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DAY 1 SLIDES 



INTRO TO TAX
“THE REAL-WORLD 

APPROACH”

Melinda Garvin, EA & Jared Foos, EA

YOUR  I NS T RUC TOR S

Melinda Garvin, EA Jared Foos, EA

W H A T  I S  T H E  R E A L - W O R L D  
A P P R O A C H ?

o Career vs side hustle

o Self sufficient approach

o Tax law vs Real life

o Wrong, Ok, Best Practices spectrum



5  K E Y S
1. Change is inevitable
2. Learning never stops
3. Accuracy is everything
4. Communication is key
5. Ethics with clients & Law

OB J E C T I V E S

o Introduce tax verbiage

o Discover & diagnose filing status

o Determine filing requirement

OB J E C T I V E S

o Identify what a dependent is

o Develop tools to accurately communicate

o Learn to calculate tax



NU T S  &  B OLT S

2-way
teaching Breaks Lunch Agenda

A G E N DA

• What is a paid preparer
• Who, when, and how to file
• Filing status & dependents
• Variations of income
• Deductions
• Variations of tax

Day 1

SECTION #1



R E Q U I R E M E N T S  O F  A  P R E PA R E R

o ERO (electronic return originator) 
o The mothership

o EFIN (electronic filing identification number)
o By locations

o PTIN (preparer tax identification number)
o $30.75
o Replaces Social

3 RD PART Y  DE S I GNE E

Representative for return
Generally, the preparer

Useful tool



R E S P ONS I B I L I T I E S  &  L I AB I L I T I E S

Paid preparer = Risk

Paid preparer vs self 
prepared 

• Accuracy 
• Unlawful positions

• Willful or Reckless

Potential risks

F OR M 1 4 1 5 7

Used to report complaints 
Preparers or Tax preparing firms

Page 4 of section #1



SECTION #2

F I L I NG  R E QU I R E ME NT S

o Common misconceptions:
o Age
o Social Security isn’t taxable
o Minors

I ND I V I DUAL S
o 3 factors
o Gross Income
o Filing Status
o Age



GROS S  I NC OME

o Income received in the form of :
o Money
o Goods
o Property
o Services

F I L I NG  S TAT US

o Marital status and family situation as the end of their tax year
o Generally, 12-31
o Calendar year vs Fiscal year

AGE

o Increases filing threshold
o 65 or older = additional standard deduction



E XC E P T I ONS  TO  F I L I NG

o Income equal or less than the Standard Deduction
Filing Status Standard Deduction 2023 

Single; Married Filing Separately $13,850 

Married Filing Jointly & Surviving 

Spouses 
$27,700 

Head of Household $20,800 

2 0 2 2  T H R E S H OL D S
IF your filing status 
is... 

AND at the end of 2022 you 
were...* 

THEN file a return if your gross income 
was at least...** 

single under 65 $12,950 

65 or older $14,700 

head of household under 65 $19,400 

65 or older $21,150 

married filing jointly*** under 65 (both spouses) $25,900 

65 or older (one spouse) $27,300 

65 or older (both spouses) $28,700 

married filing 
separately 

any age $5 

qualifying surviving 
spouse 

under 65 $25,900 

65 or older $27,300 

DE P E NDE NT S

Completely separate rules

oIncome other than 
employment
o Investment income
o Interest 
oDividends

oGreater than $1,250 
(2023)



F O R M  8 8 1 4
o Caution including un-earned 

income on parent's return are
subject to parent's tax tables.

o If a separate return for the
dependent is filled it will qualify
for the standard deduction

Election to include income 
on parents return

F OR M 8 6 1 5

o Kiddie Tax
o Unearned Income surpasses $2,300
o Dependent files their own return
o Their own marginal rate will apply between $1,150 - $2,300 

POP QUIZ



WHO DO YOU C AL L ?

Chuck & Nancy 
o Bring:

o Their return
o Son’s return (college student)

You finish son’s return who do you call to let know it finished?

DO I  HAVE  TO  F I L E ?

Martha 
o Single
o 72 years old
o No W-2 income
o Social Security $14,000 and $30,000 in retirement income

DO I  HAVE  TO  F I L E ?

Billy
o 10 years old
o Inherited $4,000 from a stock sale from his grandpa.



S E L F - E MP LOY E D  I ND I V I DUAL S

oTrade/Business, Sole Proprietor
o Independent contractor
oMember of partnership
o In business for themselves even 

if part time. 

S E L F - E MP LOY E D  I ND I V I DUAL S

Must file if:
oGross income = or above standard deduction
oNet earning subject to “self-employment taxes” $400 or more
oChurch employee $108.28 or more

OT H E R  NOTAB L E  F I L I NGS

o Tip income
o Household employee



DEADLINES

1 0 4 0  

o 15th day 4th month after tax year end

o Most taxpayers’ year end is 12-31

o Weekends & Holidays
o Next business day

1 0 4 0

o E-file
o Midnight on due date

o Paper mailing
o Postmarked on due date



E XT E NS I ONS

6 month

oTo file not to pay
oForm 4868
oDue by due date of 

return

E XT E NS I ON

2-Month
oFile & Pay
oOutside the US & Puerto Rico
oNo need for 4868
oCan use 4868 for 4 more months

E XT E NS I ONS

Combat Zone Extension
oFile & Pay
oDue date = 180 days after the event
oCan apply for spouses and support 

staff



POP QUIZ

MI KE

o Owns his own business and has none of his 

records ready to file.

o Wants to file an extension

o How long does he qualify for and what advice 
would you give him?

J E F F  &  B E T H  

o Jeff and Beth are both retired and haven’t had 

to file the previous 5 years.

o Beth started a Mary Kay business and only 

made $ 500 in profit 

o Do they need to file?



BREAK

10 Minutes

SECTION #3

T HE  F OR MS  

o 1040 & 1040SR
oSchedules 1,2,3
oSchedule A
oSchedule B
oSchedule C,E,F



C OMMON MI S C ONC E P T I ONS

o Tax Return = I’m getting a refund

o Easy returns can still go on 1040EZ

o 1040 = a tax return

1 0 4 0  

o Home base, where all other forms flow to
o Page #1
o Reports:

o Name
o Address
o SSN’s
o Filing Status
o Dependents

1 0 4 0

Page 2
oTaxes
oCredits
oRefunds
oBalance Due
oSignatures



1 0 4 0  S R

US Tax Return for Seniors
oLarger Print
o65 or older

S C HE DUL E  1

Additional income & Adjustments

o Income that can be reported 
directly on 1040

oAdjustments to income 
oYour toolbox to use 

S C HE DUL E  2

Additional Taxes

oMost taxpayers don’t understand 
there are multiple kinds of taxes

oSE tax isn’t always the enemy 
o Investigate-Teach-Plan



C OMMON TAX E S

o Excess advance premium tax credit repayment
o Self-Employment Tax (SE)
o Social security & Medicare tax on tips
o Additional tax on IRA’s or other qualified funds
o Net investment income tax (NIIT)
o First time homebuyer credit (repayment)

C OMMON TAX E S

o Additional tax on HAS distributions
o Alternative Minimum Tax (AMT)
o Household employment taxes
o Additional Medicare tax

S C HE DUL E  3

Additional Credits & Payments

oNon-refundable vs Refundable
oEstimates 
oCarry-over refunds
oCan come with risk



C R E D I T S  R E AL  WOR L D

o Require substantiation 
o Preparer risk
o Document, Document, Document
o “I heard from my stylist / barber”
o Refundable beware

C OMMON C R E D I T S

o Child Tax Credit & Additional CTC
o Foreign Tax Credit
o Dependent Care Expense (Daycare Credit)
o Education Credit (AOTC, Lifetime learning)
o Retirement savers credit
o Residential Energy Credit

C OMMON C R E D I T S

o Qualified plug-in motor credit
o Premium Tax Credit
o Credit for federal tax on fuels



S C HE DUL E  A

Itemized Deductions

oCommonly referred to as “Long Form”
oReduces income
o2 Columns
oLeft restricts, right flows to the bottom

C OMMON QU E S T I ONS

o “Is it better to itemize or use the standard deduction?”
o “Can I deduct my medical on my return?”
o “I just bought a car can I write that off?”
o “If I give stuff to my church how much till its helpful on my 

return?”
o “Am I allowed to write off my mileage to and from work?”

To the 
extent of 
winnings 
and AGI 
limitations

C OMMONLY  U S E D  
DE DUC T I ONS

Medical

7.5% of AGI

Taxes

State & 
Local & 
Real-estate 
Taxes

SALT

Mortgage

Interest & 
Points only

Charity

Non-Cash 
& Cash

Gambling 
Losses



WHI C H  I S  B E T T E R

Standard Deduction

o$27,700
Itemized Deductions

o $21,000

ADV I C E  ON T H E  A

o Pretty uncommon to itemize since TCJA
o Don’t require documentation when not using sch A
o Don’t rule out itemizing…ask more questions
o Smell O’ Meter, use sound judgement

S C HE DUL E  B
o Interest received 
o Dividends received



I NT E R E S T
o Form 1099 INT
o Bank Account
o Seller financed real property

sale
o Bonds

o Comes in many shapes and sizes
o One of the where’s waldo type

forms

TAX  E XE MP T  I NT E R E S T
o Common with Municipality Bonds

o Do not get reported on Sch B
o Directly on 1040

o Aren’t taxable but can increase 
taxable Social Security

DI V I DE NDS
o Form 1099 DIV
o Generally, from brokerage 

companies
o Can come from 1120 

(Corporations)
o Another unique format depending 

on issuing company
o Credit unions not dividends they’re 

actually interest



S C H  B  I I I
Foreign bank 

accounts

Fincen

• $10,000
• $50,000Thresholds

Penalties

Ask better 
questions

F OR E I GN BANK 
o Keys:
o US Soil
o Domestic Bank on foreign soil
o Authority
o Control
o Not taxable but reportable

E XAMP L E

John
o Parents in Canada
o No personal accounts of any kind in foreign country
o Signer on parents account for emergency purposes



S C HE DUL E  C

o Sole-Proprietor 
o LLC (Single Member LLC)
o Triggers:
o 1099-MISC, 1099-K, 1099-NEC

o For profit intent 

S C HE DUL E  C

Real world thoughts 

oUnintentional small business
oSeparate bank account
o Income, COGS, Expense, P/L
oSubject to SE
oCorporate Veil

S C HE DUL E  C

Tips

oSeparate accounts
oDeductible vs Non-

Deductible
oHow to pay themselves
oBasics of record keeping



S C HE DUL E  E

o Rental Income 
o Passive, non-earned income
o Pass-through income (S-Corp, Partnership, Estates & Trusts)
o In Service
o Related Party rules

S C HE DUL E  E

Real world thoughts:

oLoss limitations
oFamily and FMV rent
oReal-Estate professional?
oAir B&B’s and service

S C HE DUL E  F

o Farm income
o Crops
o Animals
o Breeders
o Animal bi-products



S C HE DUL E  F

What it is:

oSole-Proprietor 
oCrops, Livestock, 

Cannabis
oAgricultural programs 

1099-G

What its not:

oVets
oKennels
oWineries
oLandscaping
oMulti-Members

S C HE DUL E  F

Real world cautions:

oPurchasing tax free (sales tax)
o Intent for profit
o Income producing = deductibility
oHobby vs for profit

POP QUIZ



S C HE DUL E  A  I S  US E D  TO  DE DUC T ?

A. The standard deduction

B. Business expenses

C. Medical expenses

D. Personal home mortgage premiums

S C HE DUL E  A  I S  US E D  TO  DE DUC T ?

A. The standard deduction

B. Business expenses

C. Medical expenses

D. Personal home mortgage premiums

S C HE DUL E  C  R E P ORT S ?

A. Sole proprietor income

B. Single member LLC income

C. Rental income

D. Both A & B



S C HE DUL E  C  R E P ORT S ?

A. Sole proprietor income

B. Single member LLC income

C. Rental income

D. Both A & B

SECTION #4

F I L I NG  S TAT US ’

o Pub 501

o Used to determine filing requirements

o Eligibility for credits

o Tax buckets

o Married vs Unmarries (considered)



F I L I NG  S TAT US ’

o Only 5 options
o Single (S)
o Married Filing Joint (MFJ)
o Married Filing Separate (MFS)
o Head of Household (HOH)
o Qualifying Surviving Spouse (QSS)

F I L I NG  S TAT US ’

o What are you as of December 31st?
o All year consideration 

o Considered Unmarried
o Legally separated

o Court Document
o Lived apart last 6 months of the year

MF J

o Both spouses must choose

o Combined income

o Lower tax rates

o Joint responsibility 



S I NGL E  

o Unmarried or considered as of 12-31

o Higher tax rates

o Don’t qualify for other filing status

MF S

o Must be married as of 12-31

o Split responsibility 

o Higher tax rates 

o Lose some credits & deductions

HOH

o Unmarried or considered 

o Paid more than ½ the cost of a home for a 

qualifying dependent

o Qualifying dependent lived with taxpayer 
more than ½ the year 



HOH

o Due Diligence requirements (8867)

o Pub 501

o Strict qualifications for cost of home

HOH

HOH



QUAL I F Y I NG  S U RV I V I NG 
S P OUS E

o Spouse died, MFJ option for year of death

o 2 years following spouse death

o Qualifying dependent 

o MFJ tax rates and Standard deduction

o Didn’t remarry

E XAMP L E S

o Clyde & Bonnie
o Married 12-23-23
o Lived together since 11-17-23

o What are their filing options?

E XAMP L E S

o Tom 
o Married for previous 15 years
o Hasn’t lived with wife all of last year
o Dependent lived with Tom all of 2023

o What is his filing options?



E XAMP L E S

o Nick & Natasha
o Married 12-25-23
o No dependents
o Previous spouse died 10-10-23

o What is his filing options?

E XAMP L E S

o Al & Peggy
o 2 dependents
o Married as of 12-31-23
o Separation decree as of 05-01-23
o Each had a dependent living with them from 05-01-23 to 

12-31-23

o What is their filing options?

R E AL  WOR L D  NOT E S :

o Two taxpayers = equal representation

o Joint responsibility

o Joint liability

o Check MFS every time



R E AL  WOR L D  NOT E S :

o Married to each other question

o HOH each 

o HOH because of non-working spouse

o HOH with no tax benefit 

UNI QUE  S C E NAR I OS

o Cannot amend MFJ to go MFS

o Can go MFS before due date of return after MFJ filed

o Divorce courts cannot supersede federal tax law

SECTION #5



VI RT UAL  C UR R E NC Y
o What is crypto?
o Is it taxable?
o Is it reportable?

VI RT UAL  C UR R E NC Y  QUE S T I ON

When to click yes

oReceived as payment, 
reward

oAs payment for mining
oHard forks
oSold crypto
oExchanged crypto

When to click no

oPurchased crypto
oHolding crypto
oMoving assets from one wallet 

to another

VI RT UAL  C UR R E NC Y

o Questions to ask:
o Do you own any crypto?
o Do you sell, exchange crypto?
o Did you get paid in crypto?
o Are you mining or creating crypto?



POP QUIZ

J E S S I C A

o Jessica (unmarried)
o Total income $15,000
o Has a dependent

o What is her filing options?

C OU S I N  V I NNY

o Owns a schedule C cement company
o One of his customers paid him with Crypto this past year
o Did not sell or exchange the crypto

o Do you mark yes or no on the crypto question on the 1040?



LUNCH

SECTION #6

S TANDAR D DE DUC T I ON

o Created to simplify the return
o Amount based on filing status
o Amount adjusted each year
o Blind and or old gets you more



S TANDAR D DE DUC T I ON
Filing status Standard deduction 2022 Standard deduction 2023 

Single $12,950. $13,850. 

Married, filing jointly $25,900. $27,700. 

Married, filing separately $12,950. $13,850. 

Head of household $19,400. $20,800. 

C H OI C E S

Standard Deduction

oSet amount
oEasier and less tracking

Itemized Deduction

oSchedule A
oRecord keeping 

component

E XAMP L E

Income :  $75,000
Standard Deduction (S): $13,850
Taxable income:  $61,150



AD D I T I ONS  TO  S TANDAR D  
DE DUC T I ON

2022 additional standard deduction 2023 additional standard deduction

Single or head of household 

65 or older or blind. $1,750. $1,850. 

65 or older and blind. $3,500. $3,700. 

Married filing jointly or married filing separately 

65 or older or blind. $1,400 (per qualifying individual). $1,500 (per qualifying individual).

65 or older and blind. $2,800 (per qualifying individual). $3,000 (per qualifying individual).

L I M I TAT I ONS  TO  S TANDAR D  
DE DUC T I ON

o If you can be claimed as a dependent
o 2022

o Limited to the greater of $1,150 or earned income + $400
o Can't be more than normal standard deduction

o 2023
o Greater if $1,250 or earned income + $400
o Can’t be more than normal standard deduction

S AR AH ( C OL L E GE  S T UDE NT )

o Dependent of parents
o Earned $15,000
o Standard deduction is the greater of:

o $1,150
o $15,400 ($15,000 + $400)

o Single ($12,950)
o Which is Sarah allowed to use?



R E AL  WOR L D

o TCJA increases…expire in 2025?
o “Is it better to use standard or itemize?”
o Assuming standard is better
o Amounts not as important as what it is

SECTION #7

DE P E NDE NT S

o Qualifying Child

o Qualifying Relative



QUAL I F Y I NG  C H I L D

o Lineage

o Under 19

o Lived with you more than ½ year

o Taxpayer provides more than ½ support

o Not filing a joint return (dependent)

GE NE R AL  T E S T S

3 tests
1. Citizen or resident
2. Joint return
3. Dependent taxpayer

T E S T S

Citizen / Resident

oCitizen or US national
oSome part of the 

year
o Child’s home is 

taxpayers’ home
oAll year

Joint return 
oDependent doesn’t 

file a joint return
oException applies 

to those who are 
only filing for 
refund

Dependent taxpayer
oCan’t be a dependent 

claiming another 
dependent



S UP P ORT
o Taxpayer must provide more than half
o Considered support:
o Food, lodging, clothing, education, medical, 

transportation
o Money made by the dependent not used for 

support are excluded

S UP P ORT
o Most cases are easy to conclude the 

dependent doesn’t make money

o Areas to be concerned:
o Jobs
o Social Security
o Inheritance
o Scholarships
o Placement agency support

S UP P ORT
Not included:
o Income taxes
oLife insurance premiums
oFuneral expenses
oScholarships
oEducational Assistance
oGovernment or 

charitable assistance
oMedical insurance 

benefits



T I E B R E AKE R S
If m ore than one taxpayer is eligible to use the dependency qualification 

for the sam e child and...

Then...
Only one taxpayer is the child's parent Only that parent can treat the child as a qualifying child

Two of the taxpayers are the child's parents, and they do not file a joint 

return, but both treat the child as a qualifying child

Only the parent with whom the child lived the longest during the year 

can treat the child as a qualifying child

Two of the taxpayers are the child's parents, the child lived with each 

parent the same amount of time during the year and the parents do not 
file a joint return,

but both treat the child as a qualifying child

Only the parent with the highest AGI can treat the child as a qualifying 

child

None of the taxpayers are the child's parent Only the taxpayer with the highest AGI can treat the child as a 

qualifying child
A parent can treat the child as a qualifying child but neither parent does 

so

The taxpayer with the highest AGI can treat the child as a qualifying 

child, but only if that taxpayer's AGI is higher than the highest AGI of 
any of the child's parents who can treat the child as a qualifying child. 

If the child's parents file a joint return with each other,
this rule applies by dividing the parents' combined AGI equally 

between the parents.

BREAK

10 Min

QUAL I F Y I NG  R E L AT I V E

o Not a qualifying child

o Either related to you (not living with you) or 

not related to you but lived with you all year

o Gross income less than $4,400

o Provide more than half their support



QUAL I F Y I NG  R E L AT I V E

Most common:

oCollege students
oChildren / Grandchildren over 19
oParents
oNon-spouse significant others

QUAL I F Y I NG  R E L AT I V E

Related

oNo need to live together
o Income under personal 

exemption
oTaxpayer over 50% 

support

Un-related

oNeed to live together all 
year

o Income under personal 
exemption

oTaxpayer over 50% 
support

DE P E NDE NT S  OF  D I VORC E

Custodial
oDependent lives with 

more nights
oQualifying child / relative 

unless released
oPer court decree 

Non-Custodial
oLess nights than 

custodial
oCan only claim if 

released by custodial 
parent



KE Y S  TO  D I VORC E  AND DE P E NDE NT S

1. Court decree
2. Establish Custodial parent 
o No such thing as 50/50 custody

3. Ask more questions
4. Document taxpayer answers 
5. Build a defendable position

C U S TOD I AL  R E L E AS I NG  D E P E ND E NC Y

o Form 8332
o 3 parts

1. Current year release
2. Future years release
3. Revocation of release

o Custodial = Your client = create the 8332
o Non-custodial = Your client = make them get 8332 from custodial

8 3 3 2



P OT E NT I AL  C R E D I T S  OR  
S TAT US

Custodial

oChild tax credit
oOther dependent credit
oHOH
oEarned income tax credit
oDaycare credit

Non-Custodial with 8332

oChild tax credit
oOther dependent credit

AR E AS  F OR  C ONC E R N

o No divorce decree
o Court decree doesn’t designate custodial
o Potential conflict of interest (if you do both returns)
o Educating your client
o Produce or receive 8332 

E XAMP L E



E XAMP L E

o Who is custodial parent?
o Are there any hints?

o Is form 8332 needed?
o Who would issue it and for which dependents?

o Do you need to ask more questions?
o What should be asked?

R E AL  L I F E

o Mom claims all 3 dependents for HOH & EITC purposes
o Mom claims CTC for Kate & Lillian
o Mom issues form 8332 to Dad for James
o Dad claims CTC for James

POP QUIZ



DAP HNE  

Daphne, 39 lives with her boyfriend Fred all year long.  He provides all 

her support, and she has $0 income. Fred can claim Daphne as a 

dependent child?

A. True

B. False

GE ORGE

George had his nephew, Elroy (7), placed in his care on 05-25-23. 

Assuming Elroy isn’t providing over half his own support. Elroy will 

qualify as George’s?

A. Qualifying Child 

B. Qualifying Relative 

SECTION #8



I NC OME

o Accounting method
o Cash vs Accrual

o Constructive Receipt
o Cash accounting only

C AS H  AC C OU NT I NG

o Included in income or as deduction when 

amounts received or paid physically 

happened

C ONS T RU C T I V E  R E C E I P T

o When the taxpayer can use, sell, deposit, or exchange a 

form of payment.

o Physical paycheck received but not deposited.
o Considered income when received not deposited.

o End of year scenarios 



AC C RUAL  AC C OU NT I NG

o Included in income or as an expense when 

anticipated.

T Y P E S  OF  I NC OME

o 3 types
1. Earned income
2. Unearned income
3. Portfolio or investment income

T Y P E S

Earned 

oWages
oSalaries
oCompensation
oSelf-Employment

Unearned

oUnemployment
oRental income
oProfits from pass 

through entities
o Interest

Portfolio

oDividends
oRetirement
oBrokerage account
oSale of assets



I DE NT I F Y I NG  T HE  D I F F E R E NC E

Earned

oProvided a service
oDid something
oSubject to additional 

taxes

Unearned

oNot acquired by work
oNot subject to payroll 

taxes
oCan be considered 

investment

PAS S I VE  AC T I V I T Y  I NC OME

o Taxpayer does not materially or actively participate in trade or 
business activities

o Examples:
o Leasing equipment, rental properties, pass through entity income

R E AL  WOR L D  T H OU GH T S

o Misconception about income and tax
o Intent & participation factors
o Unstable 1099 scenarios 
o Ask more questions:
o What did you do to receive?
o What was your involvement?
o Provide a service?



TAXE S  AS S OC I AT E D

Earned

oTraditional Tax
oSelf-employment (SE)
oAdditional Medicare

Unearned

oTraditional
oCapital gains
oNIIT (net investment 

income tax)

R E AL  WOR L D  E X AMP L E

Donatello & Raphael

Acting as if 50/50 owners but Raphael owns 100%

Business sold

Donatello received 1099-Misc for proceeds

DONAT E L LO  &  R AP HAE L
o Earned income or unearned income?
o Earned would be Schedule C
o Subject to Traditional, SE, & additional Medicare tax

o Unearned could be other income or treated as an asset
sale
o (Schedule 1) Other income

o Traditional Tax
o (Schedule D) Asset sale

o Capital Gains tax  & NIIT



DONAT E L LO  &  R AP HAE L

o Previous EA preparer put it on Donatello’s return on Schedule C

o Did they put it on the return correctly?

o Where would you put it?

MI KE  T HE  T I R E  K I NG  

o Mike owns 4 tire shops in Ohio (Schedule C)
o Mike does not actively participate in the business activities.
o Mike’s schedule C reports a profit yearly

o Is Mike’s profit on his schedule C passive income or non passive 
income?

o If it is passive what types of taxes are associated?
o If non passive what type of taxes are associated? 

POP QUIZ



F OR M W- 2  I S  C ONS I D E R E D ?

A. Earned income

B. Unearned income

C. Passive income

D. Alimony

F OR M W- 2  I S  C ONS I D E R E D ?

A. Earned income

B. Unearned income

C. Passive income

D. Alimony

R E NTAL  I NC OME  I S  C ONS I D E R E D ?

A. Earned income

B. Unearned income

C. Golden Parachute income

D. Schedule D income



R E NTAL  I NC OME  I S  C ONS I D E R E D ?

A. Earned income

B. Unearned income

C. Golden Parachute income

D. Schedule D income

BREAK

10 Min

SECTION #9



AD D I T I ONS  &  AD J U S T ME NT S  
TO  I NC OME

o Schedule 1
o Part 1 – Additions to income
o Part 2 – Adjustments to income

S C HE DUL E  1

Additions

oState & Local refunds
oAlimony
oSch C
oForm 4797
oSch E

oSch F
oUnemployment
oGambling
oCanceled Debt
o Jury Duty

1 0 9 9 - G



AL I MONY

Before 12-31-18

oDeductible to payor
o Income to payee
oMust get court 

document

After 12-31-18

oNon-deductible to payor
oNon-taxable to payee
oMust get court 

document

S C HE DUL E  C

#1

o Income $50,000
oExpense $30,000
oProfit $20,000

#2

o Income $10,000
oExpense $15,000
oProfit ($5,000)

#3

o Income $30,000
oExpense $25,000
oProfit $5,000

Net Schedule C reported on line 3 of 
Schedule 1 = $20,000

OT H E R  GA I NE S / LOS S E S  4 7 9 7
o Asset used in business sale 
o From multiple sources
o C,E,F, or pass-through

o Sale from E & F
o House (E)
o Tractor (F)



S C HE DUL E  E

#1

o Income $20,000
oExpense $30,000
oProfit ($10,000)

#2

o Income $10,000
oExpense $5,000
oProfit $5,000

#3

o Income $30,000
oExpense $25,000
oProfit $5,000

Net Schedule E reported on line 5 of 
Schedule 1 = $0

S C HE DUL E  E  NOT E S
o Advance Rent

o Security deposits

FAR MI NG ( F )
o Similar taxation to C

o Unique profit vs hobby

o Unique purchase of SS & 
Medicare credits



UNE MP LOY ME NT

GAMB L I NG  I NC OME

C OMMON GAMB L I NG
o Bingo
o Raffles
o Lottery
o Card Games
o Slots
o Horse, Dog, Sporting events



C ANC E L AT I ON OF  D E B T
o Forgiven personal debts
o Credit cards
o Mortgages
o Personal or vehicle loans

o Included in income
o Insolvency
o Bankruptcy 

C ANC E L AT I ON OF  D E B T

J U RY  D U T Y
o Taxable if not paid by employer

o Taxpayer is paid wages from 
employer and issues amount 
paid from courts to 
employer = not taxable 
because its already included 
in taxpayers W-2



S C HE DUL E  1

Adjustments

oEducator expenses
oHAS (Health savings 

accounts
oMoving expenses
oSelf-employment taxes 

(SE)

o IRA 
oSelf-employed health 

insurance
oStudent loan interest

E DUC ATOR  E XP E NS E S
o New law 2022
o Up to $300 (per taxpayer)
o Indexed for inflation

o K-12 
o Teacher, instructor, counselor, 

principal, or aide
o 900 hours during school 

year

HS A
o Eligible HDHP (high deductible 

health plan) 
o Biggest tax saving over all
o Annual Contribution limits
o Individual $3,850
o Family $7,750

o Be careful with over-
contributions

o Form 8889



MOVI NG E XP E NS E S
o Only for military!

o Must have orders to move 
because of change of
station.

o TCJA implications 

DE DUC T I B L E  S E  TAX
o SE = Social security & 

Medicare
o 15.3% 
o W-2 

o You pay 7.65% 
o Your employer pays 

7.65%
o Line 13 = 7.65%

I R A  DE DUC T I ON
o Traditional IRAs only
o Traditional = tax deferred

o Must be working
o Or spouse working

o Contribution limitations
o Good tool when taxpayers 

don’t have an employer
sponsored plan



S E L F - E MP LOY E D  HE ALT H  I NS UR ANC E
o Amounts paid for
o Yourself, souse, or dependents up 

to age 27.

o Not deductible on Schedule C 
only on Schedule 1.

