER
Carry on a trade or business as a sole proprietor or an independent
contractor
You are otherwise in business for yourself (including a part-time business)
You own a home base business (makeup artist, travel agent, stylist)
You control when, where, and how you do business
Provide all supplies and material to complete an assignment
Income is reported on a schedule c (Line 12)
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SELF EMPLOYED

HOUSEHOLD WORKER

A self-employed worker usually
provides his or her own tools and
offers services to the general
public as an independent business
and control the work that has to be
performed.

Household worker is controlled by
the person who hired them

Self-employed workers pay selfemployed taxes

Household workers don’t pay selfemployed tax.

Self employed income is reported
on line 12

Household income is reported on
line 7

Self-employed income is use to
help either increase income or
reduce income

Household income increases
income

The self employed worker will
always have expenses

The household worker never have
expenses.

Self-employed worker can generate
an unlimited amount of income per
project or person

Household worker can only make
up to $2000 per person.
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9. AMENDED TAX RETURNS
AMENDED TAX RETURNS
An amended tax return is used if the taxpayer discovered an error after filing
the tax return on form 1040x.
If the error is due to a mathematical error, the IRS will normally correct it.
If the taxpayer was due a refund, it may affect the amount of the expected
refund, he/she may have to pay a portion of the refund back, or there may
be a delay in processing.
An amended tax return can be electronically filed.
The amended return takes the place of the original return. Be sure that the
taxpayer has a copy of both.
Generally, the taxpayer must file Form 1040X within three years from the
date he or she filed the original tax return or within two years of the date he
or she paid the tax, whichever is later.
If the taxpayer is amending more than one tax return, prepare a 1040X for
each return and mail them to the IRS in separate envelopes. The
appropriate IRS address to mail the return is found in the Form 1040X
instructions.
If the changes involve the need for another schedule or form that schedule
or form must be attached to the amended return.
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WHEN TO FILE AN AMENDED RETURN
The taxpayer should file an amended return when there is a change in:
Filing status
Income
Deductions
Credits
If the taxpayer is filing an amended tax return to claim an additional refund,
wait until they have received the original tax refund before filing Form
1040X.
Amended returns take up to 12-16 weeks to process if filed by paper.
The taxpayer may cash the original refund check while waiting for the
additional refund.
If the amended return show that the taxpayer will owe, submit payment with
the return to minimize interest and penalties.
A change made to the federal tax return may affect the state tax liability,
therefore, an amended state tax return may have to be completed as well.
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10. GLOSSARY
A
AARP
American Association of Retired Persons
Accrual method
An accounting method that reports income when earned (not necessarily
received) and expenses when incurred (not necessarily paid), as opposed to
the cash method. (Out of scope for the VITA/TCE programs.)
Active Participation
When a taxpayer makes significant rental or business management decisions,
such as approving rental terms, repairs, expenditures, and new tenants (versus
passive activity). Taxpayers who use a leasing agent or property manager are
still considered active participants if they retain final management rights.
Active Pay
The military income a service member receives while on active duty (versus
retirement or retainer pay).
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Actual Expense
Method One of two methods for calculating business automobile expenses. For
the actual expense method, the taxpayer determines the business portion of
expenses for fuel, auto maintenance, parking fees and tolls, and auto loan
interest. (The other method is the standard mileage method). The actual
expense method Is out of scope for the VITA/TCE programs.
Additional Child Tax Credit
A credit that may be taken if the full amount of the child tax credit cannot be
claimed.
Adjusted Basis
The adjusted basis is the taxpayer's basis in a home increased or decreased by
certain amounts. Increases include additions or improvements to the home such
as installing a recreation room or putting on a new roof. In order to be
considered an increase, the improvement must have a useful life of more than
one year. Repairs that maintain the home in good condition are not considered
improvements and should not be added to the basis of the property.
Adopted children
If a child is adopted during the year, the child is included in the taxpayer's
household only for the full months that follow the month in which the adoption
occurs. Similarly, if you place a child for adoption or foster care, the child is
included in the tax household only for the full months before the month in which
the placement occurs.
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.
Adoption Taxpayer Identification Number
A nine-digit tax-processing number issued by the IRS for children who are in the
process of being adopted and who can be claimed as a dependent or claimed
for a childcare credit. The ATIN is used wherever the child's social security
number is requested.
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Advance EIC Payments
Payments of the earned income credit (EIC) paid to qualified taxpayers through
the regular paycheck.
Advanced Premium Tax Credit
A tax credit for certain people who pay premiums to enroll in a qualified health
plan offered through the Marketplace (Exchange). The credit reduces the
amount of tax the taxpayer owes. It may also give the taxpayer a refund or
increase the refund. If the taxpayer qualifies, the taxpayer is allowed a credit
amount for any month during the year that the taxpayer or one or more of the
family members (Spouse or dependents) were:
Enrolled in one or more qualified health plans through a Marketplace
Not eligible for minimum essential coverage
AEIC
Advance Earned Income Credit Payments
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.
Age Test
One of the tests for identifying a qualifying child: Was the potential dependent
under age 19 and younger than the taxpayer at the end of the year? Or, was the
person under age 24 at the end of the year and a full-time student for some part
of each of five months during the year? Or, Was the person any age and
permanently and totally disabled?
Alimony
Alimony is a payment to or for a spouse or former spouse under a separation or
divorce instrument.
Allocated Tips
Tips an employer assigns to an employee. They are in addition to the tips the
employee reported to the employer.
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American Opportunity Tax Credit
The American opportunity credit can be up to $2,500 per eligible student,
depending on the amount of eligible expenses and the amount of tax on the
return. The American opportunity credit can be up to $2,500 per eligible student,
depending on the amount of eligible expenses and the amount of tax on the
return.
Amount Realized
The amount realized is the selling price minus selling expenses commissions,
advertising fees, legal fees, and loan charges paid by the seller, such as points.
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.
Applicable taxpayer (ACA term)
(For purpose of premium tax credit) - Taxpayer must be an applicable taxpayer
to claim the premium tax credit (PTC). Generally, an applicable taxpayer is one
who has household income at least 100 percent but not more than 400 percent
of the Federal poverty line (FPL) for the family size, and cannot be claimed as a
dependent. If the taxpayer is married at the end of the year, the taxpayer must
file a joint return to be an applicable taxpayer unless an exception is met.
A taxpayer with household income below 100 percent of the FPL is an
applicable taxpayer if all of the following requirements are met:
» The taxpayer, the taxpayer's spouse or a dependent enrolled in a policy
through a Marketplace.
» The Marketplace estimated at the time of enrollment that the taxpayer's
household income would be between 100% and 400% of the FPL for the
taxpayer's family size. » Advance credit payments were made for the
coverage for one or more months during the year.
» The taxpayer otherwise qualifies as an applicable taxpayer.
A taxpayer with household income below 100% of the federal poverty line can
be an applicable taxpayer as long as the taxpayer, the taxpayer's spouse, or a
dependent who enrolled in a qualified health plan is not a U.S. citizen but is
lawfully present in the U.S. and not eligible for Medicaid because of immigration
status.
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ARRA
American Recovery and Reinvestment Act
ATIN
Adoption Taxpayer Identification Number, issued by the IRS while a final
domestic adoption is pending and the child does not have a social security
number.
At-Risk Rule
One of two restrictions on how much a loss from passive activity can offset
other sources of income. Taxpayers are restricted from claiming a loss for more
than they could actually lose from the activity; they can claim a loss only up to
the amount for which they are personally at-risk in the activity. (The other
restriction is the passive activity rule.)
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B
BAH
Basic allowance for housing, a type of excludable military income.
BAS
Basic allowance for subsistence, a type of excludable military income.
Basis
The basis in a home is determined by how the taxpayer obtained the home. If a
taxpayer bought or built a home, the basis is what it cost the taxpayer to buy or
build that home. If the taxpayer inherited the home, generally the basis is its fair
market value on the date of the decedent's death, or on the later alternate
valuation date chosen by the representative for the estate. There are special
rules for determining the basis of property received from decedents who died in
2010.
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.
Bitcoin
Known as a virtual currency there may be creating immediate tax
consequences for those using Bitcoins to pay for goods and services.
Blocked income
Blocked income is when a taxpayer cannot convert foreign currency to U.S.
dollars due to local law or local government policy. Special tax rules allow
taxpayers with blocked income to delay reporting part of their income.
Bona Fide Residence Test
To meet the bona fide residence test for the foreign earned income exclusion,
taxpayers must show that they have set up permanent quarters in a foreign
country for an entire, uninterrupted tax year.
Business Expenses
Business expenses are amounts that are ordinary and necessary to carry on a
business.
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Business Income
Business income is income received from the sale of products or services. For
example, fees received by a professional person are considered business
income. Rents received by a person in the real estate business are business
income. Payments received in the form of property or services must be included
in income at their fair market value.
Business Travel Expenses
Qualified business expenses for members of the armed forces such as
uniforms, education and travel. Military employee business expenses are
necessary business-related expenses incurred by active members of the U.S.
Armed Forces.
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C
Cancellation of Debt For Principal Residence
Under the Mortgage Forgiveness Debt Relief Act of 2007, taxpayers may
exclude certain debt forgiven or canceled on their principal residence. This
exclusion is applicable to the discharge of qualified principal residence
indebtedness. If the canceled debt qualifies for exclusion from gross income,
the debtor may be required to reduce tax attributes (certain credits, losses, and
basis of assets) by the amount excluded.
Capital Gain or Loss
Sale of stock, mutual funds, and the sale of a personal residence. The Capital
Gain or Loss lesson will help you identify the asset's holding period, adjusted
basis, net short-term and long-term capital gains or losses, the taxable gain or
deductible loss, the tax liability, and the amount of any capital loss carryover.
Capital Gain Distributions
Capital gains passed to investors typically by Mutual funds (regulated
investment companies) and real estate investment trusts (REITs)
Capital Gains
See Capital Gain Distributions
Capital Loss Carryover
A taxpayer cannot take net losses of more than $3,000 ($1,500 for married
taxpayers filing separately) in figuring taxable income for any single tax year.
The allowable loss is referred to as the deduction limit. Unused losses can be
carried over to later years until they are completely used up. The carryover
losses are combined with the gains and losses that actually occur in the next
year.
Cash for Keys
Cash for Keys Program income, which is taxable, is income from a financial
institution, offered to taxpayers to expedite the foreclosure process.
Cash Method
Accounting method that reports income when constructively received (not
earned) and expenses when paid (not incurred), as opposed to the accrual
method.
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Child and Dependent Care Credit
A nonrefundable credit that allows taxpayers to claim a credit for paying
someone to care for their qualifying Dependents under the age of 13 or spouses
or dependents who are unable to care for themselves. The credit ranges from
20 to 35% of the taxpayer's expenses.
Child Tax Credit
A credit that may reduce tax by as much as $2,000 for each qualifying child.
Citizen or Resident Test
One of the tests for identifying a qualifying child or qualifying relative as a
dependent: Assuming all other dependency tests are met, the citizen or resident
test allows taxpayers to claim a dependency exemption for persons who are
U.S. citizens for some part of the year or who live in the United States, Canada,
or Mexico for some part of the year.
Combat Zone
Any area (1) the President of the United States designates by Executive Order
as an area in which the U.S. Armed Forces are engaging or have engaged in
combat, (2) the Department of Defense has certified for combat zone tax
benefits due to its direct support of military operations, or (3) a Qualified
Hazardous Duty Area established by statute where the service member
receives imminent danger pay. Members of the U.S. Armed Forces who serve
in a combat zone may exclude military pay from their taxable income.
Compensation
Wages, salaries, commissions, tips, bonuses, professional fees, earnings from
self-employment, and alimony.
Constructively Received
When an amount is credited to the taxpayer's account or made available to the
taxpayer (or taxpayer's agent) without restriction.
Cost basis
An amount for which taxes have already been paid.
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Coverage Family
All members of the taxpayer's family who are enrolled in a qualified health plan
and are not eligible for minimum essential coverage (other than coverage in the
individual market). The members of the coverage family may change from
month to month. A taxpayer is allowed a premium tax credit only for health
insurance purchased for members of the coverage family.
Coverdell ESA
A Coverdell ESA is 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.
Credit
A direct reduction of the taxpayer's liability. Credits are allowed for such
purposes as child care expenses, higher education costs, qualifying children,
and earned income of low-income taxpayers.