S T UDE NT  LOAN DE DUC T I ON
o 1098-E
o $2,500 limitation
o AGI limitation
o S,HOH, QW = $75,000-$90,000
o MFJ = $150,000-$180,000 

POP QUIZ



Client tell you they receive $2,000 a month in alimony and got 

divorced in 2018.  Is that money income to your taxpayer?

A. Yes

B. No

C. Need more information

SECTION #10

I T E MI Z E D  DE DUC T I ONS

o Schedule A
o Medical
o Taxes
o Interest 
o Charity
o Casualty & Theft Losses



ME DI C AL
o Must exceed 7.5% of AGI
o Insurance premiums
o Prescriptions
o Dr
o Hospital care
o Medical Exams
o Equipment
o Long term care

o Supplemental Medicare
o Specialized treatment plans
o Quit smoking , lose weight

o Addiction treatments
o Medical aids
o Eyeglasses, hearing aids

o Mileage & Lodging
o Ambulance service

ME DI C AL  C OS T

Can be included

oHearing aids
oPrescription drugs
oCo-pays
oMedical equipment
oDoctor ordered 

expenditures

Can’t be included

oCost of diet food
oLife insurance
o Illegal drugs
oNonprescription drugs
oFuneral or burial costs

TAXE S
o SALT (State and Local Taxes)
o Limited to $10,000 MFJ $5,000 S, 

MFS
o 5a State & Local income taxes
o 5b State & Local real estate taxes
o 5c State & Local personal property 

taxes
o 6 other taxes 



I NT E R E S T

Allowed

oInterest paid on main, and 
2nd home
o2nd home can be anything 

with kitchen, bathroom, 
place to sleep

oAdditional loan used to 
purchase or improve main, 
or 2nd home

Un-allowed

o Interest paid on loans to 
consolidate debt

o Interest paid to start or 
fund a business

o Interest paid for homes 
beyond 1st or 2nd home

GI F T S  TO  C H AR I T Y

Cash

oTithes/offerings
o501 cash / checks

Non-Cash

oPersonal property
o Must be purchased by

taxpayer
o Clothes
o Cars
o Buildings/Land

MARY
Brings in goodwill documents 
totaling $22,450 

What types of questions would 
you ask?



MARY
Keys to deduction:
o Purchased
o Thrift market value
o Date donate

Questions to ask:
1. Did you purchase each item?
2. How did you determine each 

items value?
3. Did you keep an inventory of 

the items donated?

I T E MS  T HAT  C AN’ T  B E  DE DUC T E D

o Dues, fees, or bills to clubs
o Value of your time or services
o Weddings / Funerals
o To the extent of return of goods or services
o Banquets, gifts etc.

C AS UALT Y  T H E F T  &  LOS S
o Prior to TCJA
o Potentially allowed

o Post TCJA
o Only available to those in a 

federally declared disaster area



OT H E R  D E D U C TAB L E  E X P E NS E S  
o Gambling losses
o To the extent of winnings

o Federal estate tax
o Impairment related work 

expenses by a disabled
taxpayer

R E AL  WOR L D  
o Church statement
o Only date should be the tax 

year
o “No goods or services received”
o Amount clearly stated

o Cleared checks won't substantiate 

o Medical
o Lazy taxpayers

POP QUIZ



The taxpayer recently bought a boat and has a loan 
is it deductible?

A. Yes, principle and interest of the loan
B. No
C. Yes, only the principle 
D. Yes, only the interest 

The taxpayer recently bought a boat and has a loan 
is it deductible?

A. Yes, principle and interest of the loan
B. No
C. Yes, only the principle 
D. Yes, only the interest 

Luke & Leia made donations to Goodwill in the amount of $14,700 
(thrift shop value). $7,000 ($4,000 thrift shop value) of their 
donations were inherited by them when Luke’s mother died. How 
much is deductible on schedule A?

A. $14,700
B. $7,700
C. $10,700
D. None



Luke & Leia made donations to Goodwill in the amount of $14,700 
(thrift shop value). $7,000 ($4,000 thrift shop value) of their 
donations were inherited by them when Luke’s mother died. How 
much is deductible on schedule A?

A. $14,700
B. $7,700
C. $10,700
D. None

SECTION #11

TAXE S
o 7 total tax brackets

o 10%
o 12%
o 22%
o 24%
o 32%
o 35%
o 37%

 *Subject to change with 
 TCJA expiration 



TAXE S

Determined by
o Income 
oFiling status

HOW DOE S  I T  WOR K

Tax rate Single Head of household Married filing jointly or 
qualifying widow

Married filing 
separately

10% $0 to $10,275 $0 to $14,650 $0 to $20,550 $0 to $10,275

12% $10,276 to $41,775 $14,651 to $55,900 $20,551 to $83,550 $10,276 to $41,775

22% $41,776 to $89,075 $55,901 to $89,050 $83,551 to $178,150 $41,776 to $89,075

24% $89,076 to $170,050 $89,051 to $170,050 $178,151 to $340,100 $89,076 to $170,050

32% $170,051 to $215,950 $170,051 to $215,950 $340,101 to $431,900 $170,051 to $215,950

35% $215,951 to $539,900 $215,951 to $539,900 $431,901 to $647,850 $215,951 to $323,925

37% $539,901 or more $539,901 or more $647,851 or more $323,926 or more

HOW DOE S  I T  WOR K
o Taxes are not linear
o You don’t hit the 22% and all 

your income is taxed at 22%

o Think tier of champagne 
glasses

o Effective tax rate = average of 
all the buckets

o Marginal = Highest rate



S T E P S  TO  C ALC UL AT E
o Filing Status
o AGI (Income – Adjustments)
o Reduce AGI by either
o Standard or Itemized deductions

o Reduce AGI by QBID
o Qualified Business Income 

Deduction
o Taxable income
o Calculate with tax brackets

E XAMP L E
John (Single)

$40,000 W-2

No adjustments or QBID

Effective tax rate 7%

W-2 Income $40,000

Standard deduction (13,850)

Taxable income $26,150

Tax $1,905

E XAMP L E
Mark & Leanne

$246,500 W-2 income

$14,000 in Traditional IRA contribution

No QBID

Effective tax rate 17%

W-2 Income $246,500

IRA Adjustment $(14,000)

Standard deduction $(27,700)

Taxable income $204,800

Tax $34,768



C AP I TAL  GA I NS
o Personal or Business assets
o Long vs Short
o 365 or more = Long
o 364 or less = Short

o Long = Capital Gain tax 
treatment

o Short = Ordinary tax treatment

C AP I TAL  GA I NS  

oConsidered preferential 
treatment
o3 tax buckets
o 0%
o 15%
o 20%

2 0 2 3  C AP I TAL  GA I NS
Filing Status 0% 15% 20%

Single $0 - $44,625 $44,625 -$492,300 $492,300 +

MFJ $0 - $89,250 $89,250 - $553,850 $553,850 +

MFS $0 - $44,625 $44,625 - $276,900 $276,900 +

HOH $0 - $59,750 $59,750 - $523,050 $523,050 +



S E L F - E MP LOY ME NT  TAX  ( S E )

o Generated by self-employed taxpayers
o Schedule C
o Schedule F
o Partnership income or Guaranteed payments

o 15.3% (QD&D planning tool)
o Social Security & Medicare Credits 

HOW I T  WOR KS
oTyson owns a personal training 
gym (Schedule C)

oProfits are subject to both:
o Traditional tax
o S.E. Tax

T Y S ON
o Single
o Profit $40,000
o SE adjustment $3,060
o QBID $8,000

o Total Tax $6,658

Income / Profit $40,000

SE Adjustment $(2,826)

Standard deduction $(13,850)

QBID $(4665)

Taxable income $18,659

Traditional tax $1,006

SE tax $5,652



OT H E R  T E R R I B L E  TAX E S

o Additional Medicare Tax
o 0.9%

o Alternative Minimum Tax
o TCJA raised the threshold 
o “Another Miserable Tax”
o STOP! Grab an experienced tax pro

POP QUIZ

Scrooge Mc Duck owns a Schedule C company with $1,500,000 in 
profit. He also sold all his Apple stock this year. Which of the 
following taxes may you find on his return?

A. Self-Employment tax
B. Capital Gains tax
C. Traditional tax
D. AMT tax
E. Additional Medicare tax
F. Net Investment Income tax
G. All the above



Scrooge Mc Duck owns a Schedule C company with $1,500,000 in 
profit. He also sold all his Apple stock this year. Which of the 
following taxes may you find on his return?

A. Self-Employment tax
B. Capital Gains tax
C. Traditional tax
D. AMT tax
E. Additional Medicare tax
F. Net Investment income tax
G. All the above

QU E S T I ONS

o Don’t feel like you need to remember everything
o Refer back to your materials
o Set yourself up for success 
o Rest



THANK YOU

Melinda Garvin, EA
Jared Foos, EA
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SECTION 1 – PAID PREPARER 

Requirements for a Tax Return Preparer 

PTIN 

Anyone who is paid to prepare or assist in preparing federal tax returns or claims for refund 

must have a PTIN. All enrolled agents must also have a PTIN. Attorneys and Certified Public 

Accountants do not need a PTIN unless they are compensated for preparing or assisting in 

preparing federal tax returns or claims for refund. 

A PTIN cannot be shared among multiple individuals or one office. Each individual must obtain 

his or her own PTIN.   

Preparer tax identification number (PTIN) applications and renewals for 2023 are now being 

processed. 

Question: How much does it cost to obtain or renew a PTIN? 

Answer: The application processing fee to obtain or renew a PTIN is $30.75 for 2023. 

A PTIN is a supplemental identification number in place of an individual’s social.  To be 

considered a paid preparer, one must expect to prepare 11 or more returns in a calendar year.  

To get a PTIN one will need: 

• Social Security number (SSN)

• Personal information (name, mailing address, DOB)

• Business information (name, mailing address, phone number)

• Explanation for felonies

• Explanations for problems with your US individual or business tax obligations

• Any US based professional certification information (CPA, Attorney, EA, ect)

EFIN 

An EFIN is assigned by the IRS to identify the firms that have completed the e-File application. 

An EFIN is required to file tax returns electronically. Providers need an EFIN to electronically file 

tax returns. The IRS will assign an EFIN to identify firms that have completed the IRS e-file 

Application to become an Authorized IRS e-file Provider. 

AFSP 

Do I have to get an Annual Filing Season Program – Record of Completion? 
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No, it's voluntary. Anyone with a preparer tax identification number (PTIN) can prepare tax 

returns for compensation, but continuing education is encouraged for all tax return preparers. 

The Annual Filing Season Program aims to recognize the efforts of non-credentialed return 

preparers who aspire to a higher level of professionalism. Those who choose to participate can 

meet the requirements by obtaining 18 hours of continuing education, including a six hour 

federal tax law refresher course with test. The return preparer must also renew their preparer 

tax identification number (PTIN) for the upcoming year and consent to adhere to the obligations 

in Circular 230, Subpart B and section 10.51. 

Upon completion of these requirements, the return preparer receives an Annual Filing Season 

Program – Record of Completion from the IRS. 

Annual Filing Season Program participants are included in a public database of return preparers 

on the IRS website. The Directory of Federal Tax Return Preparers with Credentials and Select 

Qualifications includes the name, city, state, ZIP Code, and credentials of all attorneys, CPAs, 

enrolled agents, enrolled retirement plan agents and enrolled actuaries with a valid PTIN, as 

well as all Annual Filing Season Program – Record of Completion holders. 

e-Services

The Principal, Responsible Official and each employee assigned to use e-Services products must 

register individually to create and have access to a secure mailbox. The registration process is a 

one-time automated process where the user selects a username, password and PIN that will be 

needed to log onto e-Services. It can be started before, during or after the IVES application is 

submitted but takes two weeks to complete. 

After verifying the information provided, the IRS will mail a registration notice containing a 

confirmation number to the registrant’s last known address of record.  

New Sign-In Options Now Available 

E-Services transitioned to a modernized sign-in system that requires users to register or sign in

with ID.me.

ID.me is an account created, maintained, and secured by a private technology provider.  

E-Services applications will prompt all users to accept the terms of agreement the first time

signing in after July 24, 2022.

E-Services is a suite of web-based tools that allow tax professionals, reporting agents, mortgage

industry, payers and others to complete transactions online with the IRS. All e-Services users

must accept the User Agreement in order to access accounts.
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Third Party Designee 

A third-party designee is someone, anyone other than the taxpayer or spouse, who can speak to 

the IRS regarding the return being filed.  Generally, it is the preparer who will be designated on 

this portion of the return but, it can be anyone the taxpayer or spouse desires to be a 

representative.  

This is a useful tool for uncredentialed preparers and those who are credentialed who do not 

wish to complete form 2448 (Power of Attorney).   

Responsibilities and Liabilities 

As a paid preparer you will dive directly into your taxpayer’s financial lives.  Preparing their 

return does come with some risk.  The IRS holds paid preparers to a different standard than self-

preparing individuals.  A paid preparer will be held to ethical standards and accuracy related 

penalties.  Preparing a return which improperly reports income, allows inaccuracies, or allowing 

a taxpayer to take an unlawful position, could result in penalties for your taxpayer and you.  

Penalties vary depending on willful or reckless positioning.   

Understanding law, diagnosing risk and choosing when and with who you engage with is up to 

you discretion.  For a deeper description of potential penalties review Circular 230.  
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Form 14157 

Form 14157 is a form that is used to report paid preparers or tax preparer businesses to the IRS 

with a complaint.  



 
 
 
 
 

SECTION 2: FILING 
REQUIREMENTS AND 

DEADLINES 
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SECTION 2 – FILING REQUIRMENTS AND DEADLINES 

Filing Requirements 

A common misconception regarding taxation is: “I’m too old, I don’t have to file taxes”. Filing a return or 

not filing a return ultimately comes down to income. In this section we will talk about income and the 

other factors to determine if someone needs to file a tax return.  

An individual is required to file a federal income tax return if they are a citizen or resident of the United 

States, or a resident of Puerto Rico, and meet the filing requirements for any of the following categories: 

• Individuals in general 

• Dependents 

• Children under age 19 or full-time students 

• Self-employed persons 

• Aliens 

A U.S. citizen includes: 

• A person born in the U.S. 

• A person born outside the U.S. or in certain U.S. possessions if at least one parent is a U.S. citizen 
at the time of birth 

• A person born in another country, such as Puerto Rico, who has become a naturalized citizen in 
accordance with the Immigration and Naturalization Act 

Individuals 

In general, whether an individual must file a tax return depends on three factors: gross income, filing 

status and age. 

• Gross income includes all income the individual received in the form of money, goods, property 
and services that is not exempt from tax, including income from sources outside the U.S. that is 
excludable. Social Security is not included in gross income for this test unless the individual is 
married filing separately and lived with their spouse at any time during the year. 
 

• Filing status depends on the individual's marital status and family situation, which is 
determined on the last day of the tax year. For most individual taxpayers, that is Dec. 31. 

• Age can increase the filing threshold. For example, when taxpayers turn age 65, they receive an 

additional amount to the standard deduction, which will increase their filing threshold. An 

individual is age 65 on the day before their 65th birthday. Therefore, individuals age 65 or older 

can have a higher amount of gross income than other individuals before they must file. 

• Every individual who has gross income for the tax year must file a tax return, with the following 

exceptions: 
 

An unmarried individual with gross income less than or equal to their standard deduction is not 
required to file. 

 

• An unmarried individual with gross income less than or equal to their standard deduction is not 

required to file. 

• An individual married filing jointly is not required to file when: 

➢ Their joint gross income is less than or equal to the standard deduction amount. 
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➢ They share the same household with their spouse at the end of the tax year. 

➢ Their spouse does not file separately. 

➢ They do not have income greater than $1,250 if they can be claimed as a dependent by 

another taxpayer. 

➢ Their spouse does not exceed the income requirements above. 

 

Standard Deduction Amounts for 2023 Taxes (Returns Due April 2024) 

Filing Status Standard Deduction 2023 

Single; Married Filing Separately $13,850 

Married Filing Jointly & Surviving 

Spouses 
$27,700 

Head of Household $20,800 

 

Another very useful chart from the IRS (however, the 2023 numbers are not posted yet). 

IF your filing status 

is... 

AND at the end of 2022 you 

were...* 

THEN file a return if your gross income 

was at least...** 

single under 65 $12,950 

65 or older $14,700 

head of household under 65 $19,400 

65 or older $21,150 

married filing jointly*** under 65 (both spouses) $25,900 
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Dependents 

The rules for filing a tax return change when the dependent receives income from sources other than 

employment, such as investment income including interest and dividend payments. When the 2023 total 

of this type of income exceeds $1,250, then a return needs to be filed for the dependent. 

If the dependent unearned income only consists of interest and dividends, then you can elect to include 

it on the parents return and combine it with their income. Do this by completing IRS Form 8814, Parent's 

Election to Report Child's Interest and Dividends, and attaching it to the parent’s personal tax return. 

Unearned income generally includes all income except wages, salaries and self-employed earnings. 

However, depending on the level of the parents income, making this election may result in higher 

income tax than if a separate return is prepared for the dependent. This is because it could push the 

parent return into a higher tax bracket, where higher tax rates may apply. If a separate return is prepared 

for the dependent, the standard deduction rules detailed above will apply. 

What is the difference between form 8615 and 8814? 

When you report the child's interest and dividend income on the parent’s return, file Form 8814, , 

Parent's Election to Report Child's Interest and Dividends. If the child files their own return and the 

kiddie tax applies, file Form 8615, with the child's return. 

What triggers kiddie tax? 

When does the kiddie tax apply for 2022 tax year? The kiddie tax applies once the dependent's unearned 

income surpasses the $2,300. Their own marginal tax rate will apply for unearned income between 

$1,150 and $2,300. 

Below are forms 8615 and 8814: 

 

65 or older (one spouse) $27,300 

65 or older (both spouses) $28,700 

married filing 

separately 

any age $5 

qualifying surviving 

spouse 

under 65 $25,900 

65 or older $27,300 
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Self-Employed Individuals 

A taxpayer is self-employed if: 

• Carry on a trade or business as a sole proprietor. 

• Are an independent contractor. 

• Are a member of a partnership. 

• Are in business for themselves in any other way which also includes part-time. 

A self-employed individual must file a return if they meet any of the following requirements: 

• Gross income is at least as much as the filing requirement for the individual’s filing status and 

age. 

• The individual owes self-employment tax because net earnings from self-employment are $400 

or more or church employee income of $108.28 or more. 

There are other situations where an individual is required to file even if the gross income test is not met.  

Some examples are special taxes, such as Social Security and Medicare on tips, Household employment 

taxes, etc. 

 

2023 Tax Deadlines 

Generally, the due date for individual 1040 returns is the 15th day of the 4th month after the close of the 

tax year.  Most taxpayers’ tax year end is December 31st, thus making their return due date April 15th of 

the following year.  When the due date falls on a national holiday or a Saturday or Sunday there is an 

automatic extension of the due date until the next business day.   

If the taxpayer e-files their return, they must have it e-filed by midnight on the due date of the return.  If 

the taxpayer mails their return, it must be postmarked by the due date of the return.   

 

Extensions 

The end of the 2023 tax season for most Americans is April 18, 2023. If you are unable to file before that 

date you still have options. You can file for an extension. Filing an extension gives you an additional six 

months until October 16, 2023, to submit a complete return.  

An extension is not an extension to pay one’s tax, only to file a completed return.  This is a common 

misconception amongst taxpayers.  The taxpayer must make anticipatory payments if they believe they 

will owe on their return.   

Form 4868  

Form 4868 is the form that is used on personal returns to apply for a 6 month extension to file their 

return. It must be filed by the due date of the return (15th day of the 4th month) in order for it to be 

recognized by the IRS.   
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Automatic 2-month extension 

A special 2-month extension allows the taxpayer an additional 2 months to file and pay in the following 

circumstances: 

• US citizen or resident 

• Living outside the US or Puerto Rico & their main place of business, or post is outside the US 

and Puerto Rico. 

• The taxpayer is in the military or naval service on duty outside the US and Puerto Rico. 

Taxpayers who file on a calendar year basis who qualify for an automatic 2-month extension would be 

required to file by June 15th. Taxpayers can also file a form 4868 to get an additional 4-month extension if 

they are not able to timely file their return within the 2-month period.   

Form 4868 is not required to be filed for the automatic 2-month extension.   

 

Combat Zone extensions 

The IRS extends the filing deadline, payment of taxes, filing claims for refunds, and other actions with the 

IRS if: 

• The taxpayer is serving in the Armed Forces in an active combat zone or has qualifying service 

outside a combat zone.  

• The taxpayer serves in the Armed Forces on deployment outside the US away from their 

permanent duty station while participating in a contingency operation. 

o Contingency operation is a military operation designated by the secretary of defense or 

results in calling members of Armed Forces to active duty during a war or national 

emergency declared by the president or congress. 

The extension also apply for support personnel and spouses if: 

• Taxpayers serving in a combat zone or a contingency operation in support of the Armed Forces 

(for example, merchant marines serving aboard vessels under the operational control of the 

Department of Defense, Red Cross personnel, accredited correspondents and civilian personnel 

acting under the direction of the Armed Forces in support of those forces) 

• Spouses of individuals who served in a combat zone or contingency operation, except: 

o A spouse for any tax year beginning more than two years after the date the area ceases 

to be a combat zone or the operation ceases to be a contingency operation 

o A spouse for any period of hospitalization of the taxpayer in the U.S. for injuries incurred 

in a combat zone or contingency operation 

o A combat zone is any area 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[§112(c)(2)]. 
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Areas designated as combat zones can be found at (https:/1www.irs.gov/newsroom/combat-zones) 

The extended deadline for taking actions with the IRS is 180 days after the latter of: 

 
•  The last day the taxpayer is in a combat zone, has qualifying service outside of the 

combat zone or serves in a contingency operation (or the last day the area qualifies as a 
combat zone or the operation qualified as a contingency operation) 

 
•  The last day of any continuous qualified hospitalization for injury from service in the 

combat zone or contingency operation, or while performing qualifying service outside 
of the combat zone 

 

In addition to the 180 days, increase the taxpayer's extended deadline by the number of days that were 

left for the taxpayer to take action with the IRS when the taxpayer entered a combat zone (or began 

performing qualifying service outside the combat zone) or began serving in a contingency operation. If 

the taxpayer entered the combat zone or began serving in the contingency operation before the period 

of time to take the action began, the deadline is extended by the entire time the taxpayer has to take the 

action. 
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Form 1040, 1040 SR, Schedules 1, 2, and 3 

Most U.S. citizens and resident aliens file Form 1040, US. Individual Income Tax Return, or the larger print 

Form 1040-SR, US. Tax Return for Seniors, which is available for taxpayers who are age 65 or older. 

Taxpayers are considered age 65 if they are born before Jan. 2, 1959 for 2023 returns. 

Form 1040 is comprised of: 

•  Form 1040, Pages 1 and 2 

• Page 1 reports the taxpayer’s filing status; name, address and social security number; dependent 

information; and income. 

• Page 2 reports taxes; credits; refund or balance due; signatures. 

•  Schedule 1 (Form 1040), Additional Income and Adjustments to Income 

• Page 1 reports additional income that cannot be reported directly on Form 1040 

• Page 2 reports adjustments to Income 

•  Schedule 2 (Form 1040), Additional Taxes 

• Page 1 and 2 reports additional taxes that cannot be reported directly on Form 1040 

•  Schedule 3 (Form 1040), Additional Credits and Payments 

• Page 1 reports nonrefundable credits and payments 

• Page 2 reports refundable credits and payments 

Taxpayers with less complex returns may need to only file Form 1040, Pages 1 and 2. However, taxpayers 

with more complex tax returns may need to supplement Form 1040 with Schedules 1, 2 or 3. 

 

Schedule A 

Use Schedule A (Form 1040 or 1040-SR) to figure your itemized deductions. In most cases, your federal 

income tax will be less if you take the larger of your itemized deductions or your standard deduction. 

Like the standard deduction, the itemized deductions on Schedule A are subtracted from the 

taxpayer's adjusted gross income (AGI) to determine taxable income. Taxpayers still often refer to ‘filing 

long form’, and usually it means they used Schedule A instead of the standard deduction. 

Schedule A is used to claim itemized deductions that reduce your taxable income and the total amount 

of taxes you pay. The categories that can be itemized include taxes, interest paid, gifts to charity, medical 

and dental expenses, casualty and theft losses, and other miscellaneous expenses. Some items which 

cannot be itemized on Schedule A include federal income and excise taxes, Social Security or Medicare 

taxes, federal unemployment (FUTA), railroad retirement taxes (RRTA), customs duties, federal gift taxes, 

per capita taxes, or foreign real property taxes.  

 

 

https://www.investopedia.com/terms/a/agi.asp
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Schedule B 

Use Schedule B (Form 1040) if any of the following applies: You had over $1,500 of taxable interest or 

ordinary dividends. You received interest from a seller-financed mortgage and the buyer used the 

property as a personal residence. You have accrued interest from a bond.  

The information that needs to be inputted on Schedule B can be found on the corresponding 1099 forms 

received from the issuers: a 1099-INT for interest and/or a 1099-DIV for dividends. These 1099 forms are 

sent to both the taxpayer and the IRS by the issuer. 

Some less common reasons why taxpayers might need to fill out Schedule B include: 

• To report interest income received from a seller-financed mortgage where the borrower uses the 

property as their personal residence. 

• To report accrued bond interest. 

• To report a bond’s original issue discount in an amount less than what is reported on Form 1099-

OID. 

• To reduce interest income on a bond by the amount of the bond’s amortizable premium. 

• To claim an exclusion of interest from series EE or series I U.S. savings bonds issued after 1989. 

• To report interest or ordinary dividends received as a nominee (on behalf of someone else). 

• To report a financial interest in, or signature authority over, a foreign account. 

• To report a distribution from, being grantor of, or transferor to, a foreign trust.2 

•  

Schedule B should not be used to report any tax-exempt interest shown on Form 1099-INT. This 

information should be reported directly on Form 1040. 

Part III is used to disclose the existence of any foreign accounts over which the taxpayer has an interest 

or any signatory authority or to report the existence of a foreign trust in which the taxpayer is a grantor 

or a beneficiary that has received any kind of distribution. 

Simply asking the question “Do you have any foreign bank accounts?” sounds like it should be enough to 

satisfy the needs of part three.  However, your taxpayer doesn’t fully understand the question in its 

entirety.  Their ears shut off as soon as they hear foreign bank accounts.  In our practice we have 

adjusted that question as follows: “Do you have any relatives, bank accounts, properties, retirement 

accounts, or life insurance policies in a foreign country?”  If a taxpayer has signature authority over any 

accounts in a foreign country, they could have FINCEN reporting requirements.  The penalties for non-

disclosure could be up to half of whatever is in that account.  

 

Example:  John’s parents live in Canada.  They are of the age now they are concerned that if something 

happens to them, they won’t have the ability to continue to pay their bills.  With that in mind, John’s 

parents have him come visit and while he is there, they make him a signer on their account, to give him 

the ability to sign checks, make deposits, and do anything they can do with their account.  What John 

doesn’t know is that if his parent’s account goes over either $10,000 or $50,000 in any one day during a 

calendar year, he now must report that on the FINCEN website.  Ignorance is not bliss in this scenario.  

This is not another tax it is a penalty for failing to comply with the law.  John could open his parents up to 

the IRS taking half of whatever is in their account simply because John didn’t know and his preparer just 

https://www.investopedia.com/terms/f/form-1099-int.asp
https://www.investopedia.com/terms/f/form1099div.asp
https://www.investopedia.com/terms/m/mortgage.asp
https://www.investopedia.com/terms/o/oid.asp
https://www.investopedia.com/terms/u/ussavingsbonds.asp
https://www.investopedia.com/terms/n/nominee.asp
https://www.investopedia.com/terms/g/grantor.asp
https://www.investopedia.com/terms/t/transferor.asp
https://www.investopedia.com/terms/t/taxexemptinterest.asp
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asked, “Do you have any foreign bank accounts”.  Too which he would reply, no because its not his 

account.   

This example is the perfect scenario that if you know the law that’s not enough, you must talk to your 

clients and ask relevant questions.   

Schedule C 

Use Schedule C (Form 1040) 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. You are involved in the activity with continuity and 

regularity.  Independent contractors report their income on Schedule C (Form 1040), Profit or Loss from 

Business (Sole Proprietorship).  

There is no minimum income threshold for filing IRS Schedule C. You must report all business income and 

expenses on your Schedule C, no matter how much or how little you make. The minimum threshold for 

paying self-employment tax is $400. 