Credit for the Elderly or 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.
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D
Date of Transaction
Either the date on a check made payable to the taxpayer or the date money is
credited to the taxpayer's account. When converting foreign currency to U.S.
dollars, the date of transaction is the date that determines the exchange rate to
use.
Dependency Tests
Tests used for identifying qualifying children or qualifying relatives as
dependents.
Dependent
Either a qualifying child or a qualifying relative of the taxpayer.
Dependent Care Benefits
These benefits include amounts employers pay to a taxpayer or directly to the
care provider.
Dependent Taxpayer Test
One of the tests for identifying a qualifying child or qualifying relative as a
dependent: Can the taxpayer or spouse (if filing jointly) be claimed as a
dependent by another person?
Dependents of more than one taxpayer
The tax household does not include someone that can, but is not, claimed as a
dependent if the dependent:
is properly claimed on another taxpayer's return, or
can be claimed by a taxpayer with higher priority under the tie-breaker rules.
Depreciation
An annual deduction that allows taxpayers to recover the cost of property used
in a trade or business or held for the production of income. The amount of
depreciation depends on the basis of the property, its recovery period, and the
depreciation method. This is in scope for Military certification only (rental
property).
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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.
Disability Pension Income
Generally paid to a taxpayer who retires because of a disability before the
minimum retirement age (set by the employer). The disability pension is
considered a regular pension income when the taxpayer reaches the minimum
retirement age.
DITY Move
Do-it-yourself move. The most common form of military move is the partial DITY
move, where the military provides a moving company to transport some of the
service member's goods. Service members who receive DITY payments must
include them in their gross income if it exceeds the allowable expenses.
Dividends
A corporation's distributions to its shareholders from its earnings and profits.
Divorced, separated, or never married parents
Special rules apply if the dependent is supported by parents who are divorced
or separated; these rules also apply to parents who were never married. In
general, the child will be considered a dependent of the custodial parent,
assuming the child meets all the rules for a qualifying child or qualifying relative.
However, the custodial parent can agree to allow the noncustodial parent to
treat the child as a qualifying child or qualifying relative if certain conditions are
met. A signed Form 8332 or equivalent is required and must be attached to the
noncustodial parent's return, or attached to Form 8453 if filing electronically.
Domicile
A taxpayer's legal, permanent residence. It is not always where the person
presently lives.
DRIP Accounts
DRIP accounts leave cash dividends with the company for the purchase of
additional shares. Even though these shares are from the same company, they
retain their own individual basis separate from the original purchase. Each new
purchased share could have a different basis.
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Dual Status Alien
An alien who is both a nonresident and resident alien during the same tax year.
The most common dual-status tax years are the years of arrival and departure.
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E
Earned Income
Earned income includes wages, salaries, tips, and other taxable employee pay.
Earned income does not include interest and dividends, social security and
railroad retirement benefits, workfare payments, alimony and child support, or
anything else of value received from someone for services performed, if it is not
currently taxable. Earned income also includes net earnings from selfemployment and other income received for personal services.
Earned Income Credit (EIC)
The earned income credit (EIC) is a refundable tax credit for most people who
work but do not earn high incomes. The purpose of the EIC is to reduce their
tax burden and to supplement the wages of working families whose earnings
are less than the maximums for their filing status. Eligible taxpayers can receive
a refund with this credit, even if they have no filing requirement, owe no tax, and
had no income tax withheld. The EIC can be a very valuable credit. The EIC
was expanded to allow families to claim credit for three or more children. The
EIC amounts are adjusted for inflation every year. The EIC is reported in the
Payments section of the tax return.
Education credits
Credits that reduce the amount of tax due and are based on qualified education
expenses that the taxpayer paid during the tax year.
EIC
Earned income credit.
EITC
Earned Income Tax Credit. See EIC.
Electronic Filing (e-file)
The computer transmission of a tax return directly to the IRS.
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Employee
Under common-law rules, anyone who performs services for you is your
employee if you can control what will be done and how it will be done. This is so
even when you give the employee freedom of action. What matters is that you
have the right to control the details of how the services are performed.
ESA
Coverdell Education Savings Account
Exchange
See Marketplace.
Excludable Income
Income that is not included in the taxpayer's gross income and therefore
exempt from federal income tax. Certain income may be exempt from tax but
must be reported on the tax return.
Exempt (from withholding)
Free from withholding of federal income tax. Must meet certain income, tax
liability, and dependency criteria. Does not exempt a person from other kinds of
tax withholding, such as social security tax.
Exemption Amount
The dollar amount can be deducted from an individual's total income, thereby
reducing the taxable income.
Exemption Certificate Number (ECN)
The number the taxpayer received from the Marketplace for the individual listed
in Part I (Marketplace-Granted Coverage Exemptions for Individuals) on Form
8965, column c.
Exemptions (Personal or Dependency)
Amount that taxpayers can claim for themselves, their spouses, and eligible
dependents. An exemption is a dollar amount that can be deducted from an
individual's total income, thereby reducing the taxable income.
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F
Family coverage (ACA Term)
(For the purpose of determining if coverage is unaffordable in order to claim a
coverage exemption) — If taxpayer (or spouse if filing jointly) is eligible for
family coverage under an employer's plan, the required contribution amount for
any member of the family is the premium the taxpayer would pay for the lowest
cost family coverage that would cover the taxpayer and everyone in the nonexempt family. The taxpayer's tax family consists of the taxpayer, the taxpayer's
spouse if filing jointly, and all other individuals for whom the taxpayer claims a
personal exemption deduction.
Federal Poverty Line (FPL)
Federal Poverty Line — An income amount considered poverty level for the
year, adjusted for family size. Department of Health and Human Services (HHS)
determines the federal poverty guideline amounts annually. The government
adjusts the income limits annually for inflation.
Filing statuses
Five taxpayer categories that determine the amount of tax and/or tax credits
that apply to different taxpayers. The five filing statuses are (from lowest to
highest tax): Married Filing Jointly; Qualifying Widow(er) with Dependent Child;
Head of Household; Single; Married Filing Separately.
First-time Homebuyer Credit
The first-time homebuyer credit is a maximum of $8,000 ($4,000 for Married
Filing Separately). This is a refundable credit which means that even if the
taxpayer does not owe any tax, the money will be refunded to the taxpayer.