Adding a schedule C to any return comes with a completely separate set of risks and due diligence.  In 

the eyes of the IRS a business (schedule C) is no different than a fortune 500 company and must act 

accordingly.  Strict substantiation is a term used that means every dollar of income, and expense must be 

accounted for accurately and appropriately.  The taxpayer must have an accounting method and keep 

appropriate records.  Most taxpayers can’t track their personal records or budget appropriately for their 

personal lives, what makes us believe they will be better in their business lives?  The IRS knows the 

average taxpayer is terrible at this.  Adding a schedule C to any tax return adds liability to you the tax 

professional because it is your job to educate the taxpayer and substantiate every element of the 

schedule C.   

Most taxpayers also don’t know the difference between a W-2 job and a 1099 subcontractor.  Generally, 

taxpayers tell you they have a simple return (one W-2) and walk in with a 1099-NEC.  They don’t 

understand that the 1099 makes them a schedule C sole proprietor taxpayer.  They also don’t come in 

with records of their income or expenses at the time of their appointment.  The vastness of the schedule 

C is beyond the scope of this text however, you should do additional continued education on schedule 

C’s in order to be prepared for the taxpayer who walks in with a 1099 and knows nothing about what 

they will be held accountable for on their return.   

 

Schedule E 

Schedule E is for “supplemental income and loss,” and not earned income. Earned income is income 

generated from business activities. Supplemental income is considered passive income, such as 

collecting rent. It is used to report income or loss from rentals, royalties, S corps, partnerships, estates, 

trusts, and residential interest in REMICs (real estate mortgage investment conduits). 

Schedule E has enough room for three rental properties. If you have more than three rental properties, 

use multiple Schedule Es. Lines 23a–26 should be filled in for only one Schedule E by combining totals 

from your other Schedule Es. 
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Note that rentals of personal property such as a car or equipment is not included on Schedule E. They 

should go on Schedule C or Schedule C-EZ. 

Unrelated to rental properties, any royalties received for oil, gas, or mineral properties (not including 

operating interests); copyrights; and patents go on line 4, just under rental income. Royalties of $10 or 

more are accompanied by a Form 1099-MISC. 

If you provide substantial services to your tenants, such as house cleaning and food services, instead of 

filing Schedule E, you’ll file Schedule C for business profit and loss. 

Parts III and IV of the Schedule E are for income or loss from estates and trusts, and REMICs, respectively. 

Part II of the Schedule E is for income or loss from partnerships or S corps. Members of a partnership or 

S Corp receive a Schedule K-1. Information on the Schedule K-1 is transferred to the Schedule E. The 

Schedule K-1 should not be attached with your Schedule E. It should be kept for your personal records. 

Passive loss limitations are based on your adjusted gross income (AGI). If it is less than $100,000, you can 

claim up to $25,000 of losses reported on line 26 of your Schedule E. If you make between $100,000 and 

$150,000, the loss amount starts phasing out. If you make over $150,000, the loss on line 26 cannot be 

claimed. 

For those with an AGI over $150,000, not being able to claim your passive loss might sound like heresy. 

But before you write a letter to Congress in protest, the loss is not actually lost. It is reported on IRS Form 

8582 and carried forward. 

In summary, Schedule E is for income or losses that are not generated from business operations. 

Schedule E income is considered passive. The result of Schedule E eventually finds its way to line 17 of 

your IRS Form 1040. If it isn’t there, you may have run into the passive activity loss limit. 

Real world thoughts: 

Many times, taxpayers believe that if they buy a property and take a loss on the rental, they will be able 

to use it against their other income.  Sometimes that may be true but income thresholds many times 

limit or disallow any losses the property would produce. 

Taxpayers love buying a house, putting a family member in it calling it a rental and not charging fair 

market value.  That activity does not qualify for a rental because they are not charging fair market value, 

and thus not deductible. 

Taxpayers purchased a house preparing to make it a rental.  During the year they put thousands of 

dollars into the property, but don’t quite have it ready/available for rent.  The property does not become 

rental property until you place it into service (available for rent).  All expenses used to make the property 

available to rent will be added to the basis of the property and depreciated over the life span of the 

property, not deductible in the year it was spent. 

Owning multiple rental properties does not make the taxpayer a real estate professional.  A real estate 

professional has an extremely rigid and highly scrutinized tax law associated with its status…caution! 

With Air B&B’s becoming a more popular many taxpayers need to be educated on the tax implications 

they could fall into without knowing.  Generally, most Air B&B’s would fall into the Schedule E treatment.  
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However, the moment the taxpayers provide any kind of service for their guests it would then qualify for 

Schedule C treatment and profits would be subject to additional tax.   

Like schedule C, schedule E is beyond the scope of this text and should be added to your continued 

education schedule.  Knowing repairs vs capitalization, basis in the property, types of assets and life 

spans, deductible vs non-deductible are all necessary knowledge components you should add to your 

base.   

 

Schedule F 

Qualifying as a farmer doesn't just mean that you grow crops. The government's definition of "farmer" 

includes ranchers, fish breeders, and homeowners who do things like keep chickens and earn income 

from selling their eggs. 

A farmer is anyone who pursues or receives income from cultivating crops and/or livestock, whether it's 

on a farm, ranch, or range, or in an orchard. 

Also, Farmers don't include veterinarians, pet kennels, wineries, or landscaping businesses, but nurseries 

that grow ornamental plants are considered to be farmers for tax purposes.  

The cannabis industry is also reported as a farm activity. 

Schedule F is only used by farmers who are considered to be sole proprietors. Those who operate their 

farming businesses through a corporation or other business entity would report their incomes and 

expenses on Form 1120 instead. 

You must file Form 1065 instead if you're married, you and your spouse own and operate your farm 

together as an unincorporated business, and you share jointly in the profits. You and your spouse would 

only file Schedule F if one of two situations applies: 

• You and your spouse wholly own your unincorporated farming business as community property. 

You can then be treated as a sole proprietorship instead of a partnership and file Schedule F. 

• You and your spouse each materially participate as the only members of a jointly owned and 

operated farm, file a joint return for the tax year, and elect to be treated as a qualified joint 

venture. You would then each file a separate Schedule F. 

You must also report income from other sources in addition to your farming income on your Schedule F, 

such as federal disaster payments and money received from agricultural programs. Most agricultural 

programs will report income paid to you on Form 1099-G, a copy of which will be mailed to you. 

As with most other businesses, the deductible costs and expenses of doing business must be "ordinary 

and necessary" for you to be able to claim them on Schedule F. This means virtually all farmers claim the 

same costs and expenses and, in fact, you would find it difficult or impossible to make a living without 

paying them. 

 

https://www.thebalancemoney.com/what-is-community-property-3505226
https://www.thebalancemoney.com/mileage-deduction-for-commuting-to-work-3973992
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Like schedule C’s and E’s the schedule F is beyond the scope of this course. The schedule F also has a 

separate set of rules it should follow, but there are tons of parallels between the 3 schedules.   

Real world: 

Many taxpayers try and open a farming business selling eggs or raising bees in hopes to purchase dual 

use equipment sales tax free.   

Taxpayers love trying to start business activities in attempt to purchase and write off, creating losses 

against their other income, without a component or intent for profit.   

Example:  Sally purchases 5 goats.  Her intent is to milk and use goat biproducts to create soaps and 

lotions.  Sally purchases a larger utility tractor to mow their fields, remove and transport manure.  Sally 

projects it will take over a year before the goats she purchased can be breed and produce milk.  Sally’s 

intention is to deduct the cost of the goats, their feed, medicine, the tractor and utilities on her barn.  

The reality is none of those expenses are deductible in the year purchased until Sally can realistically 

anticipate an income component as a result of the farm activity.  

In all schedule C, E and F scenarios the IRS has hobby vs for profit tests to evaluate if the taxpayer is 

engaging in for profit activities.  You, the tax professional, should be intimately familiar with these tests.  

The taxpayers intent is one of the biggest determining factors that you should digest and extract from 

the taxpayer.    
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FILING STATUS 

 

 

 

 

 

 

 

Your filing status is used to determine your filing requirements, standard deduction, eligibility for certain 

credits, and your correct tax. You must determine your filing status before you can determine whether 

you must file a tax return, your standard deduction, and your tax. You also use your filing status to 

determine whether you are eligible to claim certain other deductions and credits. If more than one filing 

status applies to you, choose the one that will give you the lowest tax.  

In general, your filing status depends on whether you are considered unmarried or married as of the 31st 

of December each year. Unmarried persons. You are considered unmarried for the whole year if, on the 

last day of your tax year, you are either:  

• Unmarried, or  

• Legally separated from your spouse under a divorce or separate maintenance decree. State law 

governs whether you are married or legally separated under a divorce or separate maintenance 

decree. 

Divorced persons. If you are divorced under a final decree by the last day of the year, you are considered 

unmarried for the whole year. 

Divorce and remarriage. If you obtain a divorce for the sole purpose of filing tax returns as unmarried 

individuals, and at the time of divorce you intend to and do, in fact, remarry each other in the next tax 

year, you and your spouse must file as married individuals in both years. 

Head of household or qualifying surviving spouse. If you are considered unmarried, you may be able to 

file as head of household or as a qualifying surviving spouse. 

Married persons. If you are considered married, you and your spouse can file a joint return or separate 

returns.  

Considered married. You are considered married for the whole year if, on the last day of your tax year, 

you and your spouse meet any one of the following tests.  

1. You are married and living together.  

2. You are living together in a common law marriage recognized in the state where you now live or 

in the state where the common law marriage began.  

SINGLE 

MARRIED FILING JOINTLY 

MARRIED FILING SEPARATELY (MFS) 

HEAD OF HOUSEHOLD (HOH) 

QUALIFYING SURVIVING SPOUSE (QSS) 

PUBLICATION 501 IS A 

GOOD TOOL FOR THIS 

TOPIC 
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3. You are married and living apart but not legally separated under a decree of divorce or separate 

maintenance.  

4. You are separated under an interlocutory (not final) decree of divorce. 

Spouse died during the year. If your spouse died during the year, you are considered married for the 

whole year for filing status purposes.  

If you didn't remarry before the end of the tax year, you can file a joint return for yourself and your 

deceased spouse. For the next 2 years, you may be entitled to the special benefits described, later, under 

Qualifying Surviving Spouse.  

If you remarried before the end of the tax year, you can file a joint return with your new spouse. Your 

deceased spouse's filing status is married filing separately for that year. 

Married persons living apart. If you live apart from your spouse and meet certain tests, you may be able 

to file as head of household even if you aren't divorced or legally separated. If you qualify to file as head 

of household instead of as married filing separately, your standard deduction will be higher and your tax 

may be lower. 

Single 

Your filing status is single if you are considered unmarried and you don't qualify for another filing status. 

Married Filing Jointly 

You can choose married filing jointly as your filing status if you are considered married and both you and 

your spouse agree to file a joint return. On a joint return, you and your spouse report your combined 

income and deduct your combined allowable expenses. You can file a joint return even if one of you had 

no income or deductions. 

If you and your spouse each have income, you may want to figure your tax both on a joint return and on 

separate returns (using the filing status of married filing separately). You can choose the method that 

gives the two of you the lower combined tax unless you are required to file separately. 

Joint responsibility. Both of you may be held responsible, jointly and individually, for the tax and any 

interest or penalty due on your joint return. This means that if one spouse doesn't pay the tax due, the 

other may have to. Or, if one spouse doesn't report the correct tax, both spouses may be responsible for 

any additional taxes assessed by the IRS. One spouse may be held responsible for all the tax due even if 

all the income was earned by the other spouse.  

You may want to file separately if:  

• You believe your spouse isn't reporting all of their income, or  

• You don't want to be responsible for any taxes due if your spouse doesn't have enough tax 

withheld or doesn't pay enough estimated tax 

You may be held jointly and individually responsible for any tax, interest, and penalties due on a joint 

return filed before your divorce. This responsibility may apply even if your divorce decree states that 

your former spouse will be responsible for any amounts due on previously filed joint returns. For a 

return to be considered a joint return, both spouses must generally sign the return. 

 



~ 3 ~ 
 

If your spouse died before signing the return, the executor or administrator must sign the return for your 

spouse. If neither you nor anyone else has been appointed as executor or administrator, you can sign the 

return for your spouse and enter “Filing as surviving spouse” in the area where you sign the return. 

 

Married Filing Separately 

You can choose married filing separately as your filing status if you are married. This filing status may 

benefit you if you want to be responsible only for your own tax or if it results in less tax than filing a joint 

return. If you and your spouse don't agree to file a joint return, you must use this filing status unless you 

qualify for head of household status, discussed later. You may be able to choose head of household filing 

status if you are considered unmarried because you live apart from your spouse and meet certain tests 

(explained later under Head of Household). This can apply to you even if you aren't divorced or legally 

separated. If you qualify to file as head of household, instead of as married filing separately, your tax 

may be lower, you may be able to claim certain tax benefits, and your standard deduction will be higher. 

The head of household filing status allows you to choose the standard deduction even if your spouse 

chooses to itemize deductions.  

Potentially, the following are some downsides to married filing separately: 

1. Your tax rate is generally higher than on a joint return.  

2. Your exemption amount for figuring the alternative minimum tax is half that allowed on a joint 

return.  

3. You can't take the credit for child and dependent care expenses in most cases, and the amount 

you can exclude from income under an employer's dependent care assistance program is limited 

to $2,500 (instead of $5,000 on a joint return). However, if you are legally separated or living 

apart from your spouse, you may be able to file a separate return and still take the credit.  

4. You can't take the earned income credit unless you have a qualifying child and meet certain 

other requirements. 

5. You can't take the exclusion or credit for adoption expenses in most cases.  

6. You can't take the education credits (the American opportunity credit and lifetime learning 

credit), or the deduction for student loan interest.  

7. You can't exclude any interest income from qualified U.S. savings bonds you used for higher 

education expenses.  

8. If you lived with your spouse at any time during the tax year: a. You can't claim the credit for the 

elderly or the disabled, and b. You must include in income a greater percentage (up to 85%) of 

any social security or equivalent railroad retirement benefits you received.  

9. The following credits and deductions are reduced at income levels half those for a joint return. a. 

The child tax credit and the credit for other dependents. b. The retirement savings contributions 

credit.  

10. Your capital loss deduction limit is $1,500 (instead of $3,000 on a joint return).  

11. If your spouse itemizes deductions, you can't claim the standard deduction. If you can claim the 

standard deduction, your basic standard deduction is half the amount allowed on a joint return. 

 

Adjusted gross income (AGI) limits. If your AGI on a separate return is lower than it would have been on 

a joint return, you may be able to deduct a larger amount for certain deductions that are limited by AGI, 

such as medical expenses. 
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Individual retirement arrangements (IRAs). You may not be able to deduct all or part of your 

contributions to a traditional IRA if you or your spouse was covered by an employee retirement plan at 

work during the year. Your deduction is reduced or eliminated if your income is more than a certain 

amount. This amount is much lower for married individuals who file separately and lived together at any 

time during the year. 

 

Rental activity losses. If you actively participated in a passive rental real estate activity that produced a 

loss, you can generally deduct the loss from your nonpassive income up to $25,000. This is called a 

special allowance. However, married persons filing separate returns who lived together at any time 

during the year can't claim this special allowance. Married persons filing separate returns who lived 

apart at all times during the year are each allowed a $12,500 maximum special allowance for losses from 

passive real estate activities. 

 

Joint Return After Separate Returns  

You can change your filing status from a separate return to a joint return by filing an amended return 

using Form 1040-X. You can generally change to a joint return any time within 3 years from the due date 

of the separate return or returns. This doesn't include any extensions. A separate return includes a 

return filed by you or your spouse claiming married filing separately, single, or head of household filing 

status.  

 

Separate Returns After Joint Return  

Once you file a joint return, you can't choose to file separate returns for that year after the due date of 

the return. 

 

Head of Household  

You may be able to file as head of household if you meet all the following requirements.  

1. You are unmarried or considered unmarried on the last day of the year.  

2. You paid more than half the cost of keeping up a home for the year.  

3. A qualifying person lived with you in the home for more than half the year (except for temporary 

absences, such as school). However, if the qualifying person is your dependent parent, your 

dependent parent doesn't have to live with you. 

 

Considered Unmarried  

To qualify for head of household status, you must be either unmarried or considered unmarried on the 

last day of the year. You are considered unmarried on the last day of the tax year if you meet all the 

following tests.  

1. You file a separate return. A separate return includes a return claiming married filing separately, 

single, or head of household filing status.  

2. You paid more than half the cost of keeping up your home for the tax year.  

3. Your spouse didn't live in your home during the last 6 months of the tax year. Your spouse is 

considered to live in your home even if your spouse is temporarily absent due to special 

circumstances.  

4. Your home was the main home of your child, stepchild, or foster child for more than half the 

year.  
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5. You must be able to claim the child as a dependent. However, you meet this test if you can't 

claim the child as a dependent only because the noncustodial parent can claim the child. 

 

 

 

Keeping Up a Home  

To qualify for head of household status, you must pay more than half of the cost of keeping up a home 

for the year.  

Costs you include. Include in the cost of keeping up a home expenses such as rent, mortgage interest, 

real estate taxes, insurance on the home, repairs, utilities, and food eaten in the home.  

Costs you don't include. Don't include the cost of clothing, education, medical treatment, vacations, life 

insurance, or transportation. Also don't include the value of your services or those of a member of your 

household. 

 

Qualifying Person  

See Table below to see who is a qualifying person. Any person not described in Table isn't a qualifying 

person. 

 

Charts like these are often used daily in the tax pro’s office.  These types of charts can be found in IRS 

Publication 17, The Tax Book, Quickfinder, and often in your software.  Keeping them handy will prove to 

be invaluable.  Don’t feel that looking something up makes you appear less competent as seasoned 

preparers do it all the time! 
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Temporary absences. 

 You and your qualifying person are considered to live together even if one or both of you are 

temporarily absent from your home due to special circumstances such as illness, education, business, 

vacation, military service, or detention in a juvenile facility. It must be reasonable to assume the absent 

person will return to the home after the temporary absence. You must continue to keep up the home 

during the absence.  

Adopted child or foster child.  

You may be eligible to file as head of household if the person who qualifies you for this filing status was 

an adopted child or foster child and you kept up a home for this person in 2022, the person was lawfully 

placed with you for legal adoption by you in 2022, or the person was an eligible foster child placed with 

you during 2022. The person is considered to have lived with you for more than half of 2022 if your main 

home was this person's main home for more than half the time since the child was adopted or placed 

with you in 2022. 

Qualifying Surviving Spouse  

If your spouse died in 2022, you can use married filing jointly as your filing status for 2022 if you 

otherwise qualify to use that status. The year of death is the last year for which you can file jointly with 

your deceased spouse. 

You may be eligible to use qualifying surviving spouse as your filing status for 2 years following the year 

your spouse died. For example, if your spouse died in 2021 and you haven't remarried, you may be able 

to use this filing status for 2022 and 2023. 

This filing status entitles you to use joint return tax rates and the highest standard deduction amount (if 

you don't itemize deductions). It doesn't entitle you to file a joint return. 

Eligibility rules.  

You are eligible to file your 2022 return as a qualifying surviving spouse if you meet all the following 

tests.  

1. You were entitled to file a joint return with your spouse for the year your spouse died. It doesn't 

matter whether you actually filed a joint return.  

2. Your spouse died in 2020 or 2021 and you didn't remarry before the end of 2022.  

3. You have a child or stepchild (not a foster child) whom you can claim as a dependent or could 

claim as a dependent except that, for 2022:  

a. The child had gross income of $4,400 or more,  

b. The child filed a joint return, or  

c. You could be claimed as a dependent on someone else’s return. 

4. This child lived in your home all year, except for temporary absences. 

 

The following tables are useful for dependents, qualifying child, qualifying relative, and children of 

divorced parents. 
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Real world notes: 

The real world is messy.  Everyone has a divorce in their family.  Divorce and taxes make things difficult to 

navigate.  Who gets the kids, where does everyone live, how are we going to file, what is the best thing 

for us?  Starting with filing status there are questions you must ask that sometimes can be very 

uncomfortable.   

I had a situation 2 years ago where the couple comes in every year like they normally do, I go through all 

my standard questions like I normally do. “Are you married?” “Yes” come to find out they divorced each 

other, and both remarried someone else.  Meaning they are entitled to MFJ, MFS but not with each 

other.  So, I added to the question “Are you still married…to each other?”  

We have had scenarios where clients have come in and told us “We are filing head of household each 

this year!” After some digging and relevant questioning we discovered that a tax professional in our area 

was coaching their clients to say they each had a dependent and have lived apart for the last 6 months 

so they could each qualify to HOH.  Needless to say, I didn’t give them HOH and they are no longer 

clients.   

I have clients come in who are married and one spouse is a stay-at-home parent and the other works.  

They come in with the mindset that, I am head of household this year.   

Understanding filing status’ is the first step to feeling confident to filing a return for taxpayers.   

There are times where someone may qualify for HOH but the tax benefits are not there, so don’t give 

them HOH.  Why subject yourself to additional and unnecessary scrutiny.  Communication is still key in 

this scenario, tell them they do qualify for it but don’t need it, and the additional spice to the return is 

not worth it.      
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SECTION 5 – VIRTUAL CURRENCY 

 

 

Form 1040, Page 1, includes a question  asking whether the taxpayer is engaged in a transaction 

involving virtual currency.  

What is a digital asset?  Investopedia says:  A digital asset is generally anything that is created and stored 

digitally, is identifiable and discoverable, and has or provides value.  Data, images, video, written content, 

and more have long been considered digital assets with ownership rights. In the past, digital assets such 

as data or scanned documents were owned and used by organizations to realize value. However, when 

blockchain and cryptocurrency were introduced in 2009, digital assets were again redefined. Anything in 

digital form became something that could be used to create value via tokenization on a blockchain. 

Then what is Cryptocurrency?  Investopedia says:  A cryptocurrency is a digital or virtual currency 

secured by cryptography, which makes it nearly impossible to counterfeit or double-spend. Many 

cryptocurrencies are decentralized networks based on blockchain technology—a distributed ledger 

enforced by a disparate network of computers. 

A defining feature of cryptocurrencies is that they are generally not issued by any central authority, 

rendering them theoretically immune to government interference or manipulation. 

Everyone must answer the question 

Everyone who files Form 1040, Form 1040-SR or Form 1040-NR must check one box, answering either 

"Yes" or "No" to the digital asset question. The question must be answered by all taxpayers, not just 

those who engaged in a transaction involving digital assets in 2022. 

 

 

https://www.investopedia.com/terms/c/cryptocurrency.asp
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When to check "Yes" 

Normally, a taxpayer must check the "Yes" box if they: 

• Received digital assets as payment for property or services provided; 

• Transferred digital assets for free (without receiving any consideration) as a bona fide gift; 

• Received digital assets resulting from a reward or award; 

• Received new digital assets resulting from mining, staking and similar activities; 

• Received digital assets resulting from a hard fork (a branching of a cryptocurrency's blockchain 

that splits a single cryptocurrency into two); 

• Disposed of digital assets in exchange for property or services; 

• Disposed of a digital asset in exchange or trade for another digital asset; 

• Sold a digital asset; or 

• Otherwise disposed of any other financial interest in a digital asset. 

When to check “No” 

Normally, a taxpayer who merely owned digital assets during 2022 can check the "No" box as long as 
they did not engage in any transactions involving digital assets during the year. They can also check the 
"No" box if their activities were limited to one or more of the following: 

• Holding digital assets in a wallet or account; 
• Transferring digital assets from one wallet or account they own or control to another wallet or 

account they own or control; or 
• Purchasing digital assets using U.S. or other real currency, including through electronic platforms 

such as PayPal and Venmo. 

Crypto currency has been around a long time and it’s not going away.  The IRS is behind in tracking and 
taxing taxpayers.  Crypto has its own verbiage and tax professionals across the country struggle with 
knowing what it is and how it should be taxed. 

Generally speaking, if the taxpayer is treating their crypto as property or an investment it would and 
should be taxed as other investments or property. If the taxpayer is treating their crypto as wages, or 
earned income it should be taxed in parallel as wages or earnings.  Much of this world has not been 
tested in tax court and the tax professional should protect themselves from the IRS and the taxpayer.   
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SECTION 6 – STANDARD DEDUCTION 

Congress created the standard deduction in 1944 in an effort to simplify what was already a 

fairly complex federal tax process. The size of your standard deduction depends largely on 

your tax filing status. 

The IRS adjusts the standard deduction for inflation for each tax year. Besides your tax filing 

status, other factors used to calculate your standard deduction include your age, whether you’re 

blind, and whether another taxpayer can claim you as a dependent. 

Filing status Standard deduction 2022 Standard deduction 2023 

Single $12,950. $13,850. 

Married, filing jointly $25,900. $27,700. 

Married, filing separately $12,950. $13,850. 

Head of household $19,400. $20,800. 

 

The IRS gives you two major choices for lowering your taxable income: take the standard 

deduction or itemize. Most taxpayers opt for the standard deduction simply because it's less 

work than itemizing, but that doesn't mean it's the right choice for everyone. 

How Does the Standard Deduction Work? 

The standard deduction is the simplest way to reduce your taxable income on your tax return. 

You simply claim a flat dollar amount determined by the IRS. 

Here’s what that means: If you earned $75,000 in 2023 and file as a single taxpayer, taking the 

standard deduction of $13,850 will reduce your taxable income to $61,150. 

When Can You Claim the Standard Deduction? 

Generally, the standard deduction is available to anyone who doesn’t itemize, although there 

are a few exceptions. You cannot claim the standard deduction if: 

• You are married and file separately from a spouse who itemizes deductions. 

• You were what the IRS calls a “nonresident alien” or a “dual-status alien” during the tax 

year. 

• You file a return for less than 12 months due to a change in your accounting period. 

https://www.forbes.com/advisor/taxes/what-is-my-filing-status/
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• You file as an estate or trust, common trust fund or partnership. 

 

 

Additional standard deduction 

People who are 65 or older and those who are considered blind by IRS definition are entitled to 

an additional standard deduction amount that they may add to their existing base standard 

deduction. How much extra depends on filing status and which conditions are applicable. 

 2022 additional standard deduction 2023 additional standard deduction 

Single or head of household 

65 or older or blind. $1,750. $1,850. 

65 or older and blind. $3,500. $3,700. 

Married filing jointly or married filing separately 

65 or older or blind. $1,400 (per qualifying individual). $1,500 (per qualifying individual). 

65 or older and blind. $2,800 (per qualifying individual). $3,000 (per qualifying individual). 

To be eligible for the age-based additional standard deduction, you must have turned 65 by the 

end of the tax year.  

To qualify for the additional standard deduction for blindness, the IRS requires that you be 

either totally blind or have received a statement from an eye doctor confirming that you see 

less than 20/200 in your better-functioning eye or your field of vision is 20 degrees or fewer. You 

may also qualify if contact lenses are able to correct the above conditions, but you are unable to 

wear them due to pain or infection. 

Standard Deduction for Dependents 

If another taxpayer can claim you as a dependent, your standard deduction is limited. For 2022, 

the standard deduction for dependents is limited to the greater of $1,150 or your earned 

income plus $400—but the total can’t be more than the normal standard deduction available 

for your filing status. 

For 2023, the limit will be $1,250 or your earned income plus $400, whichever is greater. But 

again, the amount can never be greater than the usual standard deduction available for your 

filing status. 

For example, say Sarah is a college student who is a dependent of her parents and earns 

$15,000 from a part-time job in 2022. When she files her 2022 tax return, Sarah’s standard 

deduction will be the greater of: 
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• $1,150 

• $15,400 (her $15,000 of earned income plus $400) 

The obvious greater amount there is $15,400. However, since her standard deduction can’t be 

larger than the normal standard deductible available for her filing status—in this case, single—

her standard deduction for 2022 would be $12,950. 

Now, let’s say in 2023, Sarah works less, so her earned income will be only $10,000. Her 

standard deduction would be the greater of: 

• $1,250 

• $10,400 (her $10,000 of earned income plus $400) 

Sarah’s standard deduction for 2023 would be $10,400 since that’s less than the normal 

standard deduction ($13,850) available for her filing status in 2023. 

Married filing separately 

Generally, married taxpayers who file separate returns must both use the same method of 

claiming deductions. As a result, if one spouse itemizes, the other spouse must itemize because 

their standard deduction is zero. Check the box on Form 1040 if the taxpayer's spouse is 

itemizing on a separate return. 

 

Note: If the box is checked on Form 1040, the taxpayer's standard deduction amount is zero. 

 

An exception to this rule applies to a taxpayer eligible to file HOH; such taxpayer can claim the 

standard deduction regardless of what the other spouse does. If the HOH-eligible spouse 

itemizes, the other spouse has a standard deduction of zero and must itemize. 

 

Itemizing is covered in Section 10. 

 

Real world scenarios: 

Prior to passing TCJA (tax cuts & jobs act) the average tax professional would probably have 1 

out of 3 who would itemize.  TCJA almost doubled standard deduction amounts moving the 

number to maybe 1 in 20 returns where a taxpayer would itemize.  Tons of taxpayers ask “is it 

better to itemize or use the standard deduction?” or “Can I write of (insert deduction here)?”  

Generally, my response is “it depends, normally most taxpayers use the standard deduction 
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because it’s a greater deduction for them. However, we always check the return both ways to 

see if there is a benefit.”   

Just because the standard deduction was jumped up in amount, it is not your job to simply 

assume your taxpayer will not benefit from itemizing. 

In our humble opinion it is better to know what the standard deduction is in theory, not 

necessarily the amount.  Every year it changes and after being in this profession for a few years 

they kind of all run together.  
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SECTION 7 – DEPENDENTS 

Prior to 2018, there were two types of exemptions:  personal exemptions and dependency  

exemptions. However, for the years 2018-2025, these exemption amounts are zero, effectively 

suspending this provision. 

The Publication 501, Exemptions, Standard Deduction, and Filing Information will be useful for 

dependent issues. 

In general, a dependent is an individual that meets the qualifying child or qualifying relative 

definition.   

General tests 

The following three tests must be satisfied to treat a qualifying  child or qualifying  relative as a 

dependent: 

• Citizen or resident test 

• Joint return test 

• Dependent taxpayer  test 

 

To be a qualifying  child of a noncustodial parent, the parents' divorce decree or separation 

agreement must provide the following: 

• The noncustodial parent is entitled to use any dependency exemption qualification. 

• The custodial parent provides the noncustodial parent with a signed, written declaration 

waiving the claim of the dependency exemption qualification, and the noncustodial 

parent attaches this form or statement to their return. 

 

Citizen or resident test 

To claim an individual as a dependent, the individual must be a U.S. citizen or resident, U.S. 

national, or resident of Canada or Mexico for some part of the year. 

 

A legally adopted child who is not a U.S. citizen or resident is a dependent if all the following 

apply: 

• The child's main home is the taxpayer's home. 

• The child was a member  of the taxpayer's household all year. 

• The taxpayer is a U.S. citizen or U.S. national. 
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Foreign exchange students living in the U.S. under a qualified international education exchange 

program and placed in American homes for a temporary  period generally are not considered 

U.S. residents and do not meet the citizen or resident test. Consequently,  taxpayers cannot 

claim them as dependents. However, if a taxpayer provides a home for a foreign student, they 

may be able to take a charitable contribution deduction. 

 

Joint return test 

Generally, a taxpayer is not entitled to qualify for dependency for an individual who files a joint 

tax return. However, if the individual filed a joint return merely to claim a refund, and no tax 

liability would exist for either spouse on separate returns, the joint return test does not apply. 

 

Dependent taxpayer test 

An individual  identified as a dependent by another taxpayer cannot treat anyone else as a 

dependent  for the taxable year, even if the individual has a qualifying child or qualifying 

relative. In addition, if a taxpayer files a joint return and their spouse is an eligible dependent  of 

another individual, the taxpayer and spouse cannot treat anyone as a dependent for provisions 

related to their joint return. 

 

The chart on the next page is from Pub 501 and is Table 5, Overview of the Rules for Claiming a 

Dependent.  This is another chart that is used regularly. 
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Support 

To meet the support test, the child cannot provide more than half of their own support for the 

year. 

 

In most cases, the support test is easy to determine because the child generally has a limited 

amount of income. However, in cases where the child has their own source of income, such as 

Social Security benefits, compensation from working, or a trust fund that pays for the child's 

health and maintenance, it is more difficult to determine whether the child provided more than 

half of their own support. 

 

Amounts provided by the child need to be allocated between providing for and not providing for 

their own support. Funds are not considered support unless the child spends the money for 

their own support on items such as food, lodging, clothing, education, medical, transportation 

and other similar necessities. Any amount of money the child saves is not considered support. 

 

When determining support: 

• A scholarship  received by a child who is a full-time  student is not considered support 

[§152(f)(5)]. 

• If a child receives Social Security benefits and uses them toward their own support, the 

benefits are support provided by the child (Rev. Ru1. 57-344). 

• Benefits provided by the state to a needy person generally are support provided by the 

state. 

• Payments received for the support of a foster child from a child placement agency are 

support provided by the agency. 

• Temporary Assistance to Needy Families (TANF) payments or other similar payments 

used to support another person are considered support the taxpayer provided for that 

person, rather than support provided by the government  or other third party. 

 

It is necessary to calculate the child's total support from all sources. Total support includes 

amounts spent to provide the child with food, lodging, clothing, education, medical and dental 

care, recreation, transportation and similar necessities. Include amounts the child received from 

all sources, such as tax-exempt income, Social Security benefits, welfare, food stamps, etc. 

 

Divide the child's total support received from all sources by two. If the support provided by the 

child exceeds the total support amount, the child provided more than half of their own support. 

 

The easiest way to prove a child did not provide more than half of their own support is to show 

that another individual provided more than half of the child's support. 
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Items not included in total support. 

The following items are not included in total support: 

• Federal, state and local income taxes paid by persons from their own income. 

• Social Security and Medicare taxes paid by persons from their own income. 

• Life insurance premiums 

• Funeral expenses 

• Scholarships received by the child if the child is a student. 

• Survivors' and Dependents' Educational Assistance payments used for support of the 

child who receives them. 

• Government or charitable assistance received because of temporary relocation due to 

storms, tornadoes or flooding in a disaster area. 

• Medical insurance benefits, including basic and supplementary Medicare benefits. 

 

Tiebreaker test 

 

Special tests apply when a child can be claimed as a qualifying child of more than one person. 

Because the child can only be claimed on one individual's return, if taxpayers cannot agree who 

will claim the child, tiebreaker tests are applied to determine which person is eligible to claim 

the child. There is an exception for divorced or separated parents. 

 

The tiebreaker rules generally apply when: 

• Unmarried parents and their child all live together 

• A child lives with their parents and grandparents. 

 

 

The chart below will be useful when tiebreaker scenarios happen. 
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If more than one taxpayer is eligible to use the 

dependency qualification for the same child and... 

 

 

 

Then... 
Only one taxpayer is the child's parent Only that parent can treat the child as a qualifying child 

Two of the taxpayers are the child's parents, and they do 

not file a joint return, but both treat the child as a 

qualifying child 

Only the parent with whom the child lived the longest 

during the year can treat the child as a qualifying child 

Two of the taxpayers are the child's parents, the child lived 

with each parent the same amount of time during the year 

and the parents do not file a joint return, 

but both treat the child as a qualifying child 

Only the parent with the highest AGI can treat the child 

as a qualifying child 

None of the taxpayers are the child's parent Only the taxpayer with the highest AGI can treat the 

child as a qualifying child 

A parent can treat the child as a qualifying child but neither 

parent does so 

The taxpayer with the highest AGI can treat the child as 

a qualifying child, but only if that taxpayer's AGI is 

higher than the highest AGI of any of the child's 

parents who can treat the child as a qualifying child. If 

the child's parents file a joint return with each other, 

this rule applies by dividing the parents' combined AGI 

equally between the parents. 
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Qualifying Relative Requirements 

Because there are benefits or personal exemptions that you can receive when you claim a 

dependent or qualifying relative, the requirements are fairly strict. An individual must meet all 

4 of these requirements in order to be considered your qualifying relative on your tax return: 

1. Not a Qualifying Child: The individual cannot be your Qualifying Child and cannot be 

someone else's Qualifying Child. A person is a Qualifying Child if they meet all the 

requirements, whether or not they are claimed as a dependent on a tax return. 

2. Relationship: The person must either have lived with you for the entire year as a 

member of the household (a person who is not actually related to you may meet the 

requirements in this way), OR be related to you in one of the following ways: 

o Your child, stepchild, grandchild, or other descendant of one of your children (or 

stepchildren or foster children). A child whom you legally adopted is always 

considered to be your child. 

o Your son-in-law, daughter-in-law, brother-in-law, or sister-in-law 

o Your brother, sister, half-brother, half-sister, stepbrother, or stepsister 

o Your parents, stepfather, stepmother, father-in-law, mother-in-law, grandparent, 

and, if related by blood, aunt, uncle, niece, or nephew. Also note that, for the 

purposes of this requirement, divorce or death does not change any relationship 

which was established by marriage (e.g. son-in-law, daughter-in-law, etc.). 

3. Gross Income: The person must have made less than $4,400 (2022) or $4,700 (2023) in 

gross income during the year. 

4. Support: You must have provided more than half of the individual's total support during 

the year. Support includes money spent for food, shelter, clothing, medical or dental 

expenses, education expenses, and other similar items.  The definition of support is the 

same for the qualifying child and qualifying relative tests. However, the support test is 

different. For a qualifying child, the test is: did the child pay more than half of their own 

support? For a qualifying relative, the test is: did the taxpayer pay more than half of the 

support for the qualifying relative? 

 

 

Dependents of divorced or separated parents 

In most cases, because of the residency test, a child of divorced or separated parents is the 

qualifying child of the custodial parent. However, the child will be treated as the qualifying child 

of the noncustodial parent if the rule for children of divorced or separated parents (or parents 

who live apart) applies. 

A child will be treated as the qualifying child of his or her noncustodial parent if all four of the 

following statements are true.  

1. The parents:  

• Are divorced or legally separated under a decree of divorce or separate maintenance,  

• Are separated under a written separation agreement, or  

https://www.efile.com/claiming-qualifying-dependents-as-tax-return-deductions/
https://www.efile.com/tax-deduction/income-deduction/marriage-tax/
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• c. Lived apart at all times during the last 6 months of the year, whether or not they are 

or were married.  

2. The child received over half of his or her support for the year from the parents.  

3. The child is in the custody of one or both parents for more than half of the year.  

4. Either of the following applies.  

• The custodial parent signs a written declaration, discussed later, that he or she won't 

claim the child as a dependent for the year, and the noncustodial parent attaches this 

written declaration to his or her return. (If the decree or agreement went into effect 

after 1984, see Divorce decree or separation agreement that went into effect after 1984 

and before 2009, or Post-2008 divorce decree or separation agreement, later).  

• A pre-1985 decree of divorce or separate maintenance or written separation agreement 

that applies to 2022 states that the noncustodial parent can claim the child as a 

dependent, the decree or agreement wasn’t changed after 1984 to say the noncustodial 

parent can’t claim the child as a dependent, and the noncustodial parent provides at 

least $600 for the child's support during the year. See Child support under pre-1985 

agreement, later. 

 

Divorce decree or separation agreement that went into effect after 1984 and before 2009.  

If the divorce decree or separation agreement went into effect after 1984 and before 2009, the 

noncustodial parent may be able to attach certain pages from the decree or agreement instead 

of Form 8332. The decree or agreement must state all three of the following.  

• The noncustodial parent can claim the child as a dependent without regard to any 

condition, such as payment of support.  

• The custodial parent won't claim the child as a dependent for the year.  

• The years for which the noncustodial parent, rather than the custodial parent, can claim 

the child as a dependent.  

The noncustodial parent must attach all of the following pages of the decree or agreement to 

his or her return.  

• The cover page (write the other parent's SSN on this page).  

• The pages include all of the information identified in items (1) through (3) above.  

• The signature page with the other parent's signature and the date of the agreement.  

Post-2008 divorce decree or separation agreement.  

If the decree or agreement went into effect after 2008, a noncustodial parent claiming a child as 

a dependent can’t attach pages from a divorce decree or separation agreement instead of Form 

8332. The custodial parent must sign either a Form 8332 or a similar statement. The only 

purpose of this statement must be to release the custodial parent's claim to an exemption. The 

noncustodial parent must attach a copy to his or her return. The form or statement must release 

the custodial parent's claim to the child without any conditions. For example, the release must 

not depend on the noncustodial parent paying support. 
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Applying the tiebreaker rules to divorced or separated parents (or parents who live apart). If a 

child is treated as the qualifying child of the noncustodial parent under the rules for children of 

divorced or separated parents (or parents who live apart) described earlier, only the 

noncustodial parent can claim the child tax credit or the credit for other dependents for the 

child. However, the custodial parent, if eligible, or other eligible person can claim the child as a 

qualifying child for head of household filing status, the credit for child and dependent care 

expenses, the exclusion for dependent care benefits, and the earned income credit. If the child 

is a qualifying child of more than one person for these benefits, then the tiebreaker rules 

determine whether the custodial parent or another eligible person can treat the child as a 

qualifying child. 
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The above verbiage is taken directly from a court decree of a divorced taxpayer with “Shared 

Parenting” and is the only mention to anything tax related in the decree regarding the 

dependents.  To the untrained eye you will not be able to take a guess of who the custodial 

parent is.  Here is what we deduced from this court decree: 

• Dependent Kate stays with mom every year. 

• Dependent James stays with dad every year. 

• Dependent Lillian will be flip flopped evens with mom and odd with dad. 

• This paragraph does not designate who the custodial parent is, but dad is 

required to pay child support to mom.  Suggesting the kids live with mom more 

nights of the year.   

More questions should be asked after reading this decree.   

1. Where does Kate, James, and Lillian sleep more nights out of the year? 

2. Do you provide more than 50% for the cost of the home for the dependents? 

3. Can anyone claim you as a dependent? 

4. Is the father current on his child support? 

5. Did mom issue a 8332 for James or Lillian for the current tax year? 
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Assuming mom is the custodial parent for all 3 children and its tax year 2023 that you are 

preparing, and dad is current on child support this is what should happen: 

 

• Mom claims all 3 dependents for HOH, EITC 

• Mom claims CTC for Kate and Lillian. 

• Mom issues form 8332 to dad for James. 

• Dad claims CTC for James. 
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SECTION 8 – INCOME 

Cash vs Accrual 

Cash basis accounting records revenue and expenses when actual payments are received or 

disbursed. It doesn't account for either when the transactions that create them occur. On the 

other hand, accrual accounting records revenue and expenses when those transactions occur 

and before any money is received or paid out. 

The key difference between the two approaches is timing. Cash-basis accounting documents 

earnings when you receive them and expenses when you pay them. However, the accrual 

method accounts for earnings the moment they are owed to you and expenses the moment you 

owe them; it does not matter when your money enters or leaves your account. That is 

important, as receiving or sending payment is not always immediate. 

Constructive Receipt 

Constructive receipt of income is a tax term which determines when a cash-basis taxpayer has 

received income. Constructive receipt of income occurs when a party obtains income that is not 

yet physically received but has been credited to the taxpayer's account and over which they 

have immediate control. 

As an example of constructive receipt, say that an employee received a paycheck at the end of 

the year. For tax purposes, this person must report the amount of the paycheck as earned 

income for that year, even if they did not actually deposit the check until after the new year. 

Actual receipt typically occurs when the taxpayer has received payment. Differentiating 

between actual vs. constructive receipt is quite simple. Constructive receipt occurs when a 
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taxpayer's income is credited into their account or made available to them, even when they do 

not have actual possession. 
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Types of Income 

Three of the main types of income are earned, passive and portfolio. Earned income includes 

wages, salary, tips and commissions. Passive or unearned income could come from rental 

properties, royalties and limited partnerships. Portfolio or investment income includes interest, 

dividends and capital gains on investments. 

Earned Income 

Earned income includes all income from employment, but only if it is includable in gross 

income. Examples of earned income are: wages; salaries; tips; and other taxable employee 

compensation. Earned income also includes net earnings from self-employment. 

Unearned or Portfolio Income 

Unearned income includes investment-type income such as taxable interest, ordinary dividends, 

and capital gain distributions. It also includes unemployment compensation, taxable social 

security benefits, pensions, annuities, cancellation of debt, and distributions of unearned 

income from a trust. 

Comparing the Earned and Unearned 

Recognizing the difference between earned and unearned income is an important step in 

preparing taxes. Taxation differs for unearned income and earned income due to qualitative 

differences. The tax rates also vary among unearned income sources. Most unearned income 

sources are not subject to payroll taxes, and none of it is subject to employment taxes, such as 

Social Security and Medicare The term unearned income refers to any income that is not 

acquired through work. Put simply, unearned income is any money you earn by doing nothing. 

This is in contrast to earned income, which is any compensation received for performing a 

service like work. There are many types of unearned or passive income, including interest from 

savings accounts, bond interest, alimony, and dividends from stocks. 

Unearned or Passive Income 

Passive activities include trade or business activities in which you don't materially participate. 

You materially participate in an activity if you're involved in the operation of the activity on a 

regular, continuous, and substantial basis. 

Leasing equipment, home rentals, and limited partnership are all considered examples of 

common passive activity. When investors are not materially involved, they can claim passive 

losses from investments like rental properties. 

 

 

 

https://www.investopedia.com/terms/t/taxation.asp
https://www.investopedia.com/terms/t/taxrate.asp
https://www.investopedia.com/terms/p/payrolltax.asp
https://www.investopedia.com/terms/i/income.asp
https://www.investopedia.com/terms/p/passiveincome.asp
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Types of Earned Income 

Earned income is money received as pay for work performed, such as wages, salaries, bonuses, 

commissions, tips, and net earnings from self-employment.  

 

 

 

 

 

 

 

 

 

 

 

 

Types of Unearned Income 

Interest 

Interest and dividend income are the most common types of unearned income. Money received 

this way is unearned income, and the tax paid on it is considered an unearned income tax. 

Interest income is normally taxed as ordinary income on sources that earn income, including: 

• Certificates of deposit (CDs) 

• Checking and savings deposit accounts 

• Loans 

 

Dividends 

Dividends, which are income from investments, can be taxed at ordinary tax rates or 

preferred long-term capital gains tax rates. Investments typically yield dividends payable to 

shareholders on a regular basis. Dividends may be paid to the investment account monthly, 

quarterly, annually, or semi-annually. 

Taxation of dividends is based on whether the dividend is ordinary or qualified: 

• Ordinary dividends, the more common form of dividends that investors receive from a 

company, are taxed at ordinary tax rates. 

https://www.investopedia.com/terms/i/interest.asp
https://www.investopedia.com/terms/o/ordinaryincome.asp
https://www.investopedia.com/terms/c/certificateofdeposit.asp
https://www.investopedia.com/terms/d/dividend.asp
https://www.investopedia.com/terms/c/capital_gains_tax.asp
https://www.investopedia.com/terms/o/ordinary-dividends.asp
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• Qualified dividends, on the other hand, are taxed at the more favorable capital gains tax 

rates. In order to qualify as qualified dividends, they must be issued by a U.S. 

corporation or qualified foreign corporation, the investor must own them for at least 60 

days out of a 121-day holding period, and they cannot be in a category of dividends 

otherwise excluded from the qualified dividend classification. 

 

You may get unearned income from other sources, such as: 

• Retirement accounts like 401(k)s, pensions, and annuities 

• Inheritances 

• Alimony 

• Gifts 

• Lottery winnings 

• Veterans Affairs (VA) benefits 

• Social Security benefits 

• Welfare benefits 

• Unemployment compensation 

• Property income 

 

As with all tax scenarios, a ton of misconceptions and confusion surrounding income as if all 

income is taxed the same way.  Much of tax law comes back to the taxpayers’ intent or 

participation factors in the income producing activity.  Most income is easily identifiable as 

earned or unearned income.  If a taxpayer brings you a W-2 its 100% earned income.  Things 

can get very unstable when you start getting into 1099 scenarios.  Asking more questions is the 

key.  Questions like: 

• What did you do to receive this income? 

• What was your involvement in this activity? 

• Do you provide a service for the activity? 

Generally, earned income will be subject to traditional tax, and can be subject to self-employment 

tax (SE tax).  Unearned income can be subject to traditional tax, capital gains tax, Net investment 

income tax (NIT).  Not every dollar of income is taxed on the same income tax level.  Determining 

if the income is earned vs unearned is the fork in the road that you must determine first.   

 

Real world example: 

 Donatello and his brother, Raphael, owned and ran a technology company.  Donatello 

never, on paper, ever formally owned the company. He received W-2’s every year for services 

rendered but was never recognized on any level of taxation as an owner of the company.  The 2 

brothers we acting as if they owned the company 50 / 50.  In 2022, Raphael sold the company to 

someone else and split the proceeds with Donatello.  Donatello received a 1099-Misc from his 

brother’s company to report the sales proceeds.   

Is that 1099 earned or unearned income? 

https://www.investopedia.com/terms/q/qualifieddividend.asp
https://www.investopedia.com/terms/1/401kplan.asp
https://www.investopedia.com/ask/answers/12/what-is-an-annuity.asp
https://www.investopedia.com/terms/i/inheritance.asp
https://www.investopedia.com/terms/a/alimony.asp
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 The preparer for Donatello’s return reported the entire 1099 on a schedule C as earned 

income, subject to traditional tax at 28% and SE tax at 15.3%.  My stance on the matter was 

Donatello provided no service for this 1099-Misc therefore it doesn’t go on a schedule C.  It was 

from proceeds from a sale in which he had no ownership of, which would lead some tax 

professionals to think it would go on Schedule D (Sale of assets).  Schedule D would be filed if he 

had ownership, he does not.  I would argue that this 1099-Misc should be reported on Schedule 

1, other income and subject to just traditional tax.   
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SECTION 9 – ADDITIONS AND ADJUSTMENTS TO INCOME 

Use Schedule 1 to report income or adjustments to income that can’t be entered directly on 

Form 1040, 1040-SR, or 1040-NR.  

Additional income is entered on Schedule 1, Part I. The amount on line 10 of Schedule 1 is 

entered on Form 1040, 1040-SR, or 1040-NR, line 8.  

Adjustments to income are entered on Schedule 1, Part II. The amount on line 26 is entered on 

Form 1040 or 1040-SR, line 10; or 1040-NR, line 10a. 
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Consider Schedule 1 like a funnel, it’s a form where other forms flow to, to collect the totals.  For 

example, you can produce a tax return that has 3 separate schedule Cs for 3 separate businesses.  The 

Net of the 3 profits will flow to line 3 of schedule 1 and then be carried to the front page of the 1040. 

Before year 2018, the 1040 had 72 lines on it and would include all income and adjustments on it.  After 

2018, congress invented the additional schedules to “reduce paper & make the return less complicated”.   

 

Most used lines on schedule 1: 

• Taxable refunds, credits or offsets 

• Alimony received 

• Business income/loss schedule C 

• Other gains or losses form 4797 

• Rental real estate, schedule E 

• Farm income schedule F 

• Unemployment 

• Gambling income 

• Cancelation of debt 

• Jury duty pay 

Taxable refunds 

If the taxpayer used itemized deductions the prior year, potentially any state or local refunds can be 

taxable on the federal return the following year.  State and local refunds will be reported on a 1099-G.  

This is the definition of double taxation.  If the taxpayer used the standard deduction the prior year this 

will never become a factor on the current year return.   

The words, potentially taxable, are used because how tax law is written.  The taxpayer will only have to 

claim taxable refunds up to the taxable benefit that they received in the prior year.  The manual 

calculation of this is beyond the scope of this text.  Your software does a good job calculating if any of 

the prior year state and local refunds are taxable if you include prior year return information.  The key to 

this and all new clients is, get last years return.  

 

Alimony received 

Alimony is money received due to a divorce, one ex-spouse paying the other and is not considered child 

support.  Code section 71 gives further guidance on what alimony is.  The key to alimony is the date of 

separation agreement or divorce.  If the agreement is finalized before 12-31-18, alimony is included in 

income when received and deductible to the ex-spouse who paid the alimony.  If the agreement is 

finalized after 12-31-18 the amount considered alimony is not included in income or deductible.  The key 

to determining if alimony is income or not is getting a copy of the taxpayer’s separation / divorce 

document, find the date finalized.   
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Schedule C income 

As earlier stated, the collection of the net of all Schedule C profit is reported on schedule 1 line 3.   

Example: 

 C #1= $5,000 

 C #2= ($2,000) 

 C #3= $5,000 

  Net = $8,000 to line 3 of schedule 1 

Other gains or losses 4797 

This line is used for all business asset sales.  This sale can come from any schedule C, E, F or pass through 

entity selling an asset used for business purposes.  An example would be: 

Farmer (schedule F) sells a tractor used for business purposes.  The gain on any proceeds from 

the sale of the tractor would be reported on form 4797 then flow to schedule 1 line 4. 

Like line 3 there can be many assets sold from multiple businesses but the collective of all the form 4797 

will flow to this section of schedule 1.  

 

Rental income / Pass-through schedule E 

This line is dedicated to the collection of all passive and pass-through income.  Rental income, K-1s from 

partnerships, S-Corps, or estates / trusts.  Like schedule Cs the is line pulls the collective of all like income 

from all source and produces a net number to flow to the front page of the 1040.   

Note:  Advance rent (rent paid beyond the calendar year) is not deductible to the payor but is included in 

income for the payee.  Security deposits are not included in income until, the recipient keeps the deposit 

due to damages to property or like kind circumstances.  

 

Farm income (Schedule F) 

Unique to farming activities, but is taxed identically to schedule C income.  One or multiple sources of 

schedule Fs are netted on line 6 then flows to page one of the 1040. 
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Unemployment  

Like local refunds, unemployment is reported to taxpayers on form 1099-G.   

 

 

 

 

 

 

 

 

 

 

 

Gambling income  

Gambling income can from many source, the most common are: Bingo, Raffles, Lotteries, Card games, 

Slot machines, Pari-mutuel betting (horse, dog racing, sporting events).  Gambling income is reported on 

form W-2G.   
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Cancelation of Debt 

Cancelation of debt is any non-business debt that is forgiven.  Primary examples from sources like: Credit 

cards, Mortgages, Vehicle loans, Personal loans.  Canceled debt is considered income.  Example: 

John & Mary owed $200,000 on their personal home, they could no longer afford to pay their 

mortgage.  The bank foreclosed and forgave their $200,000 loan.  John & Mary receive a 1099-C 

for $200,000 and must be included in their taxable income.   

In years 2008-2013 we had many taxpayers receive 1099-Cs for various reasons but the common 

misconception from taxpayers was, “they no longer owe a debt and got away unscathed”, that was until 

they did their taxes.  Some tax professionals across the country are fearful with our current economy 

that we will see an influx of 1099-C income over the next 5 years.   

 

 

 

 

 

 

 

 

 

 

 

 

 

Jury Duty 

“Jury duty is taxable?” Unless the taxpayer is paid by their employer, yes jury duty is reportable and 

potentially taxable income.   
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Line 11 Educator Expenses 

If you were an eligible educator in 2022, you can deduct on line 11 up to $300 of qualified 

expenses you paid in 2022. If you and your spouse are filing jointly and both of you were eligible 

educators, the maximum deduction is $600. However, neither spouse can deduct more than 

$300 of their qualified expenses on line 11. An eligible educator is a kindergarten through grade 

12 teacher, instructor, counselor, principal, or aide who worked in a school for at least 900 hours 

during a school year. 

Line 12 Certain Business Expenses of Reservists, Performing Artists, and Fee-Basis 

Government Officials 

Include the following deductions on line 12.  

• Certain business expenses of National Guard and reserve members who traveled more 

than 100 miles from home to perform services as a National Guard or reserve member.  

• Performing-arts-related expenses as a qualified performing artist.  

• Business expenses of fee-basis state or local government officials. 

Line 13 Health Savings Account (HSA) Deduction 

You may be able to take this deduction if contributions (other than employer contributions, 

rollovers, and qualified HSA funding distributions from an IRA) were made to your HSA for 2022. 

 2023 HSA Contribution Limits Individual Family 

Maximum HSA contribution level $3,850 $7,750 

Minimum deductible for qualifying high deductible health 

plan (HDHP) 

$1,500 $3,000 

Maximum out-of-pocket expenses for HDHP $7,500 $15,000 

 

Line 14 Moving Expenses 

You can deduct moving expenses if you are a member of the Armed Forces on active duty and 

due to a military order you move because of a permanent change of station. 
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Line 15 Deductible Part of Self-Employment Tax 

If you were self-employed and owe self-employment tax, fill in Schedule SE to figure the amount 

of your deduction. The deductible part of your self-employment tax is on line 13 of Schedule SE. 

Line 16 Self-Employed SEP, SIMPLE, and Qualified Plans 

If you were self-employed or a partner, you may be able to take this deduction. See Pub. 560 or, 

if you were a minister, Pub. 517. 

Line 17 Self-Employed Health Insurance Deduction 

You may be able to deduct the amount you paid for health insurance for yourself, your spouse, 

and your dependents. The insurance can also cover your child who was under age 27 at the end 

of 2022, even if the child wasn't your dependent. A child includes your son, daughter, stepchild, 

adopted child, or foster child. 

Line 18 Penalty on Early Withdrawal of Savings 

The Form 1099-INT or Form 1099-OID you received will show the amount of any penalty you 

were charged. 