There are payback provisions if the home was sold within a 36 month period.
Five-Year Test Period Suspension
Taxpayers can choose to have the five-year test period for ownership and use
suspended during any period the homeowner (either spouse if married) served
on qualified official extended duty as a member of the uniformed services or
Foreign Service of the United States, as an employee of the intelligence
community, or as an employee or volunteer of the Peace Corps. This means
that the taxpayer may be able to meet the two-year use test even if the taxpayer
and/or spouse did not actually live in the home during the normal five-year
period required of other taxpayers.
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Foreign Earned Income Exclusion
The foreign earned income exclusion allows eligible taxpayers to avoid paying
federal income tax on their foreign earned income. Foreign Tax Credit U.S. tax
credit used to offset any foreign income tax taxpayers have paid on qualified
income that is also subject to U.S. federal income tax.
Form 1040
Tax return used to report income from wages, salaries, and tips; qualified tuition
program earnings.
Form 1040 Schedule 1
Additional Income and Adjustments to Income Schedule for Form 1040.
Form 1040 Schedule 2
Additional Taxes. Form 1040 Schedule 3 Additional Credits and Payments.
Form 1040 Schedule A
Itemized Deductions
Form 1040 Schedule B
Interest and Ordinary Dividends
Form 1040 Schedule C-EZ
Net Profit from Business
Form 1040 Schedule D
Capital Gains and Losses
Form 1040 Schedule E
Supplemental Income and Loss
Form 1040 Schedule L
Standard Deduction for Certain Filers
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Form 1040 Schedule M
Making Work Pay and Government Retiree Credits
Form 1040 Schedule SE
Self-Employment Tax
Form 1040A
Tax return used to report all Form 1040A items, plus all other forms of income.
Form 1040ES
Estimated Tax for Individuals
Form 1040EZ
Tax Return for Single and Joint Filers with No Dependents, used to report
income from wages, Salaries, and tips, plus income from dividends and interest
greater than $1,500; capital gain distributions; IRA, pension, and annuity
income; and social security and railroad retirement benefits.
Form 1040NR
U.S. Nonresident Alien Income Tax Return
Form 1040NR-EZ U.S.
Nonresident Alien Income Tax Return Form 1040X Amended U.S. Individual
Income Tax Return, used to modify a previously filed tax return.
Form 1041 Schedule K-1
Beneficiary's Share of Income, Deductions, Credits, etc. Used by the fiduciary
of a domestic decedent's estate, trust, or bankruptcy estate to report income,
gains, losses, etc., of the estate or trust.
Form 1042-S
Foreign Person's U.S. Source Income Subject to Withholding
Form 1065 Schedule K-1
Partner's Share of Income, Deductions, Credits, etc. Used by partnerships to
report the taxpayers’ share of the partnership's income, deductions, credits, etc.
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Form 1095-A
Affordable Insurance Marketplace Statement is used to report certain
information to the IRS about family members who enroll in a qualified health
plan through the Marketplace. Form 1095-A also is furnished to individuals to
allow them to claim the premium tax credit, to reconcile the credit on their
returns with advance payments of the premium tax credit (advance credit
payments), and to file an accurate tax return.
Form 1095-B
Form 1095-B is used to report certain information to the IRS and to taxpayers
about individuals who are covered by minimum essential coverage and
therefore are not liable for the individual shared responsibility payment.
Form 1095-C
Employers with 50 or more full-time employees use Form 1095-C to report
information about offers of health coverage and enrollment in health coverage
for their employees.
Form 1098
Statement showing Mortgage Interest
Form 1098-E
Statement showing Student Loan Interest
Form 1098-MA
Form 1098-MA, Mortgage Assistance Payments, is a new information return.
The form is used to report to the IRS and homeowners the total amounts of
certain mortgage assistance payments made to mortgage servicers. Although,
mortgage assistance payments are not included in income, taxpayers cannot
deduct interest that is paid for them.
Form 1099-A
Acquisition or Abandonment of Secured Property
Form 1099-B
Proceeds From Broker and Barter Exchange Transactions
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Form 1099-C
Cancellation of Debt
Form 1099-DiV
Statement showing Dividends and Distributions
Form 1099-G
Statement showing certain government payments (such as Unemployment
Compensation Income)
Form 1099-INT
Statement showing Interest Income
Form 1099-K
Form 1099-K is used to report the proceeds of payment card and third party
network transactions made to taxpayers under Internal Revenue Code section
6050W. Merchant card and third party network payers, as payment settlement
entities (PSE), must report the proceeds of payment card and third party
network transactions made to taxpayers on Form 1099-K.
Form 1099-LTC
Long-term Care and Accelerated Death Benefits
Form 1099-MISC
Statement showing miscellaneous income (such as rents, royalties, fishing boat
proceeds, non-employee compensation, medical and healthcare payments,
substitute payments in lieu of dividends or interest, crop insurance proceeds,
gross proceeds paid to an attorney, excess golden parachute payments, and
other miscellaneous income)
Form 1099-OID
Statement showing Original Issue Discount
Form 1099-R
Statement showing Distributions from Pensions, Annuities, Retirement or Profit
Sharing Plans, IRAs, Insurance Contracts, etc
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Form 1099-S
Proceeds From Real Estate Transactions
Form 1116
Foreign Tax Credit (Individual, Estate or Trust)
Form 1120S
Schedule K-1 Shareholder's Share of Income , Deductions, Credits, etc. Used
by S corporations to report the taxpayers' share of the corporation's income
(reduced by any tax the corporation paid on the income), as well as any
deductions, credits, etc.
Form 13614-C
Intake/Interview & Quality Review Sheet
Form 2106
Employee Business Expenses
Form 2106-EZ
Unreimbursed Employee Business Expenses
Form 2120
Multiple Support Declaration, allows taxpayers to identify other eligible
individuals who paid over 10% of the support of another person.
Form 2210
Underpayment of Estimated Tax by Individual, Estates and Trusts. While
completion of the Form 2210 is out of scope, volunteers need to caution
taxpayers they will receive a notice of an estimated tax penalty if it is applicable.
Form 2441
Child and Dependent Care Expenses
Form 2555
Foreign Earned Income Exclusion
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Form 2555-EZ
Foreign Earned Income Exclusion
Form 2848
Power of Attorney and Declaration of Representative
Form 3903
Moving Expenses
Form 4137
Social Security and Medicare Tax on Unreported Tip Income, is used to report
unreported tip income.
Form 4506
Request for Copy or Transcript of Tax Form
Form 4852
Substitute for Form W-2, Wage and Tax Statement, or
Form 1099-R,
Distributions from Pensions, Annuities, Retirement or Profit-Sharing Plans,
IRA's, Insurance Contracts, Etc., used by taxpayers who have been unable to
obtain (or have received incorrect) wage or distribution statements.
Form 4868
Application for Automatic Extension of Time to File U.S. Individual Income Tax
Return.
Form 4952
Investment Interest Expense Deduction
Form 5329
Additional Taxes on Qualified Plans (Including IRAs) and Other Tax Favored
Accounts
Form 5405
First-Time Homebuyer Credit
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Form 5695
Residential Energy Efficient Property Credit
Form 8233
Exemption From Withholding on Compensation for Independent Personal
Services of a Nonresident Alien Individual
Form 8316
Information Regarding Request for Refund of Social Security Tax
Form 8332
Release/Revocation of Release of Claim to Exemption for Child by Custodial