Lines 19a, 19b, and 19c Alimony Paid 

Line 20 IRA Deduction 

Line 21 Student Loan Interest Deduction 

Line 22 

Line 23 Archer MSA Deduction 

Lines 24a through 24z 
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SECTION 10 – ITEMIZED DEDUCTIONS 
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Use Schedule A (Form 1040) to figure your itemized deductions. In most cases, your federal 

income tax will be less if you take the larger of your itemized deductions or your standard 

deduction. If you itemize, you can deduct a part of your medical and dental expenses, and 

amounts you paid for certain taxes, interest, contributions, and other expenses. You can also 

deduct certain casualty and theft losses. 

Medical and Dental Expenses 

You can deduct only the part of your medical and dental expenses that exceeds 7.5% of the 

amount of your adjusted gross income on Form 1040 or 1040-SR, line 11. 

Examples of Medical and Dental Payments You Can Include in Calculating Your Total Medical 

Expenses: 

• Insurance premiums for medical and dental care.  

• Prescription medicines or insulin.  

• Acupuncturists, chiropractors, dentists, eye doctors, medical doctors, occupational 

therapists, osteopathic doctors, physical therapists, podiatrists, psychiatrists, 

psychoanalysts (medical care only), and psychologists.  

• Medical examinations, X-ray and laboratory services, and insulin treatments your doctor 

ordered. 

• Diagnostic tests, such as a full-body scan, pregnancy test, or blood sugar test kit.  

• Nursing help (including your share of the employment taxes paid). If you paid someone 

to do both nursing and housework, you can deduct only the cost of the nursing help.  

• Hospital care (including meals and lodging), clinic costs, and lab fees.  

• Qualified long-term care services (see Pub. 502).  

• The supplemental part of Medicare insurance (Medicare Part B).  

• The premiums you pay for Medicare Part D insurance.  

• A program to stop smoking and for prescription medicines to alleviate nicotine 

withdrawal.  

• A weight-loss program as treatment for a specific disease (including obesity) diagnosed 

by a doctor.  

• Medical treatment at a center for drug or alcohol addiction.  

• Medical aids such as eyeglasses, contact lenses, hearing aids, braces, crutches, 

wheelchairs, and guide dogs, including the cost of maintaining them.  

• Surgery to improve defective vision, such as laser eye surgery or radial keratotomy.  

• Lodging expenses (but not meals) while away from home to receive medical care 

provided by a physician in a hospital or a medical care facility related to a hospital, 

provided there was no significant element of personal pleasure, recreation, or vacation 

in the travel. Don't deduct more than $50 a night for each person who meets the 

requirements in Pub. 502 under Lodging.  

• Ambulance service and other travel costs to get medical care. If you used your own car, 

you can include what you spent for gas and oil to go to and from the place you received 



~ 3 ~ 
 

the care; or you can include 18 cents a mile for January 1 through June 30, and 22 cents 

a mile from July 1 through December 31. Add parking and tolls to the amount you claim 

under either method.  

• Cost of breast pumps and supplies that assist lactation.  

• Personal protective equipment (such as masks, hand sanitizer and sanitizing wipes), for 

the primary purpose of preventing the spread of Coronavirus. 

Examples of Medical and Dental Payments You Can't Include 

The cost of diet food.  

• Cosmetic surgery unless it was necessary to improve a deformity related to a congenital 

abnormality, an injury from an accident or trauma, or a disfiguring disease.  

• Life insurance or income protection policies.  

• The Medicare tax on your wages and tips or the Medicare tax paid as part of the self-

employment tax or household employment taxes. Nursing care for a healthy baby. But 

you may be able to take a credit for the amount you paid. See the Instructions for Form 

2441.  

• Illegal operations or drugs.  

• Imported drugs not approved by the U.S. Food and Drug Administration (FDA). This 

includes foreign-made versions of U.S.-approved drugs manufactured without FDA 

approval.  

• Nonprescription medicines, other than insulin (including nicotine gum and certain 

nicotine patches).  

• Travel your doctor told you to take for rest or a change.  

• Funeral, burial, or cremation costs.  

 

Taxes You Paid 

The deduction for state and local taxes is generally limited to $10,000 ($5,000 if married filing 

separately). State and local taxes subject to this limit are the taxes that you include on lines 5a, 

5b, and 5c. 

• Line 5a – State and Local Income Taxes 

• Line 5b - State and Local Real Estate Taxes 

• Line 5c - State and Local Personal Property Taxes 

• Line 6 – Other Taxes 

Interest You Paid 

The rules for deducting interest vary, depending on whether the loan proceeds are used for 

business, personal, or investment activities. You can't deduct personal interest. However, you 

can deduct qualified home mortgage interest (on your Schedule A) and interest on certain 

student loans (on Schedule 1 (Form 1040), line 21). If you use the proceeds of a loan for more 
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than one purpose (for example, personal and business), you must allocate the interest on the 

loan to each use. You allocate interest on a loan in the same way as the loan is allocated. You do 

this by tracing disbursements of the debt proceeds to specific uses. 

Gifts to Charity 

You can deduct contributions or gifts you gave to organizations that are religious, charitable, 

educational, scientific, or literary in purpose. You can also deduct what you gave to 

organizations that work to prevent cruelty to children or animals. 

To verify an organization's charitable status, you can:  

• Check with the organization to which you made the donation. The organization should 

be able to provide you with verification of its charitable status.  

• Use our online search tool at IRS.gov/TEOS to see if an organization is eligible to receive 

tax-deductible contributions. 

Contributions can be in cash, property, or out-of-pocket expenses you paid to do volunteer work 

for the kinds of organizations described earlier. If you drove to and from the volunteer work, you 

can take the actual cost of gas and oil or 14 cents a mile. Add parking and tolls to the amount 

you claim under either method. But don't deduct any amounts that were repaid to you. 

Amounts You Can't Deduct  

• Certain contributions to charitable organizations, to the extent that you receive a state 

or local tax credit in return for your contribution. 

• An amount paid to or for the benefit of a college or university in exchange for the right 

to purchase tickets to an athletic event in the college or university's stadium. 

• Travel expenses (including meals and lodging) while away from home performing 

donated services, unless there was no significant element of personal pleasure, 

recreation, or vacation in the travel.  

• Political contributions.  

• Dues, fees, or bills paid to country clubs, lodges, fraternal orders, or similar groups.  

• Cost of raffle, bingo, or lottery tickets. But you may be able to deduct these expenses on 

line 16. 

• Value of your time or services.  

• Value of blood given to a blood bank.  

• The transfer of a future interest in tangible personal property. Generally, no deduction is 

allowed until the entire interest has been transferred.  

• Gifts to individuals and groups that are operated for personal profit.  

• Gifts to foreign organizations. However, you may be able to deduct gifts to certain U.S. 

organizations that transfer funds to foreign charities and certain Canadian, Israeli, and 

Mexican charities..  

• Gifts to organizations engaged in certain political activities that are of direct financial 

interest to your trade or business.  
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• Gifts to groups whose purpose is to lobby for changes in the laws.  

• Gifts to civic leagues, social and sports clubs, labor unions, and chambers of commerce.  

• Value of benefits received in connection with a contribution to a charitable organization.  

• Cost of tuition. However, you may be able to take an education credit (see Form 8863). 

 

Casualty and Theft Losses 

You can only deduct personal casualty and theft losses attributable to a federally declared 

disaster to the extent that:  

• The amount of each separate casualty or theft loss is more than $100, and  

• The total amount of all losses during the year (reduced by the $100 limit discussed in 

(1)) is more than 10% of the amount on Form 1040 or 1040-SR, line 11. 

Other Itemized Deductions 

Expenses that can be deducted are: 

• Gambling losses (gambling losses include, but aren't limited to, the cost of non-winning 

bingo, lottery, and raffle tickets), but only to the extent of gambling winnings reported 

on Schedule 1 (Form 1040), line 8b.  

• Casualty and theft losses of income-producing property from Form 4684, lines 32 and 

38b, or Form 4797, line 18a.  

• Federal estate tax on income in respect of a decedent.  

• A deduction for amortizable bond premium (for example, a deduction allowed for a 

bond premium carryforward or a deduction for amortizable bond premium on bonds 

acquired before October 23, 1986).  

• An ordinary loss attributable to a contingent payment debt instrument or an inflation-

indexed debt instrument (for example, a Treasury Inflation-Protected Security).  

• Deduction for repayment of amounts under a claim of right if over $3,000.  

• Certain unrecovered investment in a pension.  

• Impairment-related work expenses of a disabled person. 
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Real world application 

 Itemized deductions, for taxpayers, is one of the biggest areas of 

misconception and confusion in all of tax law.  Taxpayer come into your office sit 

down and want to tell you “I gave $300 to charity this year make sure you get 

that.” Or “how much can I say I gave to charity and not have it questioned?”   

 Tax law has changed a bunch in the last 3 years.  Prior to 2020 many times 

we trained our taxpayers to not even worry about the $1000 they gave to their 

church, because it was not tax beneficial.  Then for 2020 and 2021 the law 

changed and allowed an above the line deduction for up to $300 and $600 

deduction for charitable donations.  For tax year 2022 and moving forward that 

deduction is gone again.  The moral of the story is even if you finally get your 

taxpayers trained, the law changes.   

Church donations / tithes 

 For years one of the things that was being tested in tax court was donations 

to churches.  The result of those court cases was the following: 

• Tax year of donations (do not included the date the statement was 

printed) 

• The statement “No goods or services were received” need to be 

included in the church statement. 

• The amount of the cash donation needed to be clearly stated on the 

statement.  (Cleared checks do not work as substantiation) 

Medical costs 

 In Ohio we have something very unique on our state return.  The state of 

Ohio will allow medical deductions above the federal 7.5% AGI threshold to flow 

over from the schedule A to your Ohio return as a deduction and to any traditional 

based school districts.  Many times, our tax professionals were not asking for 

medical costs because the taxpayers were not close to itemizing.  Even if the 

taxpayers are not using the medical deduction on the federal return does not 

mean it can’t be tax beneficial to them on the state or their school district. 
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Lazy taxpayers 

 I can’t count the times I have been searching for ways to save a taxpayer 

money on their return and find them very close to itemizing.  Many times, I know 

they attend a church and tithe.  I give them the number that they would have had 

to tithe for the previous year to save them money.  They confirm they paid more 

than that, then refuse to go get the documentation just because they don’t want 

to drive home.  The old adage “you can lead a horse to water, but you can’t make 

them drink” comes to mind.  Simply put if they don’t care, you shouldn’t either.  
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SECTION 11 – TAX AND HOW TO CALCULATE 

There are seven federal income tax brackets for 2022 and 2023. Your tax rate is determined by 

your income and tax filing status. 

There are seven federal income tax rates: 10%, 12%, 22%, 24%, 32%, 35% and 37%. Your taxable 

income and filing status determine which tax brackets and rates apply to you.  

The U.S. federal tax rates will remain the same until 2025 as a result of the Tax Cuts and Jobs Act 

of 2017, but the income thresholds that inform the tax brackets are generally adjusted each 

year to reflect the rate of inflation. 

These adjustments can help prevent taxpayers from ending up in a higher tax bracket as their 

cost of living rises and lower taxes for those whose compensation has not kept up with inflation.  

• In 2022 and 2023, the U.S. federal tax rates range from 10% to 37%. 

• The U.S. has a progressive tax system, where portions of a person's taxable income can 

fall into different brackets to be taxed at different rates. 

• A marginal tax rate is the highest tax rate a person's income is subject to. 

• Tax brackets are adjusted each year to account for inflation. This can help prevent a 

taxpayer from paying higher taxes as the cost of living increases. 

The government decides how much tax you owe by dividing your taxable income into chunks — 

also known as tax brackets — and each chunk gets taxed at the corresponding tax rate. You may 

hear people say that they are in the 12% tax bracket or the 22% bracket. This does not mean all 

of their income is taxed at that percentage; instead, that is the highest tax rate — the marginal 

rate — that applies to a portion of their income. 

• Being "in" a tax bracket doesn't mean you pay that federal income tax rate on 

everything you make. The U.S. has a progressive tax system. This means that portions of 

your income fall into different tax brackets and are taxed at different rates. The 

progressive tax system means that people with higher taxable incomes are subject to 

higher federal income tax rates, and people with lower taxable incomes are subject to 

lower federal income tax rates. 

• The beauty of tax brackets is that no matter which bracket you’re in, you won’t pay that 

tax rate on your entire income. 

• The percentage of your taxable income that you pay in taxes is called your effective tax 

rate. To determine effective tax rate, divide your total tax owed (line 16) on Form 1040 

by your total taxable income (line 15). 

• Income thresholds for tax brackets are updated annually. Several provisions in the tax 

code, including the income thresholds that inform the federal tax brackets, are adjusted 

https://www.nerdwallet.com/article/taxes/federal-income-tax-brackets#marginal%20tax%20rate
https://www.nerdwallet.com/article/taxes/federal-income-tax-brackets#marginal%20tax%20rate
https://www.nerdwallet.com/article/taxes/tax-changes
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annually to reflect the rate of inflation. This indexing aims to prevent taxpayers from 

experiencing "bracket creep," or the process of being pushed into a higher tax bracket 

because of inflation. 

Steps to arrive at taxable income: 

1. Determine filing status, 

2. Determine Adjusted Gross Income (AGI)  by totaling income then less adjustments. 

3. Reduce AGI by either standard deduction or itemized deductions 

4. Reduce AGI by Qualified Business Income Deduction (if any). 

5. This result equals taxable income 

6. Calculate tax by using taxable income with the tax brackets 

2022 TAX BRACKETS 

Tax rate Single 
Head of 

household 

Married filing jointly or 

qualifying widow 

Married filing 

separately 

10% $0 to $10,275 $0 to $14,650 $0 to $20,550 $0 to $10,275 

12% 
$10,276 to 

$41,775 

$14,651 to 

$55,900 
$20,551 to $83,550 $10,276 to $41,775 

22% 
$41,776 to 

$89,075 

$55,901 to 

$89,050 
$83,551 to $178,150 $41,776 to $89,075 

24% 
$89,076 to 

$170,050 

$89,051 to 

$170,050 
$178,151 to $340,100 

$89,076 to 

$170,050 

32% 
$170,051 to 

$215,950 

$170,051 to 

$215,950 
$340,101 to $431,900 

$170,051 to 

$215,950 

35% 
$215,951 to 

$539,900 

$215,951 to 

$539,900 
$431,901 to $647,850 

$215,951 to 

$323,925 

37% 
$539,901 or 

more 

$539,901 or 

more 
$647,851 or more $323,926 or more 

 

 

 

https://www.nerdwallet.com/article/taxes/tax-changes
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The marginal tax rate is the tax rate paid on your last dollar of taxable income. This typically 

equates to your highest tax bracket. 

For example, if you're a single filer with $35,000 of taxable income, you would be in the 12% tax 

bracket. If your taxable income went up by $1, you would pay 12% on that extra dollar, too. 

If you had $46,000 of taxable income, however, most of it would still fall within the 12% bracket, 

but the last few hundred dollars would land in the 22% tax bracket. Your marginal tax rate would 

then be 22%. 

 

Example #1: Let’s say you’re a single filer with $32,000 in taxable income. That puts you in the 

12% tax bracket in 2022. But do you pay 12% on all $32,000? No. Actually, you pay only 10% on 

the first $10,275; you pay 12% on the rest. 
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Example #2: If you had $50,000 of taxable income, you’d pay 10% on that first 

$10,275 and 12% on the chunk of income between $10,276 and $41,775. And 

then you’d pay 22% on the rest because some of your $50,000 of taxable income 

falls into the 22% tax bracket. The total bill would be about $6,600 — about 13% 

of your taxable income, even though you're in the 22% bracket. That 13% is your 

effective tax rate. 

 

 

 

 

 

 

 

 

 

How to work with a taxpayer to get into a lower tax bracket and pay a lower federal income 

tax rate 

Two common ways of reducing your tax bill are credits and deductions. 

• Tax credits can reduce your tax bill on a dollar-for-dollar basis; they don't affect what 

bracket you're in. 

• Tax deductions, on the other hand, reduce how much of your income is subject to taxes. 

Generally, deductions lower your taxable income by the percentage of your highest 

federal income tax bracket. So if you fall into the 22% tax bracket, a $1,000 deduction 

could save you $220. 

In other words: Take all the tax deductions you can claim — they can reduce your taxable 

income and could kick you to a lower bracket, which means you pay a lower tax rate. 

 

 

 

https://www.nerdwallet.com/article/taxes/what-tax-credits-can-i-qualify-for
https://www.nerdwallet.com/article/taxes/tax-deductions-tax-breaks


~ 5 ~ 
 

Capital Gains 

A common myth in taxation is that capital gains tax is bad.  Capital gains come from selling 

personal or business assets.  Most common would be stock held in a brokerage company like 

Edward Jones, or JP Morgan.  There are 2 kinds of capital gains, long and short term.   

Long term is considered when it is held for more than 365 days.  Short term is under a year 

holding period.   

The main difference between the two is their tax treatment.  Short term gains are taxed just like 

ordinary income, thus in the same brackets as your other income.  

Long term sales are put in a completely separate set of buckets.  For long term capital gain sales 

the tax rates are 0%, 15%, and 20%.  Many times, you will find long term capital gain sales are 

considered preferential treatment or more tax beneficial compared to ordinary income tax.  Like 

the ordinary income tax buckets, long term capital gains act the same way the top bucket is 0%, 

meaning some if not all the gain can be taxed at 0%.  Here is the tax tables for capital gains for 

tax year 2023: 

Filing Status 0% 15% 20% 

Single $0 - $44,625 $44,625 -$492,300 $492,300 + 

MFJ $0 - $89,250 $89,250 - $553,850 $553,850 + 

MFS $0 - $44,625 $44,625 - $276,900 $276,900 + 

HOH $0 - $59,750 $59,750 - $523,050 $523,050 + 

 

 

 

Self-Employment Tax 

Self-Employment tax also known as SE tax is an additional tax created to allow taxpayers who 

are self-employed to pay into Social Security and Medicare.  Taxpayers who would be subject to 

SE tax are the following: 

• Schedule C  

• Schedule F 

• Partners in a 1065  

Most taxpayers dislike SE tax on their profits.  However, there is a flip side to the coin.  If those 

self-employed taxpayers never pay and SE tax and then get old enough to retire they will never 

have enough credits to receive Social Security or Medicare options available to them.  Keep this 

in mind when talking about Self-Employment taxes, the taxpayer’s future selves may be thankful 

you told them that its not a terrible tax to pay.  A quick down and dirty way to calculate SE tax 

on a profit is 15.3%.  There is more to the calculation on Schedule SE, but for planning purposes 

keep 15.3% handy.   

https://www.nerdwallet.com/assets/blog/wp-content/uploads/2022/10/Example2_TY2022.png
https://www.nerdwallet.com/assets/blog/wp-content/uploads/2022/10/Example2_TY2022.png
https://www.nerdwallet.com/assets/blog/wp-content/uploads/2022/10/Example2_TY2022.png
https://www.nerdwallet.com/assets/blog/wp-content/uploads/2022/10/Example2_TY2022.png
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We once had a client who was sick with cancer and wanted to file for Medicare and Social 

security.  She was 4 credits shy of receiving benefits.  As her tax professional we had an option 

to go amend a return to purchase SE taxes on her return to get her the additional 4 credits.  By 

the time we could amend the return the taxpayer passed.  Moral of the story is even if there is 

no profit you can purchase SE credits on the tax return on the bottom of Schedule SE.  For non-

farm taxpayers you can do this for 5 years.  For farm taxpayers you have unlimited years.   

 

Additional Medicare tax 

Although this is beyond the scope of this text there are some things you should know.  When a 

taxpayer’s W-2 income is greater than $160,200 (2023) the employer will stop holding Medicare 

taxes. On the tax return and additional .9% may be added as an additional tax.   

 

Alternative Minimum Tax 

Commonly referred to as “another miserable tax” in our offices.  This tax was developed during 

WWII in hopes to help fund the war and they never took it off the books.  Pre TCJA, AMT was 

more prevalent because the income thresholds were pretty low.  Post TCJA I may only see 1 of 

these per year.   Although AMT is beyond the scope of this text you need to know 3 things: 

1. If you have high earning taxpayer’s this may kick in 

2. If TCJA expires in 2025 thresholds may come back down and we will see more 

AMT again 

3. If you have a return with AMT you need to stop and grab a more experienced tax 

pro to help 

It is possible to reduce AMT tax, there is a pecking order.  Things like using the standard 

deduction rather than itemizing and removing dependents are all things that can be done to 

potentially reduce AMT tax.    
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C R E D I T S  V S  D E D U C T I O N S

o Biggest area of text
o Falls under the most scrutiny
o Used on 99% of every return
o Stop us ask questions 

o Is a credit or a deduction better?

3

1

2

3



D E D U C T I O N S  V S  C R E D I T S

Deductions

o Deductions reduce 
income before tax

Credits

o Credits reduce tax or 
increase refund

o Can create refunds even 
if not tax is owed

4

W H I C H  W O U L D  YO U  R AT H E R  H AV E P G . 1
Would you rather have:

…or a $10,000 tax credit?A $10,000 tax 
deduction…

$100,000$100,000Your AGI
($10,000)Less: tax deduction

$100,000$90,000Taxable income
25%25%Tax rate*
$25,000$22,500Calculated tax
($10,000)Less: tax credit
$15,000$22,500Your tax bill

* Example rate. The U.S. has a progressive tax system.

5

C R E D I T S P G. 2

Non-Refundable

o Will not increase refund 
if no tax

o Only wipes out tax
o A $1000 credit and $500 

in tax $500 will be the 
max benefit from the 
credit

Refundable

o Will increase refund if no 
tax

o Wipes out tax and could 
produce more refund

o $1000 credit $0 tax = 
$1000 refund

6
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5
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W H E N  T H I N K I N G  C R E D I T S
o Due Diligence
o Compliance
o Potential preparer penalties
o Form 8867

o $560 per failure, per credit,
per return

7

W H E N  T H I N K I N G  D E D U C T I O N S
o Strict substantiation rules

o Sec. 274(d)
o Garza, T.C. Memo 2014-121

o All or nothing

8

T H E  B I G  O N E S

9

7

8

9



C R E D I T S P G . 5 2

o Child Tax Credit 
o Child Tax Credit 
o Additional Child Tax Credit

o CTC = Non-refundable
o $2,000 max credit

o ACTC = Refundable
o $1,600 (2023) max credit
o $1,500 (2022) max credit

10

C R E D I T S P G. 6 0  &  5 8
o EITC (Earned income tax credit)

o Up to 3 dependents
o Refundable
o Up to $7,430

o AOTC (American Opportunity 
Credit)
o College credit
o Up to $2,500
o Refundable & Non-refundable

11

C TC P G.  5 3
o $2,000 per qualifying child
o Qualifications

o Valid SS #
o Under 17
o Relationship & Residency test
o Support test
o Unmarried (unless specific refund 

rule)
o Be claimed as a dependent 
o Income limitations

o Subject to due diligence 
penalties 
o $560 per infraction, preparer & 

firm
o Form 8867

o Can be claimed MFS

12
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C TC

Example: Mike & Molly 
o 2 Daughters ages (7 & 18)
o Both live with taxpayers all year
o Taxpayers support 100%

How many CTC credits will they qualify for?

13

C TC
1 Child

$15,000Taxable Income

$1,500Tax 

$1,500Non-Refundable 
CTC

$500ACTC

14

1 Child

$25,000Taxable Income

$2,500Tax

$2,000Non-Refundable 
CTC

$0ACTC

C TC

1 Child

$4,000Taxable Income

$400Tax

$400Non-Refundable 
CTC

$1,600ACTC

15

1 Child

$0Taxable Income

$0Tax

$0Non-Refundable 
CTC

$1,600ACTC
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E A R N E D  I N C O M E  TA X  C R E D I T P G . 6 0

o EITC or EIC
o Up to 3 Qualifying dependents
o Must have earned income

o AGI limitations

o Refundable!
o Subject to due diligence
o Can’t be MFS

16

E I C

Max AGI, married 
joint filers

Max AGI, single or 
head of household 
filers

Maximum earned 
income tax creditNumber of children

$24,210$17,640$6000
$53,120$46,560$3,9951
$59,478$52,918$6,6042
$63,398$56,838$7,4303 or more

17

E I C
Calculation works like a bell 
curve

Taxpayers who get generally 
know the threshold better 
than you

18

16

17

18



E I C
o Qualifications:

o Earned Income under $63,398 
(2023)

o Investment income below $11,000
o Valid SS #
o Qualifying Child

o Age, Relationship, Residency, 
Joint return

o No form 2555 (foreign earned 
income)

o Can be claimed without
dependents

19

E I C  Q UA L I F I C AT I O N S  E X PA N D E D
o Earned income

o Examples:
o Wages, Salaries, tips
o Subcontractor income

o Not included:
o Inmate income
o Investment income 
o Retirement income
o Social Security, Alimony, Child 

support
o Unemployment

20

E I C  Q UA L I F I C AT I O N S  E X PA N D E D
o Qualifying child:

o Valid SS #
o Meet all 4 tests for qualifying 

child:
o Age
o Relationship
o Residency
o Joint return

o Not be a dependent of someone 
else

o Age:
o Any if permanently & totally 

disabled
o Under 19 & younger than spouse
o Under 24 (students), at least for 5 

months

21
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O T H E R  D E P E N D E N T  C R E D I T  ( O D C )   P G . 5 4

o Non-Refundable
o $500 per qualifying person
o AGI limitations

o Subject to due diligence
o Can be MFS

22

O D C  
o Qualifications:

o A dependent claimed on return
o Can’t be claimed for CTC/ACTC
o US Citizen
o SS #, ITIN, ATIN
o Income limitation for dependent

o Very common: 
o Unmarried live-in partners
o Children over 18 not in college
o Family members 

23

A M E R I C A N  O P P O R T U N I T Y  T A X  C R E D I T  P G . 5 7

o “College Credits”
o Non-refundable & Refundable

o Non $1,500
o Refundable $1,000

o Max credit $2,500

o Subject to due diligence
o Can’t be MFS

o To qualify:
o Pursuing a degree or educational 

credential
o Enrolled at least ½ time for one 

academic period of the tax year
o Hasn’t finished the first 4 years of 

higher education
o Haven’t claimed for more than 4 

tax years
o No felony for drug conviction

24
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A M E R I C A N  O P P O R T U N I T Y  TA X  C R E D I T

o 1098-T
o Bursar Statement
o Credit calculated on form 8863
o AGI limitations
o Must be Qualified Expenses

o Paid by cash, check, credit card, 
debit card, loan

o Paid by Taxpayer or Spouse

25

I M P O R TA N T  B U T  N O T  T H E  B I G ’ S

26

N O N - R E F U N DA B L E  C R E D I T S
o Retirement saver’s credit
o Lifetime learning credit
o Adoption Credit
o Foreign tax credit
o Mortgage interest credit

o Elderly & Disabled credit
o Residential energy credit
o General business credit
o Alternative motor vehicle credit
o Credit for holder of tax credit bonds

27
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R E T I R E M E N T  S AV E R S  C R E D I T P G . 1 4

o Eligibility:
o 18 or older
o Not a dependent 
o Not a student

o Contributions to retirement
o 50%
o 20%
o 10% 
o Credit determined by AGI

28

R E T I R E M E N T  S AV E R S  C R E D I T
All Other Filers*Head of HouseholdMarried Filing 

Jointly
Credit Rate

AGI not more than 
$21,750

AGI not more 
than $32,625

AGI not more than 
$43,500

50% of your 
contribution

$21,751 - $23,750$32,626 - $35,625$43,501- $47,50020% of your 
contribution

$23,751 - $36,500$35,626 - $54,750$47,501 - $73,00010% of your 
contribution

more than $36,500more than $54,750more than $73,0000% of your 
contribution

29

R E T I R E M E N T  S AV E R S  C R E D I T

o Max Credit = $2,000 or $4,000 (MFJ)
o Reported on form 8880
o Eligible plans:

o 401(k)
o 403(b)
o Simple, SEP
o 457
o Traditional or Roth IRAs

30
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L I F E T I M E  L E A R N I N G  C R E D I T P G . 1 9

o Non-refundable
o Up to $2,000 (per return)
o Not allowed on MFS
o Can be claimed for more than 

4 years, unlimited
o MAGI limitations
o Form 8863

31

L I F E T I M E  L E A R N I N G  C R E D I T
o Must meet all 3:

1. You, your dependent pay 
qualified expenses for higher 
education

2. Enrolled in eligible educational 
institution

3. Eligible student is yourself, 
spouse or dependent on your 
return

o Eligibility:
o Enrolled or taking courses at 

eligible educational institution
o Taking higher education courses 

to get a degree / credential or to 
improve job skills

o Be enrolled for at least one 
academic period beginning in the 
tax year

32

L I F E T I M E  L E A R N I N G  C R E D I T
o Expenses that do not qualify:

o Room & Board
o Insurance
o Medical expenses (including 

student health fees)
o Transportation

o Similar personal, living or family 
expenses

o Sports or personal unrelated 
hobbies

o Expenses can not be paid by tax
free funds

o Scholarships and grants

33
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A D O P T I O N  C R E D I T P G . 2 5

o Up to $15,950
o Form 8839
o Income limitations
o Non-refundable
o Can be carried forward

o Look for on previous year return
o Special rules for special needs

o Not what you may think it means

34

A D O P T I O N  C R E D I T

o Eligible costs:
o Adoption fees
o Court costs and legal fees
o Adoption related travel 

expenses
o Meals & lodging

o Expenses directly related to 
the adoption of an eligible 
child

35

C H I L D  &  D E P E N D E N T  C A R E  C R E D I T P G . 3 0

o Not MFS
o Credit up to $3,000 or $6,000

for 2 dependents
o 35% of related costs

o Doesn’t have to be a child
o Form 2441
o Non-refundable

36
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C H I L D  &  D E P E N D E N T  C A R E  C R E D I T
o Qualifying individual

o Qualifying child under 13 years 
old

o Spouse who is physically or 
mentally unable to care for
themselves & lived with you more
than ½ the year

37

R E S I D E N T I A L  E N E R G Y  C R E D I T S P G . 3 4

o Form 5695 & 8936
o “New & Improved”

o Residential Clean Energy
Credit

o Energy Efficient Home
Improvement Credit

o Clean Vehicle Credit (form
8936)

o Previously Owned Clean 
Vehicle Credit (form 8936)

38

E N E RG Y  C R E D I T S
o Residential Clean Energy Credit

o Placed in service
o 2022 – 2032 = 30% credit

o Solar, wind & geothermal power 
generation

o Solar water heaters
o Fuel Cells
o Battery storage

o Energy Efficient Home
Improvement Credit
o 2022 = 30% max $500
o 2023 – 2032 = 30% max $1,200

o Exterior doors, windows, 
skylights, insulation

o Central air conditioners, water 
heaters, furnaces, boilers and
heat pumps

o Biomass stoves & home energy 
audits
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E N E RG Y  C R E D I T S

o How to qualify:
o Credit is for main home
o Located in the US
o Not a new construction = existing home

o Homes used for business = doesn’t qualify
o Homes used partially for business = limited to 20% credit

40

C L E A N  V E H I C L E  C R E D I T P G. 4 3
o New Electric IRC 30D
o Used Electric IRC 25E
o Commercial clean vehicles IRC

45W

o Brand New for 2023!