Parent. This form allows a taxpayer who is a custodial parent (and who was
married to his or her child's noncustodial parent) to release his or her claim on
the child's exemption.
Form 8379
Injured Spouse Claim and Allocation, allows taxpayers to request relief from a
spouse's past due federal debts, including back child support and past due
taxes.
Form 843
Claim for Refund and Request for Abatement
Form 8453-OL
Income tax declaration used for e-filing
Form 8582
Passive Activity Loss Limitations
Form 8606
Nondeductible IRAs, reports nondeductible contributions to traditional IRAs
and/or distributions taken from certain IRAs. Part I explains in detail when this
form is used.
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Form (Schedule) 8812
Child Tax Credit Form 8822 Change of Address
Form 8840
Closer Connection Exception Statement for Aliens
Form 8843
Statement for Exempt Individuals and Individuals with a Medical Condition
Form 8857
Request for Innocent Spouse Relief. This form explains various forms of relief
and who may qualify.
Form 8863
Education Credits, may be used instead of Form 2106, Employee Business
Expenses if education expenses were the only business expenses.
Form 8879
IRS e-file Signature Authorization
Form 8880
Credit for Qualified Retirement Savings Contributions
Form 8888
Direct Deposit of Refund to More Than One Account
Form 8901
Information on Qualifying Children Who Are Not Dependents (For Child Tax
Credit)
Form 8949
Sales and Other Dispositions of Capital Assets. This form is used to report
capital gains or losses.
Form 8962
Premium Tax Credit Form 8965Health Care Coverage Exemptions
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Form 9452
Filing Assistance Program, helps taxpayers determine whether they are
required to file a federal income tax return.
Form 9465
Installment Agreement Request, used to request a monthly installment plan for
taxes owed.
Form 982
Reduction of Tax Attributes Due to Discharge of Indebtedness
Form RRB-1099-R
Annuities or Pensions by the Railroad Retirement Board NESS
Form SS-5
Application for a Social Security Card.
Form SSA-1099
Social Security Benefit Statement
Form W-2
Wages and Tax Statement, issued by employers to report their employees’
earned income for the year. Generally, employers should issue
Form W-2 to every employee and a copy to the Social Security Administration
Form W-2c
Corrected Wage and Tax Statement, used to correct information issued on
a W-2.
Form W-4
Employee's Withholding Allowance Certificate is completed by the employee
and used by an employer to determine how much to withhold from an
employee's paycheck for federal income tax purposes.
Form W-4P
Withholding Certificate for Pension or Annuity Payments. The form allows
taxpayers to tell payers the correct amount of federal income tax to withhold
from payments.
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Form W-4V
Voluntary Withholding Request, filed by taxpayers (or estates) who are
recipients of social security benefits and want to request withholding from their
payments from the Social Security Administration.
Form W-5
Earned Income Credit Advance Payment Certificate, used by taxpayers who
have a qualifying child, may be eligible for the earned income credit, and
choose to get advance EIC payments.
Form W-7
Application for IRS Individual Taxpayer Identification Number. Form W-8BEN
Certificate of Foreign Status of Beneficial Owner for United States Tax
Withholding
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G
Green Card Test
The determination that an individual has been issued a "green card" by the
United States Citizenship and Immigration Services (USCIS), generally making
that person a lawful, permanent resident of the United States
Gross Income
This is all income received in the form of money, goods, property, and services
that is not exempt from tax.
Gross Income Test
One of the tests for identifying a qualifying relative as a dependent: To meet this
test, the dependent's gross income for the tax year must be less than the
threshold amount.
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H
Head of Household Filing Status
This filing status is generally for unmarried taxpayers who paid more than half
the cost of keeping up a home for a qualified dependent relative during the tax
year.
Health Insurance Marketplace
See Marketplace
High Taxed Income
Passive income that is taxed by a foreign government at a rate higher than the
highest U.S. income tax rate, and may be classified as "general category
income," making it eligible for the foreign tax credit.
Household Income
The sum of the taxpayer's modified adjusted gross income (MAGI), the
spouse's MAGI (if Married Filing Jointly), and the MAGI of all dependents is
required to file a tax return.
Holding Period
Schedule D requires entries for the stock purchase and sale date. Taxpayers
must provide the date the stock was acquired and Form 1099-B will indicate the
date the stock was sold. These two dates will determine the holding period.
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I
Income Taxes
Taxes on income, both earned (for example, salaries, wages, tips,
commissions) and unearned (for example, interest and dividends). Income
taxes can be levied both on individuals (personal income tax) and businesses
(business and corporate income taxes).
Independent Contractor
People who are in an independent trade, business, or profession in which they
offer their services to the general public are generally independent contractors.
The general rule is that an individual is an independent contractor if the payer
has the right to control or direct only the result of the work and not what will be
done and how it will be done. The earnings of a person who Is working as an
independent contractor are subject to self-employment tax.
Identity Protection PIN
There is a new field next to spouse's occupation at the bottom of Form 1040
labeled Identity Protection PIN. This is designed to help prevent refunds from
being issued to an identity thief. It the taxpayer has been a victim of identity
theft, verify the special PIN (6 digit IPPIN) is correct using CPO1A Notice or see
Form 1040 Instructions for more information.
Individual Retirement Arrangement (IRA)
A tax-sheltered retirement savings plan set up by the taxpayer.
Individual Taxpayer Identification Number (ITIN)
Income a person receives from certain financial accounts or from lending
money to someone else.
Injured Spouse Relief
A provision of tax law that allows a taxpayer to get back his or her share of a
joint overpayment when the overpayment was used to pay one spouse's pastdue federal tax, state income tax, child support, spousal support, or federal nontax debt, such as a student loan.
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Innocent Spouse Relief
A provision of tax law that allows a taxpayer to be relieved of responsibility for
paying tax, interest, and penalties if the taxpayer's spouse (or former spouse)
improperly reported items or omitted items on a joint tax return.
Intake and Interview sheet
Form 13614-C used to conduct the initial interview and screen the taxpayer.
Interest Income
Income a person receives from certain financial accounts or from lending
money to someone else.
Investment Income
Investment Income includes taxable interest and dividends, tax-exempt interest,
capital gain net income, net income from rents and royalties not derived from a
trade or business, and net income from passive activities
IRA
Individual Retirement Arrangement - A tax-sheltered savings plan set up by the
taxpayer, generally for retirement income.
Itemized Deductions
Itemized deductions allow taxpayers to reduce their taxable income based on
specific personal expenses. If the total itemized deductions are greater than the
standard deduction, it will result in a lower taxable income and lower tax.
ITIN
Individual taxpayer identification number, issued by the IRS to individuals who
are not eligible for a social security number.