41

C L E A N  V E H I C L E  C R E D I T
o New Electric

o Up to $7,500 
o Bought for use not resale
o Used primarily in the US

o AGI limitations
o $300,000 MFJ
o $225,000 HOH
o $150,000 All others

o Non-refundable
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C L E A N  V E H I C L E  C R E D I T
o Vehicle Qualifications

o Battery capacity of at least 7 
kilowatt hours

o GVW less than 14,000 lbs.
o Made by a qualified manufacture
o Final assembly in North America
o Meet critical mineral & battery 

component requirements

o Must be a new vehicle
o Seller reports information to you

and IRS at time of sale
o Retail price can not exceed:

o $80,000 for vans, SUV & trucks
o $55,000 all other vehicles

43

C L E A N  V E H I C L E  C R E D I T
o Previously owned clean vehicle

credit
o Purchase from a licensed dealer 
o $25,000 or less
o 30% sale price or max credit of

$4,000

44

C L E A N  V E H I C L E  C R E D I T
o How to qualify:

o Bought the vehicle for use not for resale
o Not the original owner
o Not be a dependent on another return
o Not have claimed another clean vehicle in the 3 years before the purchase

date.
o AGI limitations:

o $150,000 MFJ or SS
o $112,500 HOH
o $75,000 for all others
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C L E A N  V E H I C L E  C R E D I T
o Vehicle must meet all the following:

o Sale Price of $25,000 or less
o Model year at least 2 years older than the year of purchase
o GVW under 14,000 lbs.
o Be an eligible FCV or plug-in EV with battery capacity of at least 7 kilowatt 

hours
o Use primarily in the US

46

F O R E I G N  TA X  C R E D I T P G . 5 0

o Created to reduce tax on foreign 
income and taxes paid in a foreign
country

o 3 Choices to gain tax advantage for 
foreign taxes
o Form 1116 (Credit)

o Carry Forward & Back options
o Directly on Schedule 3 (Credit) 
o Schedule A (Deduction)

47

F O R E I G N  TA X  C R E D I T
o Most taxpayers don’t know

they are paying foreign taxes
o Generally, most taxes are paid 

and reported on:
o 1099-INT
o 1099-DIV
o K-1
o 1099-B
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P R E M I U M  TA X  C R E D I T  ( P T C ) P G . 7 0

o Triggered by purchasing health 
insurance through the
marketplace Healthcare.gov

o Form 1095-A
o Double Edged Sword

o Form 8962
o Must be filed if 1095-A or 

covered on plan

49

P R E M I U M  TA X  C R E D I T  ( P TC )
o Down and dirty version
o Yearly reconciliation of income 

compared to application 
income

o Federal poverty level 
component

o Refundable credit
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DEDUCT IONS
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T Y P E S  O F  D E D U C T I O N S
Individuals
o Itemized deductions
o Educational deductions

o Student loan
o Teacher education expenses

o Health cared deductions
o Investment deductions

Business
o Schedule C
o Schedule E
o Schedule F
o Section 3

o Parts 2 & 3

52

S T U D E N T  L OA N  I N T E R E S T P G. 3
o Form 1098-E
o Interest only
o Up to $2,500
o Phased out by MAGI
o Adjustment not included in 

Schedule A

53

S T U D E N T  L OA N  I N T E R E S T
Allowed if:
o You paid interest on qualified

loan in 2023
o Legally obligated
o Not MFS
o Less than MAGI limitation
o Can't be claimed as a

dependent

o Must be for qualified higher 
education
o Taxpayer, spouse or dependent 

o For education provided during 
an academic period for eligible 
student

o Paid or incurred within a 
reasonable period

54

52

53

54



E D U C AT O R  E X P E N S E S P G. 4
o $300 per educator 

o Indexed for inflation
o Teacher, instructor, counselor, 

principal, or aide
o K-12
o 900 hours
o Any unreimbursed course

related expenses

55

H E A L T H  C A R E  E X P E N S E  D E D U C T I O N P G . 5

o HSA
o Contributions outside of payroll

o Contributions are tax deferred
o Withdraws for medical expense

also tax free
o Subject to yearly contribution 

limits
o Highest tax savings of them all

56

C O N T R I B U T I O N  L I M I T S

Family PlanSingle Plan2023 Limits
$7,750$3,850Maximum Contribution Limit

$3,000$1,500Minimum Deductible

$15,000$7,500Maximum Out-of-Pocket

$1,000$1,000Catch-up Contribution (55+)
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C O N T R I B U T I O N  L I M I T S

58

Family PlanSingle Plan2024 Limits
$8,300$4,150Maximum Contribution Limit

$3,200$1,600Minimum Deductible

$16,100$8,050Maximum Out-of-Pocket

$1,000$1,000Catch-up Contribution (55+)

H S A P G. 5

o Must have a HDHP
o High deductible health plan

o Over contributions will be subject to 6% 
additional tax every year while in the HSA

o Employer contributions reported on W-2, 
box 12, code W

o Done through payroll
o Saves Federal, State, School District, SS & 

Medicare, City
o Over 65 rule
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S E L F - E M P L OY E D  H E A LT H  I N S U R A N C E  
D E D U C T I O N  P G. 7

o Self-employed with a profit
o Adjustment to income 
o Health insurance, Medical care, Long term care insurance
o Covers taxpayer, spouse, and dependents
o Excess expenses can also be claimed on Schedule A
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S E  H E A L T H  I N S U R A N C E  Q U A L I F I C AT I O N S

o Schedule C or F with a profit
o Profit from 1065 subject to SE

tax
o Greater than 2% Shareholder 

(1120S) with wages includes
medical costs

61

I N V E S T M E N T  D E D U C T I O N P G. 7
o Traditional IRA (Individual 

Retirement Account)
o Tax deferred 

o Must have taxable
compensation (earned income)
o Taxpayer or spouse

o 2019 and future no age limits 
to contributions
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T R A D I T I O N A L  I R A
o Contributions can be made by 

the due date of the return 
including extensions

o Subject to income limitations
o Non-deductible contributions 

are reported on 8606
o Contributions reported on 

5498 by May 31st following year
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I R A  L I M I TAT I O N S

IRA and Roth IRA contribution limits

Age 50 and olderUnder age 50Year

$7,000$6,0002022

$7,500$6,5002023
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S E L F - E M P L OY E D  R E T I R E M E N T  O P T I O N S

o SEP (Simplified Employee
Pension)
o Company funded
o 25% 

o 401(k) / Solo-401(k)
o Salary deferrals

o Simple IRA (Savings Incentive
Match Plan for Employees)
o Similar to 401(k)
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67

NON REFUNDABLE CREDITS  ALLOWED FOR MFS 

Foreign Tax Credit  Yes   or   No 

Credit for Child and Dependent Care 

Expenses 

Yes   or   No 

Education Credits  Yes   or   No 

Retirement Savings Contributions Credit  Yes   or   No 

Adoption Credit  Yes   or   No 

Residential Energy Credits  Yes   or   No 
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ALLOWED FOR MFSREFUNDABLE CREDITS

Yes   or   NoEarned Income Credit

Yes   or   NoAdditional Child Tax Credit

Yes   or   NoAmerican Opportunity Credit

Yes   or   NoNet Premium Tax Credit

E X A M P L E

John & Maria
o AGI $33,500
o Both contribute $1,000 to their 

respective retirements
o Eligible to claim $1,000

o $1,000 x 2 x 50% = $1,000
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R E A L  W O R L D  A P P L I C AT I O N

o We ask every taxpayer did you put any money in Traditional or 
Roth retirement accounts.

o As if the are offended if we ask about their Roth account “That’s 
a Roth you don’t need to know anything about that account”

o Ask anyways, they could qualify for a savers credit, or you can 
help them track their basis for the 5-year vested period.
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POP QUIZ

71

Generally, which is better?

A. Deductions

B. Credits

C. Offsets
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Generally, which is better?

A. Deductions

B. Credits

C. Offsets
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What form is considered our due diligence contract with the IRS?

A. 5695
B. 2441
C. 1041
D. 8867
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What form is considered our due diligence contract with the IRS?

A. 5695
B. 2441
C. 1041
D. 8867
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What are the 4 things on form 8867?

A. CTC, HOH, EIC, AOTC
B. CTC, Energy Credits, EIC, AOTC
C. AOTC, Dependent Care Credits, CTC, EIC
D. Energy Credits, EIC, AOTC, HOH

76

What are the 4 things on form 8867?

A. CTC, HOH, EIC, AOTC
B. CTC, Energy Credits, EIC, AOTC
C. AOTC, Dependent Care Credits, CTC, EIC
D. Energy Credits, EIC, AOTC, HOH
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Generally, to claim CTC a taxpayer must provide what type of 
documentation for dependents?

A. Social Security Card
B. Birth Certification
C. Proof of Residence
D. All of the above
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Generally, to claim CTC a taxpayer must provide what type of 
documentation for dependents?

A. Social Security Card
B. Birth Certification
C. Proof of Residence
D. All of the above
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Failing to follow due diligence requirement for form 8867 could 
result in how much per credit claimed on a return?

A. $500
B. $520
C. $580
D. $560
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Failing to follow due diligence requirement for form 8867 could 
result in how much per credit claimed on a return?

A. $500
B. $520
C. $580
D. $560
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SECT ION #13

82

I  PA I D  TA X

“I already paid taxes throughout the year; I don’t understand why I 
owe!”

“Do I need to make estimates?”

“How do I fill out the W-4?”

“Should I have more withheld from my retirement?”

83

TA X E S  M A D E  S I M P L E
o Layaway example

o “A system of paying a 
deposit to secure an item for 
later purchase.”

o Tax return = pick up date
o Estimates & withholdings = 

payments for the product 
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W I T H H O L D I N G S  &  E S T I M AT E S

Withholdings:
o Federal income tax withheld from paycheck or retirement

o Amount depends on 2 things:
1. Amount you earn
2. Information given on form W-4, W-4R, W-4P

o New & improved W-4’s as of 2018…JK

85

W - 4
o Step 1

o Name, address, SS#, expected 
filing status

o Step 2
o Side hustles, other jobs, dual 

incomes
o Step 3

o Children or dependents

o Step 4
o Extra income and extra 

withholding
o Step 5

o Signature

o Young or old no one knows 
how to fill it out.
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W - 4
Real world approach:
1. Filing status (Step 1c) is not 

dependent on marital status. 
Think withholding foundation.

2. Kids (Step 3) just because you
have some doesn’t mean you 
should account for them on 
the W-4.
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W - 4  C AU T I O N
Sandy, single mother of 4, all under the 
age of 15. $248,000 annual W-2 income.  
How should she fill out her W-4?

o What is her standard deduction?
o How many CTC will she get?

o What would be your advice?
o Can we tell her how to fill it out?

88

W - 4 R  &  W - 4 P
o Pension, Annuity, IRAs, Profit-

Sharing Plans, Insurance
contracts, Retirements

o New form (R)
o A % can be used

o W-4P still uses similar 
calculation to W-4

o Amounts withheld are shown 
on 1099R box 4
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S O C I A L  S E C U R I T Y  W I T H H O L D I N G S
o Form SSA-1099

o Box 6
o Most taxpayers will not have 

any withholdings
o Easily missed even by 

seasoned vets
o For me it’s the last place to 

have money withheld
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A D D I T I O N A L  F O R M S  T H AT  C O U L D  H AV E  
W I T H H O L D I N G
o 1099-INT
o 1099-DIV
o 1099-B
o 1099-NEC
o W-2 G
o 1099-C
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BAC K U P  W I T H H O L D I N G
o Taxpayer or subcontractor 

reports income on form 1099
o 24% back up withholding
o When: (most common)

o If the person doesn’t provide 
tax id

o The IRS notifies the payer that
the TIN is incorrect

o Notified payee under-
reporting
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E S T I M AT E S
o What it is:

o Similar to withholding, estimates 
are pre-emptive payments
throughout the year paying 
towards a future tax.

o Who must pay them:
o Taxpayers who expect to owe 

more than $1000 when the return 
is filed.

o Can be paid online or mailed 
with 1040-ES
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E S T I M AT E S
o Who doesn’t have to pay 

estimates (must meet all 3):

1. No tax liability for prior year
2. US citizen or resident alien for 

whole year
3. Prior tax year covered a 12-

month period
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E S T I M AT E  D U E  DAT E S
o 4 payment periods

o If late and a refund is owed a 
penalty can still be enforced

o 90% rule
o 5% to 25% penalty 

o Mailings must be postmarked 
by due date

o 01-03 due 04-15
o 04-05 due 06-15
o 06-08 due 09-15
o 09-12 due 01-15 following year

95
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G E N E R A L  G U I D E L I N E S

o Self-employed individuals need be very conscious 
of profits and keep good records.

o Due dates are the same for FED, State, City's, & 
Schools for estimates

o Educate yourself and the taxpayer how the W-4 
works
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POP QUIZ

97

Millie & Vanillie started a business this year and have significant 
profits this year.  Should they make estimates?

A. Yes
B. No
C. Who knows
D. Who cares
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Millie & Vanillie started a business this year and have significant 
profits this year.  Should they make estimates?

A. Yes
B. No
C. Who knows
D. Who cares
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Marge, a retired taxpayer, owes every year on her 1040.  As her tax 
professional what should you encourage her to adjust to offset what 
she owes every year?

A. W-4
B. W-4P or W-4R
C. W-4T
D. Both B & C
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Marge, a retired taxpayer, owes every year on her 1040.  As her tax 
professional what should you encourage her to adjust to offset what 
she owes every year?

A. W-4
B. W-4P or W-4R
C. W-4T
D. Both B & C
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Leonardo, started receiving Social Security this year and would like 
to know if he should start having withholding from his social 
security.  Generally, each year Leonardo owes $300 in taxes every 
year.  What is your advice?

A. Yes
B. No
C. Schedule a time to do some tax planning
D. Potentially
E. Both C & D
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Leonardo, started receiving Social Security this year and would like 
to know if he should start having withholding from his social 
security.  Generally, each year Leonardo owes $300 in taxes every 
year.  What is your advice?

A. Yes
B. No
C. Schedule a time to do some tax planning
D. Potentially
E. Both C & D
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SECT ION #14

104

R E A L  W O R L D  Q U E S T I O N S

“Where is my refund I don’t have it yet?”

“I didn’t get all my refund you told me I would get!”

“Can you take your fees out of my refund?”

“How long is it taking to get refunds?”
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R E F U N D S
Is a result of paying more than 
owed or refundable credits 
beyond tax.
o Can be split between accounts 

using form 8888
o Sent via check or direct 

deposit
o Can be used to offset previous 

tax deficits  

106

R E F U N D  T O O L S  F O R  YO U
o Where’s my refund

o Irs.gov “where’s my refund” 
button

o Like the domino’s pizza tracker
o Taxpayer will need

o TIN or SSN
o Filing Status
o Amount of refund 

o Unless you have POA you 
should not check this for your 
client
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R E F U N D S
o Direct deposit vs mailed check
o Direct deposit

o Generally faster
o Erroneous deposit info 
o MFJ bank issues

o Mailed
o Generally slower
o Moving component 
o Taxpayers feel warm and fuzzy 

knowing the government isn’t in
their account
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O F F S E T S
o Taxpayer is filed for a refund

but didn’t receive all or any of
the refund

o Due to a delinquent debt
o Potential reason for offsets:

o Past tax debt
o Child support
o Student loan
o Medical debts

109

I N J U R E D  S P O U S E  C L A I M
o Form 8379
o Used in MFJ
o One spouse is not responsible

for the other spouse debt
o Entitled to their portion of the

refund.
o File with:

o 1040 or 1040X
o By itself after an offset notification
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I N J U R E D  S P O U S E  E X A M P L E

Daffy & Daisey just got married.  Daffy owes previous child support 
and has had his refund the previous 4 years taken. Daisey is a 
perfect candidate for injured spouse because:

o The debt was not originated while they were married
o She did not receive any tax benefit 
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A LT E R N AT I V E  T O  I N J U R E D  S P O U S E

Peter & Lois are married.  Lois owns a schedule C business and 
Peter is not sure Lois maintains adequate records or pays 
appropriate tax.  
Peter does not want to be associated with Lois’ income or any tax 
associated. Injured spouse may not be the best option.  
Married filing separate is the only way to create complete 
separation.  
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I N J U R E D  S P O U S E
o MFJ = 2 taxpayers
o Forgotten by even seasoned 

preparers
o Ask better questions
o Advise the client but let them

make the decision, then 
document
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TA X  D U E
o Best to pay in full by due date of

the return
o If that’s not possible the taxpayer 

does have options, but there are
consequences
o #1 file on time
o #2 pay something on the due 

date
o #3 pay as much as possible as 

fast as possible
o #4 Installment agreement 
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TA X  D U E  C O N S E Q U E N C E S
o Late filing

o Penalties 
o Late tax debt 

o Penalties & interest calculated 
monthly

o Failure to pay
o Potential wage garnishments
o Property liens
o Jail
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TA X  D U E
o How to pay:

o Online through IRS.gov
o Direct pay

o By phone EFTPS
o By mail with check
o Direct withdraw from 

account while filing return
o Digital wallet

o Debit/Credit card, PayPal
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PAY M E N T  P L A N S  ( C AU T I O N ! )
o Short-Term (180 days)

o Penalties & interest bearing
o Installment agreements

o Form 9465
o Direct from:

o Bank account
o Payroll from employer
o EFTPS
o Phone or internet 

payments
o Check or money order

117

115

116

117



I N S TA L L M E N T  A G R E E M E N T S
o Option #1

o Apply online $31 setup fee
o Apply by phone $107 setup fee
o Low income: apply setup fee

waived
o Option #2

o Page #10
o Similar larger fees

118

POP QUIZ

119

Josh & Ruth (MFJ) are anticipating a $4,934 refund. Unfortunately, 
they only receive $1,856 of their refund.  After research you find that 
Josh owes child support in arrears. They filed on time and receive 
the offset notice 05-19-23 What is the best option for this years 
return and moving forward?

A. Apologize and file MFS or Injured spouse for the next year
B. Apply for Injured spouse for the current return and anticipate

this issue for next year
C. Amend the return and go MFS
D. Nothing and tell them to pay his child support
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Josh & Ruth (MFJ) are anticipating a $4,934 refund. Unfortunately, 
they only receive $1,856 of their refund.  After research you find that 
Josh owes child support in arrears. They filed on time and receive 
the offset notice 05-19-23 What is the best option for this years 
return and moving forward?

A. Apologize and file MFS or Injured spouse for the next year
B. Apply for Injured spouse for the current return and anticipate

this issue for next year
C. Amend the return and go MFS
D. Nothing and tell them to pay his child support

121

Dwayne, owes $14,560 for his 2022 return.  He has the money to 
pay but doesn’t want to. What is your advice considering best 
practices?

A. Pay his tax by the due date, anticipate failure to pay estimates 
and pay them too

B. Create an installment agreement and have him pay overtime
C. Nothing, what he does with his money is his business
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Dwayne, owes $14,560 for his 2022 return.  He has the money to 
pay but doesn’t want to. What is your advice considering best 
practices?

A. Pay his tax by the due date, anticipate failure to pay estimates
and pay them too

B. Create an installment agreement and have him pay overtime
C. Nothing, what he does with his money is his business
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Tammy, calls everyday since you prepared and sent her return.  She 
wants to know when she will get her refund.  What are you able to 
tell her?

A. You can create an account on her behalf and track the progress 
of her refund

B. Point her to irs.gov “where’s my refund” button
C. Tell her generally, refunds are processed within 10-21 days
D. Both B & C
E. Both A& B
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Tammy, calls everyday since you prepared and sent her return.  She 
wants to know when she will get her refund.  What are you able to 
tell her?

A. You can create an account on her behalf and track the progress 
of her refund

B. Point her to irs.gov “where’s my refund” button
C. Tell her generally, refunds are processed within 10-21 days
D. Both B & C
E. Both A& B

125

Form 8888 is a great form for all the following except?

A. Splitting refunds between spouse accounts
B. Funding a traditional IRA from the taxpayer’s refund
C. Sending refunds to multiple personal accounts
D. Receiving payment for your fees as their preparer
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Form 8888 is a great form for all the following except?

A. Splitting refunds between spouse accounts
B. Funding a traditional IRA from the taxpayer’s refund
C. Sending refunds to multiple personal accounts
D. Receiving payment for your fees as their preparer
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SECT ION #15
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S I G N AT U R E S

o E-filed

o Mailed

o Signatures must be present for the return to 
be valid.
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S I G N AT U R E S
o E-filed

o Form 8879
o Include Taxpayer & Spouse if

married
o $55 failure to sign penalty for tax

pro
o Must include PTIN & ERO

o Mailed
o Pg 2 signature section of 1040
o Include Taxpayer & Spouse if

married
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SECT ION #16

134

C O M M U N I C AT I O N  T O O L S
o Only as accurate as your ability 

to extract information from 
taxpayer

o Circular 230
o Ethics
o Best practices
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A D D I T I O N A L  F O R M S
o Consent to Use

o Marketing
o Consent to Disclose

o 3rd parties
o Engagement letter
o Statement of understanding
o Waiver of additional required 

filings
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152

K E Y  C O M P O N E N T S

Communication

oIlluminates anything 
that could be:

o Incomplete
o Inconsistent 
o Incorrect

Documentation 

o Provides substation
o Can be retained for due

diligence
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SECT ION #17

154

TA X  S AV I N G S  
T O O L S
Schedule 1 part 2
HSA 
IRA
Simple IRA
SEP
HRA
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H S A
IRAHSAComparison Chart for HSA and IRA
YesNoNeed compensation to contribute?
YesYesContribute any time prior to due date without extensions?
YesYesCatch up contributions allowed?
5055Catch up contributions at what age?

$1,000$1,000Catch up contributions at what amount?
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H S A
o HDHP (High deductible health

plan)
o Not covered by any other non-

HDHP
o Not enrolled in Medicare
o Not be a dependent on

another return
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H S A
o Contributions are tax 

deductible
o Earnings in an HSA are not 

taxable
o Distributions if used for medial 

costs are not taxable
o Unused amounts remain for 

later years

o Amounts contributed remain 
the owners even if a change in 
employment

o After tax contributions 
deductible as an adjustment to 
gross income

o After 65 distributions used for 
non-medical costs are treated 
like retirement income
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H S A

o Catch up contribution $1,000 over age 55
o Contributions up to the due date of the return for the previous 

year.
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2023
Self-only: $3,850
Family: $7,750

HSA contribution limit (employer + 
employee)
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M A X I M I Z I N G  T H E  H S A

o Contributions made
through payroll
o Not subject to:

o Federal Tax (10-37%)
o Social Security & Medicare

(7.65%)
o State (3-4%)
o Municipality (1-2.5%)
o School District (.5 to 2%)

o Contributions not done
through payroll
o Not subject to:

o Federal Tax
o State
o School District
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R E T I R E M E N T  AC C O U N T S
o IRA
o SEP
o Simple
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I R A
o Individual Retirement

Arrangement
o Yearly contribution limits

o $6,500 
o $7,500 50 or older

o Limitations to contributions

163

164

Then You Can Take...And Your Modified AGI Is...If Your Filing Status Is...
a full deduction up to the amount of 
your contribution limit.

$73,000 or lesssingle or
head of household

a partial deduction.more than $73,000 but less than 
$83,000

single or
head of household

no deduction.$83,000 or moresingle or
head of household

a full deduction up to the amount of 
your contribution limit.

$116,000 or lessmarried filing jointly or qualifying 
widow(er)

a partial deduction.more than $116,000 but less than 
$136,000

married filing jointly or qualifying 
widow(er)

no deduction.$136,000 or moremarried filing jointly or qualifying 
widow(er)

a partial deduction.less than $10,000married filing separately

no deduction.$10,000 or moremarried filing separately

165 Then You Can Take...And Your Modified AGI Is...If Your Filing Status Is...
a full deduction up to the amount of 
your contribution limit.

any amountsingle, head of household, or qualifying 
widow(er)

a full deduction up to the amount of 
your contribution limit.

any amountmarried filing jointly or separately with a 
spouse who is not covered by a plan at 
work

a full deduction up to the amount of 
your contribution limit.

$218,000 or lessmarried filing jointly with a spouse 
who is covered by a plan at work

a partial deduction.more than $218,000 but less than 
$228,000

married filing jointly with a spouse 
who is covered by a plan at work

no deduction.$228,000 or moremarried filing jointly with a spouse 
who is covered by a plan at work

a partial deduction.less than $10,000married filing separately with a spouse 
who is covered by a plan at work

no deduction.$10,000 or moremarried filing separately with a spouse 
who is covered by a plan at work

163

164

165



S I M P L E  I R A
• 2 parts

• Employee & Employer 
contributions

• Employee
Contributions
• Can’t exceed $15,000
• Exception applies
• Catch-up 

contribution
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S I M P L E  I R A
o Employer Contributions

o Matching to employee’s up to 3%

o Can be as low as 1% but not 
more than 2 out of 5 years

o Good option for small business
o Cost effective compared to 401k
o Carries similar characteristics of

401k
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S E P  
o Self Employed Pension Plan
o 25% compensation
o $66,000 max (2023)
o Employer only contributions

o Schedule C & 1065 
o compensation = amount subject 

to SE tax
o Great for single own & no

employee companies

169

S E P  E X A M P L E
Joe’s Towing (Single owner Sch C)
No employees

Income: $500,000
Expenses: $280,000
Profit: $220,000
SEP contribution: $55,000
Taxable Profit: $165,000
Tax savings: $15,015 (55,000 x 27.3%)
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H R A  
o Health Reimbursement 

Account
o Employer sponsored sec 105 plan
o Funded to cover or offset

employee’s medical costs
o Funds not subject to: Federal, Social 

Security, or Medicare tax
o Be careful with shareholders over 

2% ownership

o Qualified medical costs:
o Deductibles
o Co-payments
o Prescriptions
o Dental & Vision expenses
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H R A
o Reimbursement process:

o Submit documentation of 
medical expense to employer or 
HRA admin

o Verify
o Employer reimburses the 

employee from the HRA account

o Record keeping:
o Employers must maintain

accurate records of HRA
transactions.

o Documents from employees
o Distributions from HRA account

172

H R A  TA X  S AV I N G S  E X A M P L E
o Bonus or additional wage
$5,000:

$382.50 SS & M tax
$150.00 retirement 
$532.50 company cost

$5,532.50 company cost
$650 minimum employee tax
$6182.50 cost to employer & 
employee

o HRA
$5,000

Not subject to SS or M tax
Not subject to retirement

$5,000 deductible to employer 
and not taxable to employee.
$1,182.50 savings to both
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POP QUIZ
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PAU L

Paul is a W-2 taxpayer with no company sponsored retirement or 
health insurance. Paul annually owes $400 per year on his federal 
return.  What is a good option to investigate to save him on taxes.
A. HSA
B. IRA
C. SEP
D. HRA

175

PAU L

Paul is a W-2 taxpayer with no company sponsored retirement or 
health insurance. Paul annually owes $400 per year on his federal 
return.  What is a good option to investigate to save him on taxes.
A. HSA
B. IRA
C. SEP
D. HRA
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Jack & Jill have a HSA through Jill’s employer but only contributes 
$1000 to it through payroll. What type of additional taxes would 
they save on if more was contributed through payroll into their HSA 
account?
A. Federal Tax
B. Social Security
C. Medicare Tax
D. School District
E. Municipality Tax
F. All the above
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Jack & Jill have a HSA through Jill’s employer but only contributes 
$1000 to it through payroll. What type of additional taxes would 
they save on if more was contributed through payroll into their HSA 
account?
A. Federal Tax
B. Social Security
C. Medicare Tax
D. School District
E. Municipality Tax
F. All the above

178

SECT ION #18

179

180

C O M P L E T I N G  T H E  R E T U R N

o Examples

o Pencil & Paper 

o Use your brain
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T E R RY

o Semi-retired
o 77 years old, not blind
o No dependents, unmarried
o W-2 income
o Interest 
o Social Security
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R I C K  &  RO B Y N

o Married, 57 & 56 years old
o Not blind, no dependents
o W-2 income
o Retirement income
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Q U E S T I O N S
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o Don’t feel like you need to remember everything
o Refer back to your materials
o Set yourself up for success 

o Rest
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THANK YOU

Melinda Garvin, EA
Jared Foos, EA
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SECTION 12 – CREDITS VS DEDUCTIONS 

How Credits and Deductions Work 

It's important to determine the taxpayers eligibility for tax deductions and tax credits. 