J
Joint Return
Test One of the tests for identifying a qualifying child or qualifying relative as a
dependent. Generally, a married person cannot be claimed as a dependent if he
or she files a joint return.
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L
Lawfully Present
The taxpayer is a resident for tax purposes if, the taxpayer is a lawful
permanent resident of the United States at any time during calendar year.
Letter of Determination
Document from the Department of Veterans Affairs (VA) sent to discharged
service members who qualify for severance pay subject to medical disability,
which is nontaxable.
Lifetime Learning Credit
One of two tax credits available to offset costs of higher education by reducing
the amount of income tax. The Lifetime Learning credit is a nonrefundable credit
of up to $2,000 for qualified education expenses for students enrolled in eligible
educational institutions. It is available to students for all years of postsecondary
education and for courses to acquire or improve job skills.
Lump-sum Distribution
A lump-sum distribution is a distribution or payment within one tax year of an
employee's entire balance from all qualified pension, stock bonus, or profitsharing plans that the employer maintains.
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M
Main home
A taxpayer's "main" home is where they live most of the time. It does not have
to be a traditional house; for example, it may be a houseboat, mobile home,
cooperative apartment, or condominium, but it must have cooking, sleeping,
and bathroom facilities.
Making Work Pay Tax Credit
A refundable tax credit of up to $400 for working individuals ($800 for Married
Filing Jointly) calculated at a rate of 6.2 percent of earned income and phased
out for taxpayers with a modified Adjusted Gross Income (AGI) in excess of
$75,000 ($150,000 for Married Filing Jointly). Claimed on Schedule M (Form
1040A or 1040).
MACRS
Modified Accelerated Cost Recovery System, a method for calculating a
taxpayer's depreciation deduction that uses the property's placed-in-service
date, recovery period, and depreciable basis.
Marketplace (also: Exchange, Health Insurance Marketplace)
A governmental agency or nonprofit entity that makes qualified health plans
available to individuals. The term “Marketplace” refers to state Marketplaces,
regional Marketplaces, subsidiary Marketplaces, and a federally-facilitated
Marketplace.
Married Filing Jointly
Filing status for taxpayers who are married to each other or live together in a
common law marriage and combine their income and deductions on the same
tax return. The status also applies to taxpayers who are separated but not
divorced and to taxpayers whose spouse died during the tax year and has not
remarried, as long as one tax return is used for both individuals.
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Married Filing Separately
Filing status for taxpayers who are married to each other or live together in a
common law marriage and report their own incomes and deductions on
separate returns.
Medical Severance Pay
A type of includable military income given to service members who have been
separated from the service for medical reasons
Member of Household or Relationship Test
One of the tests for identifying a qualifying relative as a dependent: Was the
person related to the taxpayer in any of the following ways: Son, daughter,
foster child, or a descendant of any of them; brother, sister, or a son or daughter
of either of them; father, mother, or an ancestor or sibling of either of them;
stepbrother, stepsister, stepfather, stepmother, son-in-law, daughter-in-law,
father-in-law, mother-in-law, brother-in-law, or sister-in-law? Any other person
(other than the taxpayer's spouse) who lived with the taxpayer all year as a
member of the taxpayer's household?
Minimum essential coverage (MEC)
Coverage under a government-sponsored program, an eligible employersponsored plan, a plan in the individual market, a grandfathered health plan, or
other coverage recognized by the Department of Health and Human Services
(HHS), in coordination with the Secretary of the Treasury, as minimum essential
coverage.
Modified Adjusted Gross Income (MAGI)
For the purpose of the premium tax credit, MAGI is the taxpayer's adjusted
gross income plus certain income that is not subject to tax (foreign earned
income, tax-exempt interest), and social security benefits not included in
income). For purposes of Form 8965, the taxpayer MAGI is a taxpayer's
adjusted gross income plus certain income that is not subject to tax (foreign
earned income and tax-exempt interest).
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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.
Mortgage Insurance Premiums
Qualified mortgage insurance is provided by the Department of Veterans
Affairs, the Federal Housing Administration, the Rural Housing Service, and
private mortgage insurance (PMI) companies. Taxpayers can treat qualified
mortgage insurance premiums paid or accrued during the tax year as home
mortgage interest. PMI is deductible on line 13 of Schedule A.
Multiple Support Agreements
If one person has not provided over half the support, go to step 8 to determine if
multiple support exists. Multiple support means that two or more people
together, who could claim the person as a dependent except for the support
test, provide more than half the dependent's support. However, only one
taxpayer can claim the exemption for a dependent with multiple support. In this
situation, the individuals who provide more than 10% of the person's total
support (step 9), and who meet the other tests for a qualifying relative, can
agree that one of them will take the person's exemption.
Mutual Funds
A mutual fund is a regulated investment company generally created by pooling
funds of investors, which allows investors to take advantage of a diversity of
investments and professional management. Owners of mutual funds may
receive both Form 1099-DIV and Form 1099-B. Form.
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N
Nonbusiness credit card debt cancellation
If a taxpayer receives Form 1099-C for canceled credit card debt and was
solvent (assets greater than liabilities) immediately before the debt was
canceled, all the canceled debt will be included on the tax return as other
income.
Nonbusiness energy property credit
Taxpayers may be able to claim a nonbusiness energy property credit for
certain energy efficient property or improvements.
Nondeductible Traditional IRA Contributions
Traditional IRA contributions that taxpayers may not deduct from their total
income because the taxpayers do not meet the requirements; also includes
remaining contributions from a partial IRA deduction.
Nonrecourse Debt
Nonrecourse debt is satisfied by the surrender of the secured property
regardless of the fair market value (FMV) at the time of surrender and the
borrower is not personally liable for the debt. If property subject to nonrecourse
debt is abandoned, foreclosed upon, subject of a short sale, or repossessed by
the lender, the circumstances will be treated as a sale of the property by the
taxpayer.
Nonrefundable Credit
A nonrefundable credit can only reduce the tax liability to zero. Any excess
credit is not refunded to the taxpayer.
Nonresident Alien
A residency status of an individual who does not meet the Green Card Test or
the Substantial Presence Test
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Nontaxable Income
Any income exempt from federal income tax. Although some types of
nontaxable income are reported on the return, it is not added into the amount of
income subject to tax.
Nondeductible Traditional IRA Contributions
Traditional IRA contributions that taxpayers may not deduct from their adjusted
gross income because the taxpayers do not meet the requirements; also
includes remaining contributions from a partial IRA deduction.