• Deductions can reduce the amount of income before calculating the tax owed. 

• Credits can reduce the amount of tax owed or increase the tax refund. 

• Certain credits may create a refund even if no tax is owed. 

Both credits and deductions reduce the tax bill, but in very different ways. 

Tax credits directly reduce the amount of tax you owe, giving you a dollar-for-dollar reduction of 

your tax liability. A tax credit valued at $1,000, for instance, lowers your tax bill by the 

corresponding $1,000. 

Tax deductions, on the other hand, reduce how much of your income is subject to taxes. 

Deductions lower your taxable income by the percentage of your highest federal income tax 

bracket. So if you fall into the 22% tax bracket, a $1,000 deduction saves you $220. 

 

 

 Would you rather have: 

 A $10,000 tax deduction… …or a $10,000 tax credit? 

Your AGI $100,000 $100,000 

Less: tax deduction ($10,000)  

Taxable income $90,000 $100,000 

Tax rate* 25% 25% 

Calculated tax $22,500 $25,000 

Less: tax credit  ($10,000) 

Your tax bill $22,500 $15,000 

* Example rate. The U.S. has a progressive tax system. 

 

 

 

https://www.nerdwallet.com/blog/taxes/income-taxes/federal-income-tax-brackets/
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Types of Credits 

• Some tax credits are nonrefundable. That means that if you don’t owe a lot in taxes to 

begin with, you don’t get the full value if the credits take your tax bill below zero. In 

other words, a $600 tax bill combined with a $1,000 nonrefundable credit doesn’t get 

you a $400 tax refund check. 

• Some tax credits are refundable. If you qualify to take refundable tax credits — things 

such as the earned income tax credit or the child tax credit — the value of the credit 

goes beyond your tax liability and can result in a refund check. 

We’ll say it here the first of many, many times – credits are subject to additional scrutiny by the 

IRS and preparers are subject to Due Diligence Compliance.  Failure to meet the Due Diligence 

requirements result in penalties. The amount of the penalty is adjusted for inflation. For returns 

filed in 2023, the penalty is $560 per failure per return. 

Many deductions are subject to strict substantiation rules. Under Sec. 274(d) taxpayers are 

required to be able to provide specific detailed information to substantiate the expenses. As the 

recent case of Garza, T.C. Memo. 2014-121, demonstrates, this is an all-or-nothing proposition. 

Without proper substantiation, no deduction is allowed for a Sec. 274(d) expense, even if the 

court believes that a legitimate expenditure was made. 

Sec. 274(d) identifies four classes of expenses for which specific substantiation is required: 

• Sec. 274(d)(1) for travel expenses (including meals and lodging while away from home); 

• Sec. 274(d)(2) for any item with respect to an activity that is of a type generally 

considered to constitute entertainment, amusement, or recreation, or with respect to a 

facility used in connection with such an activity; 

• Sec. 274(d)(3) for business gifts (which are limited to $25); and 

• Sec. 274(d)(4) for expenses with respect to any listed property (as defined in Sec. 

280F(d)(4)). 

 

 

Deductions for Individuals 

• Business expenses for sole proprietors and rentals 

• Itemized deductions 

• Education deductions such as student loan interest, teacher education expenses 

• Health care deductions such as HSA contributions and self-employed health insurance 

deductions 

• Investment related deductions including IRA’s, sale of home, and capital losses. 

https://www.nerdwallet.com/article/taxes/can-you-take-earned-income-tax-credit
https://www.nerdwallet.com/article/taxes/qualify-child-child-care-tax-credit
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Business Expenses 

In Section 3, The Forms, on pages 11 & 12, is the form Schedule C, Profit or Loss from Business.  

Parts II and III are where business expenses are reported. 

In Section 3, The Forms, on page 13, is the form Schedule E, Supplemental Income and Loss.  

Lines 5 through 20 are expenses for Royalty and Rental Income. 

 

Itemized Deductions 

Section 10 covered all the deductions reportable on Schedule A. 

 

Education Deductions 

Student loan interest is interest you paid during the year on a qualified student loan. It includes 

both required and voluntarily pre-paid interest payments. You may deduct the lesser of $2,500 

or the amount of interest you actually paid during the year. The deduction is gradually reduced 

and eventually eliminated by phaseout when your modified adjusted gross income (MAGI) 

amount reaches the annual limit for your filing status. 

You claim this deduction as an adjustment to income, so you don't need to itemize your 

deductions. 

You can claim the deduction if all of the following apply: 

• You paid interest on a qualified student loan in tax year 2022; 

• You're legally obligated to pay interest on a qualified student loan; 

• Your filing status isn't married filing separately; 

• Your MAGI is less than a specified amount which is set annually; and 

• Neither you nor your spouse, if filing jointly, can be claimed as dependents on someone 

else's return. 

A qualified student loan is a loan you took out solely to pay qualified higher education expenses 

that were: 

• For you, your spouse, or a person who was your dependent when you took out the loan; 

• For education provided during an academic period for an eligible student; and 

• Paid or incurred within a reasonable period of time before or after you took out the 

loan. 
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If you paid $600 or more of interest on a qualified student loan during the year, you should 

receive a Form 1098-E, Student Loan Interest Statement from the entity to which you paid the 

student loan interest. 

Educator Expenses Deduction 

The maximum educator expense deduction if $300 for 2022 and 2023. That means if you’re an 

eligible educator, you can deduct up to $300 of out-of-pocket classroom expenses. 

If you and your spouse are both educators or teachers and your filing status is Married Filing 

Jointly, you can deduct up to a maximum of $600. But each of you can only claim up to $300. 

An eligible educator is anyone who is a teacher, instructor, counselor, principal, or aide at a 

school for kindergarten through twelfth grade. 

With the educator expense deduction, it doesn’t matter whether you work in a public school or 

private school—each environment qualifies. But you must work at least 900 hours during the 

school year to be able to claim the educator expense deduction. 

There’s a wide variety of "qualified expenses" that educators can claim for the educator expense 

deduction.  

For example, if your school doesn’t reimburse the cost of books, supplies, and other materials 

that you use in the classroom, the amount that you pay out of pocket for those can be deducted 

https://www.irs.gov/forms-pubs/about-form-1098-e
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on your federal tax return. The unreimbursed cost of computers, software, and related services 

are also considered qualified expenses for purposes of the deduction. 

You can also deduct the cost of items that you bought to help protect against COVID-19 in the 

classroom. That might include for example, masks, disinfectant, hand soap and sanitizer and 

disposable gloves. It also can include larger items like air purifiers that were more common 

during the pandemic. 

Health Care Expense Deductions 

Health Savings Account (HSA) Contributions  

Contributing to a health savings account (HSA) allows you to pay for qualified medical expenses 

with tax-free dollars. If you have an HSA through an employer, you can make contributions on a 

pretax basis. If you have an HSA that's not through an employer, you may be able to deduct your 

contributions on your tax return. 

Health Savings Accounts offer a triple-tax advantage* – deposits are tax-deductible, growth is 

tax-deferred, and spending is tax-free. All contributions to your HSA are tax-deducible, or if 

made through payroll deductions, are pre-tax which lowers your overall taxable income. 

• Your contributions may be 100 percent tax-deductible, meaning contributions can be 

deducted from your gross income. 

• All interest earned in your HSA is 100 percent tax-deferred, meaning the funds grow 

without being subject to taxes unless they are used for non-eligible medical expenses. 

• Withdrawals from your HSA are 100 percent tax-free for eligible medical expenses (i.e., 

deductibles, copays, prescriptions, vision, and dental care). 

• Your HSA funds are not taxed as long as you use them for eligible medical expenses. 

HSA Contribution Limits 

2023 Limits Single Plan Family Plan 

Maximum Contribution Limit $3,850 $7,750 

Minimum Deductible $1,500 $3,000 

Maximum Out-of-Pocket $7,500 $15,000 

Catch-up Contribution (55+) $1,000 $1,000 

 

 

 

https://www.kiplinger.com/taxes/tax-deductions/602209/teachers-can-deduct-covid-prevention-supplies-on-their-tax-return
https://www.kiplinger.com/taxes/tax-deductions/602209/teachers-can-deduct-covid-prevention-supplies-on-their-tax-return
https://www.hsacentral.net/consumers/contribution-limits/
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2024 Limits Single Plan Family Plan 

Maximum Contribution Limit $4,150 $8,300 

Minimum Deductible $1,600 $3,200 

Maximum Out-of-Pocket $8,050 $16,100 

Catch-up Contribution (55+) $1,000 $1,000 

Each year the IRS sets limits on how much you can contribute to your HSA with a single plan and 

family plan. In order to ensure you receive the full tax-advantage, it’s important to stay within 

the annual contribution limit.  

• If you have a High Deductible Health Plan (HDHP) through your employer, you can 

choose to contribute pre-tax dollars directly from each paycheck. 

• If this is not available through your employer, you can choose to make post-tax 

contributions and claim a tax-deduction on your tax return. Again, it’s important to keep 

in mind the annual contribution limits determined by the IRS to ensure you receive the 

full tax benefit. 

If your HSA contains excess or ineligible contributions you will generally owe the IRS a 6% 

excess-contribution penalty tax for each year that the excess contribution remains in your HSA. 

Employers must report all employer and employee Health Savings Account (HSA) contributions 

made through payroll as a single aggregated amount on the employee’s form W-2 in Box 12 

using code W. 

If an employee has an amount reported in box 12 of their Form W-2 (Code W) for employer 

contributions to your health savings account (including contributions through a cafeteria plan), 

then the employee should complete IRS form 8889 Health Savings Account. 

Example: 

• Kyle is HSA-eligible with family HDHP coverage for all of 2023. 

• Kyle’s employer contributes $3,000 to his HSA in 2023. 

• Kyle contributes $4,100 to his HSA on a pre-tax basis through his employer’s Section 125 

cafeteria plan in 2023. 

Result: 

• The employer must report both the employer and employee HSA contributions as a 

single aggregated amount in Box 12 using Code W. 

• Box 12 of Kyle’s 2023 Form W-2 will show $7,100 in combined employer/employee HSA 

contributions with Code W. 

Is this the max Kyle could contribute to his HSA?  What should you recommend now? 
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Self Employed Health Insurance Deduction 

If you're self-employed and have a net profit for the year, you may be eligible for the self-

employed health insurance deduction. This is an adjustment to income, rather than an itemized 

deduction, for premiums you paid on a health insurance policy covering medical care, including 

a qualified long-term care insurance policy for yourself, your spouse, and dependents. The 

policy can also cover your child who is under the age of 27 at the end of 2022 even if the child 

wasn't your dependent. If you don't claim 100% of your paid premiums, you can include the 

remainder with your other medical expenses as an itemized deduction on Schedule A (Form 

1040). 

One of the following statements must be true.  

• You were self-employed and had a net profit for the year reported on Schedule C 

(Form 1040) or Schedule F (Form 1040).  

• You were a partner with net earnings from self-employment for the year 

reported on Schedule K-1 (Form 1065), box 14, code A.  

• You used one of the optional methods to figure your net earnings from self-

employment on Schedule SE.  

• You received wages in 2022 from an S corporation in which you were a more-

than-2% shareholder. Health insurance premiums paid or reimbursed by the S 

corporation are shown as wages on Form W-2. 

 

Investment Deductions 

Qualified contributions made to a Traditional IRA may be deducted as an adjustment on 

Schedule 1, page 2. 

To contribute to a Traditional IRA, you, and/or your spouse if you file a joint return, must have 

taxable compensation, such as wages, salaries, commissions, tips, bonuses, or net income from 

self-employment. For tax years beginning after 2019, there is no age limit to contribute to a 

traditional IRA. Compensation for purposes of contributing to an IRA doesn't include earnings 

and profits from property, such as rental income, interest and dividend income, or any amount 

received as pension or annuity income, or as deferred compensation. In certain cases, other 

amounts may be treated as compensation for purposes of contributing to an IRA, including 

certain alimony and separate maintenance payments received, certain amounts received to aid 

in the pursuit of graduate and postdoctoral studies, and certain difficulty of care payments 

received. 

Any money you contribute to a traditional IRA that you do not deduct on your tax return is a 

“nondeductible contribution.” You still must report these contributions on your return, and you 

use Form 8606 to do so. 

Form 5498: IRA Contributions Information reports your IRA contributions to the IRS. Your IRA 

trustee or issuer - not you - is required to file this form with the IRS by May 31. 

https://www.irs.gov/forms-pubs/about-schedule-a-form-1040
https://www.irs.gov/forms-pubs/about-schedule-a-form-1040
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The IRA contribution limits for 2023 are $6,500 for those under age 50, and $7,500 for those 

age 50 or older. You can make 2023 IRA contributions until the un-extended federal tax deadline 

(for income earned in 2023) or April 15th, 2024. 

IRA and Roth IRA contribution limits 

Year Under age 50 Age 50 and older 

2022 $6,000 $7,000 

2023 $6,500 $7,500 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

If you're covered by a retirement plan at work, use this table to determine if your modified 

AGI affects the amount of your deduction. 

https://www.irs.gov/publications/p590a
https://www.irs.gov/publications/p590a
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If Your Filing Status Is... 

And Your Modified AGI 

Is... Then You Can Take... 

single or 

head of household 

$68,000 or less a full deduction up to the amount of 

your contribution limit. 

single or 

head of household 

more than $68,000 but 

less than $78,000 

a partial deduction. 

single or 

head of household 

$78,000 or more no deduction. 

married filing 

jointly or qualifying widow(er) 

$109,000 or less a full deduction up to the amount of 

your contribution limit. 

married filing jointly or qualifying 

widow(er) 

  more than $109,000 but 

less than $129,000 

  a partial deduction. 

married filing jointly or qualifying 

widow(er) 

  $129,000 or more  no deduction. 

married filing separately  less than $10,000   a partial deduction. 

married filing separately  $10,000 or more  no deduction. 

 If you file separately and did not live with your spouse at any time during the year, your IRA 

deduction is determined under the "single" filing status. 

 

 

 

 

 

 

 

https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-ira-contribution-limits
https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-ira-contribution-limits


~ 10 ~ 
 

Self employed individuals have many of the same options to save for retirement on a tax-

deferred basis as employees participating in company plans.  Some options include: 

Simplified Employee Pension (SEP) 

• Contribute as much as 25% of your net earnings from self-employment (not including 

contributions for yourself), up to $66,000 for 2023 ($61,000 for 2022, $58,000 for 2021, 

$57,000 for 2020 and $56,000 for 2019). 

401(k) plan 

• Make annual salary deferrals up to $22,500 in 2023 ($20,500 in 2022, $19,500 in 2021 
and in 2020; $19,000 in 2019), plus an additional $7,500 in 2023 ($6,500 in 2022, in 
2021 and in 2020 and $6,000 in 2015 - 2019) if you're 50 or older either on a pre-tax 
basis or as designated Roth contributions. 

• Contribute up to an additional 25% of your net earnings from self-employment for total 
contributions of $66,000 for 2023 ($61,000 for 2022; $58,000 for 2021; $57,000 for 2020 
and $56,000 for 2019), including salary deferrals. 

• Tailor your plan to allow access to your account balance through loans and hardship 
distributions. 

A one-participant 401(k) plan is sometimes referred to as a “solo-401(k),” “individual 401(k)” or 
“uni-401(k).” It is generally the same as other 401(k) plans, but because there are no employees 
other than your spouse who work for the business, it is exempt from discrimination testing. 

Savings Incentive Match Plan for Employees (SIMPLE IRA Plan) 

You can put all your net earnings from self-employment in the plan: up to $15,500 in 2023 

($14,000 in 2022;  $13,500 in 2021 and in 2020; $13,000 in 2019), plus an additional $3,500 in 

2023 if you’re 50 or older ($3,000 if you're 50 or older in 2015 - 2022), plus either a 2% fixed 

contribution or a 3% matching contribution. 

These are some of the most common deferrals.  Others include Defined Benefit Plans, Keogh 

Plans, Profit-Sharing Plans, and Money Purchase Plans. 

Credits and Filing Status 

There are many tax credits, both refundable and non-refundable, that are not available for 

taxpayers using the married filing separate status.  Below is a chart of some of the credits that 

we can fill out in order to learn the differences. 

 

 

 

https://www.irs.gov/retirement-plans/plan-sponsor/simplified-employee-pension-plan-sep
https://www.irs.gov/publications/p560
https://www.irs.gov/retirement-plans/retirement-plans-faqs-on-designated-roth-accounts
https://www.irs.gov/publications/p560
https://www.irs.gov/retirement-plans/retirement-plans-faqs-regarding-loans
https://www.irs.gov/retirement-plans/retirement-plans-faqs-regarding-hardship-distributions
https://www.irs.gov/retirement-plans/retirement-plans-faqs-regarding-hardship-distributions
https://www.irs.gov/retirement-plans/one-participant-401k-plans
https://www.irs.gov/retirement-plans/plan-sponsor/simple-ira-plan
https://www.irs.gov/retirement-plans/simple-ira-tips-for-the-sole-proprietor
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Schedule 3, Form 1040 

 

 

 

 

 

 

 

 

 

NON REFUNDABLE CREDITS ALLOWED FOR MFS 

Foreign Tax Credit Yes   or   No 

Credit for Child and Dependent Care 

Expenses 

Yes   or   No 

Education Credits Yes   or   No 

Retirement Savings Contributions Credit Yes   or   No 

Adoption Credit Yes   or   No 

Residential Energy Credits Yes   or   No 

 

NON REFUNDABLE CREDITS ALLOWED FOR MFS 

Foreign Tax Credit Yes   or   No 

Credit for Child and Dependent Care 

Expenses 

Yes   or   No 

Education Credits Yes   or   No 

Retirement Savings Contributions Credit Yes   or   No 

Adoption Credit Yes   or   No 

Residential Energy Credits Yes   or   No 
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Schedule 3 of Form 1040 

 

Page 2 of Form 1040, Payments Section 

 

 

REFUNDABLE CREDITS ALLOWED FOR MFS 

Earned Income Credit Yes   or   No 

Additional Child Tax Credit Yes   or   No 

American Opportunity Credit Yes   or   No 

Net Premium Tax Credit Yes   or   No 

 

 

 

 

 

 

 

 

 

 

 

 



~ 13 ~ 
 

Credits – Refundable and Non-Refundable 

The U.S. tax code provides certain tax breaks in the form of tax credits that reduce the tax 

liability of eligible taxpayers. A tax credit is applied to the amount of tax owed by the taxpayer 

after all other allowable deductions are made from the person’s taxable income. 

Refundable and nonrefundable tax credits are both directly subtracted from the amount of 

taxes that a taxpayer owes. Tax deductions, as stated above, are subtracted from the taxpayer’s 

taxable income. Tax credits generally result in bigger savings, especially for lower-income filers. 

The maximum value of a nonrefundable tax credit is capped at a taxpayer's tax liability. In 

contrast, taxpayers receive the full value of their refundable tax credits. The amount of a 

refundable tax credit that exceeds tax liability is refunded to taxpayers. 

• A tax credit is a tax break that reduces a filer’s tax liability dollar for dollar. 

• A nonrefundable tax credit can only reduce tax liability to zero. 

• A refundable tax credit results in a tax refund if the amount owed is below zero. 

Examples of Nonrefundable Tax Credits 

Commonly claimed tax credits that are nonrefundable include: 

• Saver’s credit 

• Lifetime learning credit (LLC) 

• Adoption credit 

• Foreign tax credit (FTC) 

• Mortgage interest tax credit 

• Elderly and disabled credit 

• Residential energy efficient property credit 

• General business credit (GBC) 

• Alternative motor vehicle credit 

• Credit for holders of tax credit bonds 

Some nonrefundable tax credits, such as the general business credit (GBC) and foreign tax credit 

(FTC), allow taxpayers to carry any unused amounts backward to a prior year and forward to 

future tax years. 

However, time limits apply to the carryover rules, and they differ depending on the specific 

credit. For example, while unused portions of the GBC may be carried forward up to 20 years, 

an individual can carry unused FTC amounts forward only up to 10 years. 

A nonrefundable credit essentially means that the credit can't be used to increase your tax 

refund or to create a tax refund when you wouldn't have already had one. In other words, your 

savings cannot exceed the amount of tax you owe. 

Let’s look at some of the more common non-refundable credits individually: 

https://www.investopedia.com/terms/s/saverstaxcredit.asp
https://www.investopedia.com/terms/l/lifelearningcredit.asp
https://www.investopedia.com/terms/f/foreign-tax-credit.asp
https://www.investopedia.com/terms/e/energy-tax-credit.asp
https://www.investopedia.com/terms/g/general-business-tax-credit.asp
https://www.investopedia.com/terms/a/alternative-motor-vehicle-credit.asp
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Retirement Savings Contributions Credit (Saver’s Credit) 

You may be able to take a tax credit for making eligible contributions to your IRA or employer-

sponsored retirement plan. Also, you may be eligible for a credit for contributions to your 

Achieving a Better Life Experience (ABLE) account, if you’re the designated beneficiary. 

The saver's tax credit is an added tax break for people with moderate incomes who contribute 

part of their salaries to retirement accounts. For those who are eligible, the credit reduces their 

income taxes owed dollar for dollar, up to a cap that depends on their incomes. 

Who's eligible for the credit? 

You're eligible for the credit if you're: 

1. Age 18 or older, 

2. Not claimed as a dependent on another person’s return, and 

3. Not a student. 

You were a student if during any part of 5 calendar months of the tax year you: 

• Were enrolled as a full-time student at a school, or 

• Took a full-time, on-farm training course given by a school or a state, county, or local 

government agency. 

A school includes technical, trade, and mechanical schools. It does not include on-the-job 

training courses, correspondence schools, or schools offering courses only through the Internet. 

 

Depending on your adjusted gross income reported on your Form 1040 series return, the 

amount of the credit is 50%, 20% or 10% of: 

• contributions you make to a traditional or Roth IRA, 

• elective salary deferral contributions to a 401(k), 403(b), governmental 457(b), SARSEP, 

or SIMPLE plan, 

• voluntary after-tax employee contributions made to a qualified retirement plan 

(including the federal Thrift Savings Plan) or 403(b) plan, 

• contributions to a 501(c)(18)(D) plan, or 

• contributions made to an ABLE account for which you are the designated beneficiary 

(beginning in 2018). 

Rollover contributions do not qualify for the credit. Also, your eligible contributions may be 

reduced by any recent distributions you received from a retirement plan or IRA, or from an ABLE 

account. 

 

The tax credit is open to eligible taxpayers who contribute to employer-sponsored 401(k), 

403(b), SIMPLE, SEP, or governmental 457 plans, or who make contributions to traditional or 

Roth IRAs. 

 

https://www.irs.gov/government-entities/federal-state-local-governments/able-accounts-tax-benefit-for-people-with-disabilities
https://www.irs.gov/government-entities/federal-state-local-governments/able-accounts-tax-benefit-for-people-with-disabilities
https://www.investopedia.com/retirement/roth-vs-traditional-ira-which-is-right-for-you/
https://www.investopedia.com/retirement/roth-vs-traditional-ira-which-is-right-for-you/
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The maximum contribution amount that may qualify for the credit is $2,000 ($4,000 if married 

filing jointly), making the maximum credit $1,000 ($2,000 if married filing jointly). Use the chart 

below to calculate your credit. 

2023 Saver's Credit 

Credit Rate Married Filing 

Jointly 

Head of Household All Other Filers* 

50% of your 

contribution 

AGI not more 

than $43,500 

AGI not more 

than $32,625 

AGI not more 

than $21,750 

20% of your 

contribution 

$43,501- $47,500 $32,626 - $35,625 $21,751 - 

$23,750 

10% of your 

contribution 

$47,501 - $73,000 $35,626 - $54,750 $23,751 - 

$36,500 

0% of your 

contribution 

more than 

$73,000 

more than $54,750 more than 

$36,500 

*Single, married filing separately, or qualifying widow(er) 

 

Examples: 

John and Maria are married and file jointly. He’ll contribute $1,000 to his 401(k) plan this year. 

She’ll contribute $1,000 to an IRA. Their 2023 combined adjusted gross income is $33,500. Each 

of them is therefore eligible to claim a 50% credit for their contributions. Together, their credits 

are worth $1,000 (50% of $1,000 x 2 = $1,000). 

Christine files as a head of household. She’ll contribute $1,200 to her 403(b) plan this year. With 

a 2023 adjusted gross income is $33,000, Christine can claim a 20% Savers Credit for her 

contribution, worth $240. 

 

The Savers Credit is reported on Form 8880: 
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Education Related Non-Refundable Credits 

There are actually two non-refundable education credits; the Lifetime Learning Credit and the 

American Opportunity Credit.  However, the American Opportunity Credit consists of two parts 

of which one is non-refundable and one is refundable.  The same student cannot claim both 

education credits in the same tax year. We’ll cover the American Opportunity Credit in the 

Refundable Credits section. The following is a chart that compares both education credits. 

Tax Year 2022 Education Benefits Comparison 

Criteria AOTC LLC 

Maximum benefit Up to $2,500 credit 
per eligible student 

Up to $2,000 credit per return 

Refundable or 
nonrefundable 

40% of 
credit (refundable) 

Not refundable 

Limit on MAGI* for 
married filing jointly 

 $180,000 $180,000  

  
Limit on MAGI* for 
single, head of 
household, or 
qualifying widow(er) 

$90,000 $90,000 

If married can you file 
a separate return? 

 No  

Dependent status  Cannot claim benefit if someone else can claim you as a dependent 
on their return 

Can you or your 
spouse  be a 
nonresident alien? 

No, unless nonresident alien is treated as resident alien for tax purposes 
(see Publication 519 for information on nonresident alien status) 

Number of years of 
post-secondary 
education available 

Only if student hasn't 
completed 4 years of 
post-secondary 
education before 2022 

All years of post-secondary education and for 
courses to acquire or improve job skills 

Number of tax years 
benefit available 

4 tax years per eligible 
student (includes any 
years former Hope 
credit claimed) 

Unlimited 

https://www.eitc.irs.gov/other-refundable-credits-toolkit/compare-education-credits/compare-education-credits#MAGI
https://www.eitc.irs.gov/other-refundable-credits-toolkit/compare-education-credits/compare-education-credits#MAGI
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Type of program 
required 

Student must be 
pursuing a degree or 
other recognized 
education credential  

Student does not need to be pursuing a degree 
or other recognized education credential 

Number of courses Student must be 
enrolled at least half 
time for at least one 
academic period 
beginning in 2022 

Available for one or more courses  

Felony drug conviction Students must have 
no felony drug 
convictions as of the 
end of 2022 

Does not apply  

Qualified expenses Tuition, required 
enrollment fees and 
course materials 
needed for course of 
study  

Tuition and fees required for enrollment or 
attendance  

For whom can you 
claim the benefit? 

• You 
• Your spouse 
• Student you 

claim as a 
dependent on 
your return  

• You 
• Your spouse 
• Student you claim as a dependent on 

your return 

Who must pay the 
qualified expenses? 