O
OHA
Overseas housing allowance, a type of excludable military income.
Ordinary Dividends
Corporate distributions paid out of the earnings and profits of the corporation.

P
Paid Preparers Paid
preparers are legally liable under federal law for the returns they prepare;
volunteers are not.
Passive Activity
When a taxpayer receives income mainly from the use of property rather than
for services. Passive activity means the taxpayer is not involved in making
significant rental or business management decisions (versus active
participation). Because rental activities are generally considered passive
activities, rental losses may not fully deductible.
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Passive Income
Taxable income that comes from passive activity, such as dividends, interest,
royalties, rents, and annuities. PCSPermanent change of station for a military
service member.
Pension
A series of definitely determinable payments made to an employee or survivor
(the beneficiary of a deceased employee's pension) after the employee retires
from work.
Period of Stay
Amount of time a taxpayer stays in a foreign country, which is one of the factors
used to determine whether the taxpayer is eligible for the foreign earned income
exclusion. To meet the period of stay requirement, the taxpayer must meet
either the Bona Fide Residency test or the Physical Presence test.
Personal Exemption
An exemption that allows taxpayers to claim themselves as exemptions on their
tax return. Also included in this category is the taxpayer's spouse when filing a
joint return.
Physical Presence Test
To meet the physical presence test for the foreign earned income exclusion, a
taxpayer must be physically present in a foreign country 330 full days during a
period of twelve consecutive months.
Premium tax credit
A tax credit for certain people who pay premiums to enroll in a qualified health
plan offered through the Marketplace (Exchange). The credit reduces the
amount of tax the taxpayer owes. It may also give the taxpayer a refund or
increase the refund. If the taxpayer qualifies, the taxpayer is allowed a credit
amount for any month during the year that the taxpayer or one or more of the
family members (Spouse or dependents) were:
Enrolled in one or more qualified health plans through a Marketplace
Not eligible for minimum essential coverage
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Property Taxes
Taxes on property, especially real estate. It can also be levied on boats,
automobiles (often paid along with license fees), recreational vehicles, and
business inventories.
Publication 3
Armed Forces Tax Guide
Publication 17
Tax Guides for Individuals
Publication 54
Tax Guide for U.S. Citizens and Resident Aliens Abroad Publication 463 Travel,
Entertainment, Gift, and Car Expenses
Publication 519 U.S.
Tax Guides for Aliens
Publication 521
Moving Expenses
Publication 523
Selling Your Home
Publication 527
Residential Rental Property
Publication 551
Basis of Assets
Publication 552
Record keeping for Individuals
Publication 555
Community Property
Publication 575
Pension and Annuity Income
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Publication 590
Individual Retirement Arrangements (IRAs)
Publication 594
The IRS Collection Process
Publication 915
Social Security and Equivalent Railroad Retirement Benefits
Publication 925
Passive Activity and At-Risk Rules
Publication 939
General Rules for Pensions and Annuities
Publication 946
How to Depreciate Property
Publication 947
Practice Before the IRS and Power of Attorney
Publication 970
Tax Benefits for Education
Publication 971
Innocent Spouse Relief, addresses how one spouse may request relief from
past taxes due solely based on the other spouse's debt.
Publication 5120
Facts About the Premium Tax Credit. Your Credit, Your Choice — Get It Now or
Get It later
Publication 5121
Affordable Care Act: Individuals & Families. Facts About the Premium Tax
Credit
Publication 5157
Affordable Care Act (ACA) for VITA/TCE
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Q
Qualified Charitable Contributions (QCD)
A QCD is a distribution from an IRA made to an organization eligible to receive
tax-deductible contributions. If all requirements are met, this will exclude any
part of the distribution that would otherwise be taxable.
Qualified Medicaid waiver payments
Qualified Medicaid waiver payments are payments by a state, a political
subdivision of a state, or a certified Medicaid provider under a Medicaid waiver
program to an individual care provider for nonmedical support services provided
under a plan of care to an individual (whether related or unrelated) living in the
individual care provider's home.
Qualified Medical Expenses
For HSA, MSA, FSA, and HRA purposes, a medicine or drug will be a qualified
medical expense only if the medicine or drug: requires a prescription, is
available without a prescription (an over-the-counter medicine or drug) and you
get a prescription for it, or is insulin.
Qualified Principal Residence Indebtedness
Qualified principal residence indebtedness is any debt incurred in acquiring,
constructing, or substantially improving a principal residence and which is
secured by the principal residence. Qualified principal residence indebtedness
also includes any debt secured by the principal residence resulting from the
refinancing of debt incurred to acquire, construct, or substantially improve a
principal residence but only to the extent the amount of the debt does not
exceed the amount of the refinanced debt.
Qualified Tuition Program
A program set up to allow taxpayers to either prepay, or contribute to an
account established for paying a student's qualified expenses at an eligible
educational institution. The program must meet certain requirements set by the
state. Also known as a 529 program.
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Qualifying Child
To be identified as a qualifying child, a person must meet certain basic tests. In
addition there may be other requirements to claim various tax benefits for that
qualifying child.
Qualifying Child of More than One Person Test
One of the tests for identifying a qualifying child or qualifying relative as a
dependent: Is the person the qualified child of any other person?
Qualifying Relative
To be identified as a qualifying relative, a person must meet seven tests:
Member of household or relationship test, Qualifying child of another taxpayer
test, Citizen or resident test, Gross income test, Support test, Joint return test,
and Dependent taxpayer test.
Qualifying Widow/(er) With Dependent Child
Filing status is for widow or widower with one or more dependent children.
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R
Railroad Retirement Benefits (RRBs)
Benefits paid to railroad retirees 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.
Recourse Debt
Recourse debt holds the borrower personally liable for any amount not satisfied
by the surrender of secured property. If a lender forecloses on property subject
to a recourse debt and cancels the portion of the debt in excess of the fair
market value (FMV) of the property, the canceled portion of the debt will be
treated as ordinary income from cancellation of indebtedness and will be
required to be included in gross income unless the cancellation of indebtedness
qualifies for one of the exceptions or exclusions from gross income under some
provision of the Internal Revenue Code.
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.
Regular Method
Most common method for computing self-employment tax. Under the regular
method, the net self-employment income entered on Schedule SE is the sum of
net self-employment earnings from the taxpayer's Schedules C, C-EZ, and F.
(Taxpayers should consult a professional tax preparer or a military legal
assistance officer if they use a different method or require Schedule F.
Regular Place of Abode
Regular place of abode is defined as one's home, habitation, domicile, or place
of dwelling. It does not necessarily include one's principal place of business. For
purposes of the foreign earned income exclusion, if taxpayers work overseas for
an indefinite period of time, and their regular place of abode is the U.S., the
taxpayers cannot designate the foreign country as the tax home.
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Relationship Test
One of the tests for identifying a qualifying child as a dependent: Was the
person the taxpayer's son, daughter, stepchild, eligible foster child, brother,
sister, stepbrother, stepsister, or a descendant of any of them (i.e., the
taxpayer's grandchild, niece, or nephew)?
Relative
Someone related to the taxpayer by blood, marriage, or adoption, including the
following:
Child, grandchild, great grandchild
Stepchild, stepbrother, stepsister
Brother, sister
Half-brother, half sister
Parent, grandparent, or other direct ancestor (but not foster parent)
Stepmother or stepfather
Brother or sister of one's father or mother
Son or daughter of one's brother or sister
Father-in-law, mother-in-law, son-in-law, daughter-in-law, brother-in-law, or
sister-in-law.
Rental Expenses
Ordinary and necessary expenses attributable to the production of rental
income and maintenance of the rental property, such as advertising, cleaning
and repairs, insurance premiums, and property management fees.
Rental Income
Payments received by a taxpayer from tenants who rent the taxpayer's
property, including regular and advanced rent, payments for breaking a lease,
expenses paid by the tenant, and the fair market value of property or services
received in lieu of monetary rental payments.
Required Minimum Distribution (RMD)
The amount that must be distributed each year from a retirement plan or IRA.
Residence Test One of the tests for identifying a qualifying child as a
dependent: Did the potential dependent live with the taxpayer as a member of
the taxpayer's household for more than half of the year?
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Resident Alien
An individual is considered to be a U.S. resident alien if he or she meets either
the Green Card Test or the Substantial Presence Test.
Residential Energy Efficient Property Credit
Taxpayers may qualify for an energy credit for qualified solar electric property
costs, qualified solar water heating property costs, qualified small wind energy
property costs, and qualified geothermal heat pump property costs. This credit
is claimed on Part I of Form 5695. This information is out of scope for the
VITA/TCE programs and is included for your awareness only.
Retirement Income
Retirement income can include Social Security benefits as well as any benefits
from annuities, retirement or profit sharing plans, insurance contracts, IRAs, etc.
Retirement income may be fully or partially taxable.
Retirement Savings
Contributions Credit The retirement savings contributions credit is a
nonrefundable credit a qualifying taxpayer may claim if they made a contribution
to a qualified plan.
Retirement Tax Act (RTTA)
Tier I Railroad Retirement Tax is the railroad retirement equivalent of social
security wages and benefit amounts. Rollover Generally, a rollover is a tax-free
distribution to the taxpayer from one retirement account (traditional IRA or
employer's pension plan) that rolls over into a similar retirement account within
60 days.

183

S
Sale of Main Home
Only a gain from the sale of a taxpayer's main home may be excluded from the
taxpayer's income; a gain from a sale of a home that is not the taxpayer's main
home will generally have to be reported as income.
Self-employment Income
Earned income from a trade, business, farming or profession that is not paid by
an employer. For example, hair stylists and lawncare workers who work for
themselves (and not for someone else) are considered self-employed.
Self-employment Tax
Self-employment (SE) tax is social security and Medicare taxes collected
primarily from individuals who work for themselves, similar to the social security
and Medicare taxes withheld from the pay of most wage earners.
Shared responsibility payment (SRP)
The individual Shared Responsibility Payment (SRP) is reduced to zero for tax
year 2019. Taxpayers who do not have health insurance coverage during 2019
or later do not require an exemption to avoid the SRP.
Single Filing Status
Filing status that applies to a taxpayer who (1) has never married, or (2) is
legally separated or divorced.
Simplified Method
This method is used to calculate the tax-free portion of each pension or annuity
payment.

184

Social Security Benefits
Social security benefits are payments made under Title II of the Social Security
Act. They include old-age, survivor, and disability insurance (OASDI) benefits.
Social security benefits include monthly retirement, survivor, and disability
benefits. They do not include supplemental security income (SSI). Certain
government retirees who receive a pension from work are not covered by social
security. Some portion of the social security benefits received may be taxable.
Generally, if social security benefits are the only source of income, the benefits
are not taxable. In this instance, taxpayers may not be required to file a return.
However, if the taxpayers are filing Married Filing Separately and lived with their
spouse at any time during the tax year, 85% of the benefits will be taxable.
SSA
Social Security Administration
SSB
Special separation benefits, a type of military severance payment that affects
the amount of VA compensation paid.
SSN
Social Security Number
Standard Deduction
An amount, provided by law and based on filing status, age, blindness, and
dependency that taxpayers can deduct from their adjusted gross income before
tax is determined.
Standard Mileage Method
One of two methods for calculating business automobile expenses. For the
standard mileage method, the taxpayer multiplies the business miles by the
mileage rate for that tax year. (The other method is the actual expense method).
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Statutory employee
If workers are independent contractors, such workers may nevertheless be
treated as employees by statute (a statutory employee) for certain employment
tax purposes.
Stock dividends
Stock dividends merely increase the taxpayer's number of shares in the
company and generally are not taxable.
Stock split
A stock split is a method used by corporations to lower the market price of
stock. A two-for-one stock split will decrease the basis per share by half. The
original basis of $200 for 100 shares becomes $200 for 200 shares.
Student Loan Interest
The interest paid during the year on a loan for qualified higher education
expenses that were for the taxpayer, the taxpayer's spouse, or a person who
was the taxpayer's dependent when the loan was obtained.
Substantial Presence Test
The criteria that an individual without a green card must meet in order to be
considered a resident alien; the criteria relate to specific numbers of days
physically present in the United States.
Support Test
One of the tests for identifying a qualifying child or a qualifying relative as a
dependent: Did the taxpayer provide over half of the potential dependent's total
support for the year?
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T
TAD
Temporary additional duty for military service members. (See TDY)
TANF
Temporary Assistance for Needy Families (previously known as AFDC), a state
benefit also known as welfare.
Tax Credit
A dollar-for-dollar reduction in the tax. Can be deducted directly from taxes
owed.
Tax Deduction
An amount (often a personal or business expense) that reduces the income
subject to tax.
Tax Forgiveness
For U.S. military personnel who died while serving in a combat zone or as a
result of wounds, disease, or injury incurred while so serving, any unpaid tax
liability is waived and any forgiven tax liability that has already been paid is
refunded.
Tax Home
The country in which the taxpayer is permanently or indefinitely engaged to
work as an employee or self-employed individual, regardless of where the
taxpayer maintains his or her family home. For taxpayers who work abroad, but
do not have a regular place of business because of the nature of the work, their
tax home is the place where they regularly live.
Tax Liability (or total tax bill)
The amount of tax after nonrefundable credits have been subtracted. Taxpayers
meet (pay) their federal income tax liability through withholding, estimated tax
payments, and payments made with the income tax return.
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Taxable Income
Any income subject to federal income tax.
Tax-exempt Interest
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.
TCE
Tax Counseling for the Elderly
TDY
Temporary duty for military service members. (See TAD.)
Temporary Work Location
A work location is considered temporary if the service member's employment is
realistically expected to last (and in fact does last) for one year or less. Service
members assigned to temporary work locations can deduct travel expenses.
Third-Party Designee
A person authorized by a taxpayer to discuss the taxpayer's return with the IRS,
give the IRS information missing from the return, request copies of notices or
transcripts related to the return, and respond to certain IRS notices. The
taxpayer designates third party by checking the Yes box and entering the
person's name, phone number, and personal identification number (PIN) in the
"Third-party designee" section of the return.
TIN see ITIN
Taxpayer Identification Number, same as Individual Taxpayer Identification
Number
Tip Income
Money and goods received for services performed by food servers, baggage
handlers, hairdressers, and others. Tips go beyond the stated amount of the bill
and are given voluntarily.
Traditional IRA
An individual retirement arrangement that is not a Roth IRA or a SIMPLE IRA.
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Transportation Expenses
Expenses service members incur when traveling to locations within their city or
general area that is their tax home or post of duty (versus travel expenses).
Travel Expenses
Expenses service members incur when traveling away from their tax home or
post of duty (versus transportation expenses).
TSP
Thrift Savings Account, 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.
Tuition and fees
Qualified higher-education expenses for which taxpayers can deduct up to
$4,000 in qualified tuition and related expenses paid during the tax year. The
amount of the deduction is determined by filing status, modified AGI (MAGI),
and other factors. Form 8917, Tuition and Fees Deduction, will help compute
the MAGI for this deduction.
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U
U.S. Citizen or Resident Test
See Citizen or Resident Test
Unaffordable coverage (ACA term)
(For purpose of health coverage exemption) — Health coverage is unaffordable
if the individual's required contribution is more than 8.05% of household income.
Unearned Income
Income other than pay for work performed. Interest and dividends from savings
or investments are common types of unearned income. For purpose of Form
8965— coverage is unaffordable if the individual's required contribution is more
than 8% of household income.
Unemployment Compensation
Unemployment compensation generally includes any amount received under an
unemployment compensation law of the United States or of a state. In most
cases, it Is taxable. Unemployment income is not considered earned income for
the purposes of calculating EITC.
Unearned Income
Any income produced by investments, such as interest on savings, dividends on
stocks, or rental income.
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V
VA Disability Compensation
VA disability compensation is a monetary benefit paid to veterans who are
disabled because of injury or disease incurred or aggravated during active
military service.
VITA
Volunteer Income Tax Assistance

W
Wash sale
A wash sale occurs when a taxpayer sells or otherwise disposes of stock or
securities (including a contract or option to acquire or sell stock or securities) at
a loss and, within 30 days before or after the sale or disposition, the taxpayer
buys, acquires, or enters into a contract or option to acquire substantially
identical stock or securities.
Withholding Allowance
Claimed by an employee on Form W-4. An employer uses the number of
allowances claimed, together with income earned and marital status, to
determine how much income tax to withhold from wages.
Withholding Tax
Income tax is withheld from the pay of most employees. Income tax may also
be withheld from gambling winnings, pensions/annuities, unemployment
compensation, and certain federal payments, such as social security. In some
cases income tax may be withheld on other types of income such as interest or
dividend income.
Worldwide Income
U.S. citizens and U.S. resident aliens are required to report worldwide income
on a U.S. tax return regardless of where they live and even if the income is
taxed by the country in which tt was earned. Filing requirements are the same
as for U.S. citizens and U.S. resident aliens living in the United States and apply
whether income is from within or outside the U.S.
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