• You or your 
spouse 

• Student 
• Third partyˆ 

• You or your spouse 
• Student 
• Third partyˆ 

Payments for 
academic periods 

Made in 2022 for academic periods beginning in 2022 or the first 3 
months of 2023 
     

Do I need to claim 
the benefit on a 
schedule or form? 

Yes, Schedule 3 of 
Form 1040 and Form 
8863, Education 
Credits 
Form 8863 
Instructions 

Yes, Schedule 3 of Form 1040 and Form 8863, 
Education Credits 
Form 8863 Instructions 

 

 

https://www.eitc.irs.gov/other-refundable-credits-toolkit/compare-education-credits/compare-education-credits#Third%20Party
https://www.eitc.irs.gov/other-refundable-credits-toolkit/compare-education-credits/compare-education-credits#Third%20Party
https://www.irs.gov/pub/irs-pdf/f1040s3.pdf
https://www.irs.gov/pub/irs-pdf/f1040s3.pdf
https://www.irs.gov/pub/irs-pdf/f8863.pdf
https://www.irs.gov/pub/irs-pdf/f8863.pdf
https://www.irs.gov/pub/irs-pdf/f8863.pdf
https://www.irs.gov/pub/irs-pdf/i8863.pdf
https://www.irs.gov/pub/irs-pdf/i8863.pdf
https://www.irs.gov/pub/irs-pdf/f1040s3.pdf
https://www.irs.gov/pub/irs-pdf/f8863.pdf
https://www.irs.gov/pub/irs-pdf/f8863.pdf
https://www.irs.gov/pub/irs-pdf/i8863.pdf
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ˆ Third Party-Qualified education expenses paid by a third party for you or a student you 

claimed as a dependent on your return are considered paid by you for the AOTC and 

LLC. Payments by third parties include amounts paid by relatives or friends. 

* MAGI, modified adjusted gross income: For most people, MAGI is the amount of AGI, adjusted 

gross income, shown on your tax return.  If you file Form 1040 or Form 1040SR, AGI is on line 8b 

and you add back the following: 

1. Foreign earned income exclusion, 

2. Foreign housing exclusion, 

3. Foreign housing deduction, 

4. Exclusion of income by bona fide residents of American Samoa, and 

5. Exclusion of income by bona fide residents of Puerto Rico. 

 

Lifetime Learning Credit 

The lifetime learning credit (LLC) 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 you can claim the credit. It is worth 

up to $2,000 per tax return. 

To claim the LLC, you must meet all three of the following: 

1. You, your dependent or a third party pay qualified education expenses for higher 

education. 

2. You, your dependent or a third party pay the education expenses for an eligible student 

enrolled at an eligible educational institution. 

3. The eligible student is yourself, your spouse or a dependent you listed on your tax 

return. 

To be eligible for LLC, the student must: 

• Be enrolled or taking courses at an eligible educational institution. 

• Be taking higher education course or courses to get a degree or other recognized 

education credential or to get or 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. For 

schools that use clock or credit hours and do not have academic terms, the payment 

period may be treated as an academic period. 

https://www.eitc.irs.gov/other-refundable-credits-toolkit/compare-education-credits/compare-education-credits
https://www.eitc.irs.gov/other-refundable-credits-toolkit/compare-education-credits/compare-education-credits
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/eligible-educational-inst
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Income Limits 

• For TY2022, the amount of your LLC is gradually reduced (phased out) if your MAGI is 

between $80,000 and $90,000 ($160,000 and $180,000 if you file a joint return). 

• You can’t claim the credit if your MAGI is $90,000 or more ($180,000 or more if you file a 

joint return). 

To be eligible to claim the AOTC or LLC, the law requires a taxpayer (or a dependent) to have 

received Form 1098-T, Tuition Statement, from an eligible educational institution, whether 

domestic or foreign. Generally, students receive a Form 1098-T, Tuition Statement, from their 

school by January 31. This statement helps you figure your credit. The form will have an amount 

in box 1 to show the amounts received during the year. But this amount may not be the amount 

you can claim. 

Use Form 8863 to figure and claim your education credits, which are based on qualified 

education expenses paid to an eligible postsecondary educational institution.  

 

 

 

 

 

 

https://www.irs.gov/pub/irs-pdf/f1098t.pdf
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Qualified Education Expenses for Education Credits 

Qualified expenses are amounts paid for tuition, fees and other related expenses for an eligible 

student that are required for enrollment or attendance at an eligible educational institution. You 

must pay the expenses for an academic period* that starts during the tax year or the first three 

months of the next tax year. 

Eligible expenses also include student activity fees you are required to pay to enroll in or attend 

the school. For example, an activity fee that all students are required to pay to fund all on-

campus student organizations and activities. 

For AOTC only, expenses for books, supplies and equipment the student needs for a course of 

study are included in qualified education expenses even if it is not paid to the school. For 

example, the cost of a required course book bought from an off-campus bookstore is a qualified 

education expense. 

Expenses that Do Not Qualify 

Even if you pay the following expenses to enroll or attend the school, the following are not 

qualified education expenses: 

• Room and board 

• Insurance 

• Medical expenses (including student health fees) 

• Transportation 

• Similar personal, living or family expenses. 

Sports, games, hobbies or non-credit course 

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. 

Course of Study and LLC 

You must pay the expenses for higher education that result in a degree or other recognized 

education credential. For the Lifetime Learning Credit, you can qualify if you take the course to 

acquire or improve your job skills. 

Academic Period 

You must pay the qualified education expenses for an academic period that starts during the tax 

year or the first three months of the next tax year. Academic periods can be semesters, 

trimesters, quarters or any other period of study such as a summer school session. Academic 

periods are determined by the school. For schools that use clock or credit hours and do not 

have academic terms, the payment period may be treated as an academic period. 
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Expenses Cannot Be Paid with Tax-Free Funds 

You cannot claim a credit for education expenses paid with tax-free funds. You must reduce the 

amount of expenses paid with tax-free grants, scholarships and fellowships and other tax-free 

education help. 

What if the Student Withdraws from Classes? 

You can claim the credits for any amounts not refunded if the student withdraws. 

Scholarships and Fellowship Grants  

A scholarship is generally an amount paid or allowed to, or for the benefit of, a student 

(whether an undergraduate or a graduate) at an educational institution to aid in the pursuit of 

his or her studies.  

A fellowship grant is generally an amount paid for the benefit of an individual to aid in the 

pursuit of study or research.  

Amount of scholarship or fellowship grant. The amount of a scholarship or fellowship grant 

includes the following.  

• The value of contributed services and accommodations. This includes such services and 

accommodations as room (lodging), board (meals), laundry service, and similar services 

or accommodations that are received by an individual as a part of a scholarship or 

fellowship grant.  

• The amount of tuition, matriculation, and other fees that are paid for or remitted to the 

student to aid the student in pursuing study or research.  

• Any amount received in the nature of a family allowance as a part of a scholarship or 

fellowship grant. 

Eligible educational institution.  

An eligible educational institution is one whose primary function is the presentation of formal 

instruction and that normally maintains a regular faculty and curriculum and normally has a 

regularly enrolled body of students in attendance at the place where it regularly carries on its 

educational activities. 
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Adoption Credit 

The adoption tax credit lets families who were in the adoption process during 2023 claim up to 

$15,950 in eligible adoption expenses for each eligible child. Taxpayers can apply the credit to 

international, domestic, private and public foster care adoptions. 

• To claim the adoption credit, taxpayers complete Form 8839, Qualified Adoption 

Expenses and attach it to their tax return. They use this form to figure how much credit 

they can claim. 

• There are income limits that affect the amount of the credit. 

• The adoption tax credit is non-refundable. It will reduce a tax bill but won't result in a 

refund, even when the amount of credit is greater than the tax bill. However, a taxpayer 

can carry their leftover credit forward and apply it to future tax returns for up to five 

years. 

An eligible child is an individual who is under the age of 18 or is physically or mentally incapable 

of caring for themself. 

Qualified adoption expenses include such things as: 

• Adoption fees 

• Court costs and legal fees 

• Adoption related travel expenses like meals and lodging 

• Other expenses directly related to the legal adoption of an eligible child. 

Expenses may be deductible even if the taxpayer pays them before an eligible child is identified. 

For example, some future adoptive parents pay for a home study at the beginning of the 

adoption process. These parents can claim the fees as qualified adoption expenses. 

Qualified adoption expenses do not include expenses that a taxpayer pays to adopt their 

spouse's child. They may, however, include adoption expenses paid by a registered domestic 

partner if that partner lives in a state that allows a same-sex second parent or co-parent to 

adopt their partner's child. 

Income and dollar limitations 

The credit and exclusion are each subject to an income limitation and a dollar limitation. 

The income limit on the adoption credit or exclusion is based on your modified adjusted gross 

income (MAGI). If your MAGI amount for 2023 falls between certain dollar limits, your credit or 

exclusion is subject to a phaseout (is reduced or eliminated). For tax year 2023, the MAGI 

phaseout begins at $239,230 and ends at $279,230. Thus, if your MAGI amount is below 

https://www.irs.gov/forms-pubs/about-form-8839
https://www.irs.gov/forms-pubs/about-form-8839
https://www.irs.gov/taxtopics/tc607
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$239,230 for 2023, your credit or exclusion won't be affected by the MAGI phaseout, whereas if 

your MAGI amount for 2023 is $279,230 or more, your credit or exclusion will be zero. 

You must reduce the dollar limit for a particular year by the amount of qualified adoption 

expenses paid and claimed in previous years for the same adoption effort. For example, if you 

claimed a $3,000 credit in connection with a domestic adoption in 2022 and paid an additional 

$14,890 of qualified adoption expenses in 2023 (when the adoption became final), the 

maximum credit you can claim in 2023 is $12,950 ($15,950 dollar limit less $3,000 of qualified 

adoption expenses claimed in 2022). 

In computing the dollar limitation, qualified adoption expenses paid and claimed in connection 

with an unsuccessful domestic adoption effort must be combined with qualified adoption 

expenses paid in connection with a subsequent domestic adoption attempt, whether or not the 

subsequent attempt is successful. For example, assume that in 2020 an individual claimed 

$8,000 in qualified adoption expenses in an unsuccessful adoption effort. In 2021 and 2022 the 

individual spent a total of $10,000 in qualified adoption expenses in connection with a 

successful domestic adoption that became final in 2022. The maximum adoption credit 

allowable in 2022 is $6,890 ($14,890 dollar limit for 2022 less $8,000 previously claimed). 

The dollar limitation applies separately to both the credit and the exclusion, and you may be 

able to claim both the credit and the exclusion for qualified expenses. However, you must claim 

any allowable exclusion before claiming any allowable credit. Expenses used for the exclusion 

reduce the amount of qualified adoption expenses available for the credit. As a result, you can't 

claim both a credit and an exclusion for the same expenses. Examples 1, 2, and 3 illustrate these 

rules. 

Example 1. In 2022, the following events occur: (a) You pay $14,890 of qualified adoption 

expenses in connection with an adoption of an eligible child; (b) your employer reimburses you 

for $4,890 of those expenses; and (3) the adoption becomes final. Your MAGI amount for 2022 

is less than $223,410. Assuming you meet all other requirements, you can exclude $4,890 from 

your gross income for 2022. However, the expenses allowable for the adoption credit are 

limited to $10,000 ($14,890 total expenses paid less $4,890 employer reimbursement). 

Example 2. The facts are the same as in Example 1, except that you pay $19,890 of qualified 

adoption expenses and your employer reimburses you for $5,000 of those expenses. Assuming 

you meet all other requirements, you can exclude $5,000 from your gross income for 2022 and 

claim a $14,890 adoption credit ($19,890 total expenses paid less $5,000 employer 

reimbursement). 

Example 3. The facts are the same as in Example 1, except that you pay $30,000 of qualified 

adoption expenses and your employer reimburses you for $14,890 of those expenses. Assuming 

you meet all other requirements, you can exclude $14,890 from your gross income for 2022. 

You can also claim a credit of $14,890. Because of the dollar limitation, the remaining $220 of 
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expenses ($30,000 total expenses paid, less $14,890 dollar-limited exclusion, less $14,890 

dollar-limited credit) can never be used for either the exclusion or the adoption credit. 

Adoption of U.S. children that a state has determined to have special needs 

If you adopt a U.S. child that a state has determined to have special needs, you're generally 

eligible for the maximum amount of credit in the year of finality. Thus, if the adoption of a child 

whom a state has determined has special needs becomes final in 2023, the maximum credit 

allowable generally would be $15,950. However, the maximum amount will be reduced by any 

qualified adoption expenses you claimed for the same child in a prior year or years, and the 

MAGI limitation may apply. 

If you adopt a child whom a state has determined has special needs, and if your employer has a 

written qualified adoption assistance program, you may be eligible for the exclusion, even if you 

or your employer didn't pay any qualified adoption expenses. 

A child has special needs for purpose of the adoption expenses if: 

1. The child is a citizen or resident of the United States or its possessions when the 

adoption effort began; 

2. A state determines that the child can't or shouldn't be returned to his or her parent's 

home; and 

3. The state determines that the child probably won't be adoptable without assistance 

provided to the adoptive family. 

Don't confuse "children with special needs" for purposes of the adoption credit with the 

definitions of "children with special needs" for other purposes. Foreign children aren't 

considered to have special needs for purposes of the adoption credit. Even U.S. children who 

have disabilities may not have special needs for purposes of the adoption credit. 

Generally, "special needs adoptions" are the adoptions of children whom the state's child 

welfare agency considers difficult to place for adoption. 
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Child and Dependent Care Credit 

You may be able to claim the child and dependent care credit if you paid expenses for the care 

of a qualifying individual to enable you (and your spouse, if filing a joint return) to work or 

actively look for work. Generally, you may not take this credit if your filing status is married filing 

separately. However, an exception for certain taxpayers living apart from their spouse and 

meeting other requirements could be available. The amount of the credit is a percentage of the 

amount of work-related expenses you paid to a care provider for the care of a qualifying 

individual. The percentage depends on your adjusted gross income. 

Dollar Limit 

The total expenses that you may use to calculate the credit may not be more than $3,000 (for 

one qualifying individual) or $6,000 (for two or more qualifying individuals). Expenses paid for 

the care of a qualifying individual are eligible expenses if the primary reason for paying the 

expense is to assure the individual's well-being and protection. If you received dependent care 

benefits that you exclude or deduct from your income, you must subtract the amount of those 

benefits from the dollar limit that applies to you. 

Qualifying Individual 

A qualifying individual for the child and dependent care credit is: 

• Your dependent qualifying child who was under age 13 when the care was provided, 

• Your spouse who was physically or mentally incapable of self-care and lived with you for 

more than half of the year, or 

• An individual who was physically or mentally incapable of self-care, lived with you for 

more than half of the year, and either: (a) was your dependent; or (b) could have been 

your dependent except that he or she received gross income of $4,400 or more, or filed 

a joint return, or you (or your spouse, if filing jointly) could have been claimed as a 

dependent on another taxpayer's 2022 return. 

Physically or Mentally Not Able to Care for Oneself - An individual is physically or mentally 

incapable of self-care if, as a result of a physical or mental defect, the individual is incapable of 

caring for his or her hygiene or nutritional needs or requires the full-time attention of another 

person for the individual's own safety or the safety of others. 

Children of Divorced or Separated Parents or Parents Living Apart - A noncustodial parent who 

is claiming a child as a dependent should review the rules under the topic Child of divorced or 

separated parents or parents living apart in Publication 503, because a child may be treated as 

the qualifying individual of the custodial parent for the child and dependent care credit, even if 

the noncustodial parent is entitled to claim the child as a dependent. 

https://www.irs.gov/pub/irs-pdf/p503.pdf
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Individual Qualifying for Part of Year - If an individual is a qualifying individual for only a part of 

the tax year, only those expenses paid for care of the individual during that part of the year are 

included in calculating the credit. 

Taxpayer Identification Number (TIN) - You must provide the TIN (usually the social security 

number) of each qualifying individual. 

Care of a Qualifying Individual 

The care may be provided in the household or outside the household; however, don't include 

any amounts that aren't primarily for the well-being of the individual. You should divide the 

expenses between amounts that are primarily for the care of the individual and amounts that 

aren't primarily for the care of the individual. You must reduce the expenses primarily for the 

care of the individual by the amount of any dependent care benefits provided by your employer 

that you exclude from gross income. In general, you can exclude up to $5,000 for dependent 

care benefits received from your employer. Additionally, in general, the expenses claimed may 

not exceed the smaller of your earned income or your spouse's earned income. If you or your 

spouse is a full-time student or incapable of self-care, then you or your spouse is treated as 

having earned income for each month that you or your spouse is a full-time student or 

incapable of self-care. Your or your spouse’s earned income for each month is $250 if there is 

one qualifying person ($500 if two or more qualifying individuals). 

Care Providers 

You must identify all persons or organizations that provide care for your child or dependent. You 

must report the name, address, and TIN (either the social security number or the employer 

identification number) of the care provider on your return. If the care provider is a tax-exempt 

organization, you need only report the name and address of the organization on your return. 

You can use Form W-10, Dependent Care Provider's Identification and Certification to request 

this information from the care provider. If you can't provide information regarding the care 

provider, you may still be eligible for the credit if you can show that you exercised due diligence 

in attempting to provide the required information. If you pay a provider to care for your 

dependent or spouse in your home, you may be a household employer. If you're a household 

employer, you may have to withhold and pay social security and Medicare taxes and pay federal 

unemployment tax.  

Payments to Relatives or Dependents - The care provider can't be your spouse, the parent of 

your qualifying individual if your qualifying individual is your child and under age 13, your child 

who is under the age of 19, or a dependent whom you or your spouse may claim on your 

return. 

Use Form 2441 to report this credit on the tax return. 

 

https://www.irs.gov/forms-pubs/about-form-w-10
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Residential Energy Credits 

The 2023 draft form 1040, Schedule 3 is slightly different from the 2022 version.  The following 

lines are added and we’ll be going over them below: 

o Line 5a – Residential Clean Energy Credit, Form 5695, line 15 

o Line 5b – Energy Efficient Home Improvement Credit, Form 5695, line 32 

o Line 6f – Clean Vehicle Credit, Form 8936 

o Line 6m – Previously Owned Clean Vehicle Credit, Form 8936 

Also ‘new and improved’ names for the credits: 

 The residential energy efficient property credit is now the residential clean energy credit. The 

credit rate for property placed in service in 2022 through 2032 is 30%. 

 The nonbusiness energy property credit is now the energy efficient home improvement credit. 

The credit is extended to property placed in service through December 31, 2022. 

 

If energy improvements are made to a home, tax credits are available for a portion of qualifying 

expenses. The credit amounts and types of qualifying expenses were expanded by the Inflation 

Reduction Act of 2022. 

Who Can Claim the Credits 

You can claim either the Energy Efficient Home Improvement Credit or the Residential Energy 

Clean Property Credit for the year when you make qualifying improvements. 

Homeowners who improve their primary residence will find the most opportunities to claim a 

credit for qualifying expenses. Renters may also be able to claim credits, as well as owners of 

second homes used as residences. 

The credits are never available for improvements made to homes that you don't use as a 

residence. 

Residential Clean Energy Credit 

These expenses may qualify if they meet requirements detailed on energy.gov: 

• Solar, wind and geothermal power generation 

• Solar water heaters 

• Fuel cells 

• Battery storage (beginning in 2023) 

The amount of the credit you can take is a percentage of the total improvement expenses in the 

year of installation: 

• 2022 to 2032: 30%, no annual maximum or lifetime limit 

• 2033: 26%, no annual maximum or lifetime limit 

• 2034: 22%, no annual maximum or lifetime limit 

https://www.irs.gov/credits-deductions/frequently-asked-questions-about-energy-efficient-home-improvements-and-residential-clean-energy-property-credits-qualifying-residence
https://www.energy.gov/policy/articles/making-our-homes-more-efficient-clean-energy-tax-credits-consumers
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How It Works 

The Residential Clean Energy Credit equals 30% of the costs of new, qualified clean energy 

property for your home installed anytime from 2022 through 2033. You may be able to take the 

credit if you made energy saving improvements to your home located in the United States. 

The credit is nonrefundable, so the credit amount you receive can't exceed the amount you owe 

in tax. You can carry forward any excess unused credit, though, and apply it to reduce the tax 

you owe in future years. Do not include interest paid including loan origination fees. 

The credit has no annual or lifetime dollar limit except for credit limits for fuel cell property. You 

can claim the annual credit every year that you install eligible property until the credit begins to 

phase out in 2033. 

Credit Limits for Fuel Cell Property 

Fuel cell property is limited to $500 for each half kilowatt of capacity. If more than one person 

lives in the home, the combined credit for all residents can't exceed $1,667 for each half 

kilowatt of fuel cell capacity. 

Who Qualifies 

You may claim the residential clean energy credit for improvements to your main home, 

whether you own or rent it. Your main home is generally where you live most of the time. The 

credit applies to new or existing homes located in the United States. 

You can't claim the credit if you're a landlord or other property owner who doesn't live in the 

home. 

You may be able to claim a credit for certain improvements made to a second home located in 

the United States that you live in part-time and don't rent to others. You can't claim a credit for 

fuel cell property for a second home or for a home that is not located in the United States.  

Business Use of Home 

If you use a property solely for business purposes, you can't claim the credit. 

If you use your home partly for business, the maximum available credit for eligible clean energy 

expenses is as follows: 

• Business use up to 20%: full credit. 

• Business use more than 20%: credit based on share of expenses allocable to 

nonbusiness use. 

 

 

 

https://www.irs.gov/instructions/i5695
https://www.irs.gov/instructions/i5695
https://www.irs.gov/credits-deductions/residential-clean-energy-credit#limits
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Qualified Expenses 

Qualified expenses include the costs of new clean energy property including: 

• Solar electric panels 

• Solar water heaters 

• Wind turbines 

• Geothermal heat pumps 

• Fuel cells 

• Battery storage technology (beginning in 2023) 

Used (previously owned) clean energy property is not eligible. 

Qualified expenses may include labor costs for onsite preparation, assembly or original 

installation of the property and for piping or wiring to connect it to the home. 

Traditional building components that primarily serve a roofing or structural function generally 

don't qualify. For example, roof trusses and traditional shingles that support solar panels don't 

qualify, but solar roofing tiles and solar shingles do because they generate clean energy. 

 

Clean energy property must meet the following standards to qualify for the residential clean 

energy credit. 

Solar water heaters must be certified by the Solar Rating Certification Corporation or a 

comparable entity endorsed by your state. 

Geothermal heat pumps must meet Energy Star requirements in effect at the time of purchase. 

Battery storage technology must have a capacity of at least 3 kilowatt hours. 

File Form 5695, Residential Energy Credits with your tax return to claim the credit. You must 

claim the credit for the tax year when the property is installed, not merely purchased. 

Energy Efficient Home Improvement Credit 

These expenses may qualify if they meet requirements detailed on energy.gov: 

• Exterior doors, windows, skylights and insulation materials 

• Central air conditioners, water heaters, furnaces, boilers and heat pumps 

• Biomass stoves and boilers 

• Home energy audits 

The amount of the credit you can take is a percentage of the total improvement expenses in the 

year of installation: 

• 2022: 30%, up to a lifetime maximum of $500 

• 2023 through 2032: 30%, up to a maximum of $1,200 (biomass stoves and boilers have a 

separate annual credit limit of $2,000), no lifetime limit. 

 

 

https://www.irs.gov/instructions/i5695
https://www.irs.gov/forms-pubs/about-form-5695
https://www.energy.gov/policy/articles/making-our-homes-more-efficient-clean-energy-tax-credits-consumers
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If you make qualified energy-efficient improvements to your home after Jan. 1, 2023, you may 

qualify for a tax credit up to $3,200. You can claim the credit for improvements made through 

2032. 

For improvements installed in 2022 or earlier: Use previous versions of Form 5695. 

Beginning Jan. 1, 2023, the credit equals 30% of certain qualified expenses, including: 

• Qualified energy efficiency improvements installed during the year. 

• Residential energy property expenses 

• Home energy audits 

There are limits on the allowable annual credit and on the amount of credit for certain types of 

qualified expenses. Credit is allowed for qualifying property placed in service on or after Jan. 1, 

2023, and before Jan. 1, 2033. 

The maximum credit you can claim each year is: 

• $1,200 for energy property costs and certain energy efficient home improvements, with 

limits on doors ($250 per door and $500 total), windows ($600) and home energy audits 

($150) 

• $2,000 per year for qualified heat pumps, biomass stoves or biomass boilers 

The credit has no lifetime dollar limit. You can claim the maximum annual credit every year that 

you make eligible improvements until 2033.  

The credit is nonrefundable, so you can't get back more on the credit than you owe in taxes. You 

can't apply any excess credit to future tax years. 

Who Qualifies 

You may claim the energy efficient home improvement credit for improvements to your main 

home. Your main home is generally where you live most of the time. 

For the energy efficiency home improvement credit, the home must be: 

• Located in the United States 

• An existing home that you improve or add onto, not a new home. 

In most cases, the home must be your primary residence (where you live the majority of the 

year). You can't claim the credit if you're a landlord or other property owner who doesn't live in 

the home. 

Business Use of Home  

If you use a property solely for business purposes, you can't claim the credit. 

If you use your home partly for business, the credit for eligible clean energy expenses is as 

follows: 

• Business use up to 20%: full credit. 

• Business use more than 20%: credit based on share of expenses allocable to 

nonbusiness use. 

https://www.irs.gov/prior-year-forms-and-instructions?find=5695&items_per_page=200&order=prior_year_products_picklist_revision_date&sort=desc
https://www.irs.gov/credits-deductions/frequently-asked-questions-about-energy-efficient-home-improvements-and-residential-clean-energy-property-credits-qualifying-residence
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Qualified Expenses and Credit Amounts 

To qualify, home improvements must meet energy efficiency standards. They must be new 

systems and materials, not used. Some improvements have specific credit limits as follows. 

Building Envelope Components 

To qualify, building envelope components must have an expected lifespan of at least 5 years. 

Qualified components include new: 

• Exterior doors that meet applicable Energy Star requirements. Credit is limited to $250 

per door and $500 total. 

• Exterior windows and skylights that meet Energy Star Most Efficient certification 

requirements. Credit is limited to $600 total. 

• Insulation and air sealing materials or systems that meet International Energy 

Conservation Code (IECC) standards in effect at the start of the year 2 years before 

installation. For example, materials or systems installed in 2025 must meet the IECC 

standard in effect on Jan. 1, 2023. These items don't have a specific credit limit, other 

than the maximum credit limit of $1,200. 

Labor costs for installing building envelope components don't qualify for the credit.  

Home Energy Audits 

A home energy audit for your main home qualifies for a credit up to $150. 

The auditor must give you a written report listing the most significant and cost-effective energy 

efficiency improvements for your home with estimated energy and cost savings for each 

improvement. The auditor must meet certification or other requirements to be published soon 

by the Internal Revenue Service. Check back to the IRS website for guidance. 

Residential Energy Property 

Residential energy property that meets the Consortium for Energy Efficiency (CEE) highest 

efficiency tier, not including any advanced tier, in effect at the beginning of the year when the 

property is installed qualifies for a credit up to $600 per item. Costs may include labor for 

installation. 

Qualified property includes new: 

• Central air conditioners 

• Natural gas, propane, or oil water heaters 

• Natural gas, propane, or oil furnaces and hot water boilers 

Oil furnaces or hot water boilers can also qualify through other efficiency criteria. 

Costs of electrical components needed to support residential energy property, including 

panelboards, sub-panelboards, branch circuits, and feeders, also qualify for the credit if they 

meet the National Electric Code and have a capacity of 200 amps or more. There is a limit of 

$600 per item. 

https://www.energystar.gov/
https://www.irs.gov/credits-deductions/frequently-asked-questions-about-energy-efficient-home-improvements-and-residential-clean-energy-property-credits-energy-efficiency-requirements
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Heat Pumps and Biomass Stoves and Boilers 

Heat pumps and biomass stoves and boilers with a thermal efficiency rating of at least 75% 

qualify for a credit up to $2,000 per year. Costs may include labor for installation. 

Qualified improvements include new: 

• Electric or natural gas heat pumps 

• Electric or natural gas heat pump water heaters 

• Biomass stoves and boilers 

File Form 5695, Residential Energy Credits Part II, with your tax return to claim the credit. You 

must claim the credit for the tax year when the property is installed, not merely purchased. 

The IRS website has lots of FAQ’s, Frequently Asked Questions, which could possibly answer 

further and more updated questions. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://www.irs.gov/forms-pubs/about-form-5695
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Clean Vehicle Credit 

Vehicles that qualify for clean vehicle credits include: 

• New electric vehicles under IRC 30D 

• Used electric vehicles under IRC 25E 

• Commercial clean vehicles under IRC 45W 

 

You may qualify for a credit up to $7,500 under Internal Revenue Code Section 30D if you buy a 

new, qualified plug-in EV or fuel cell electric vehicle (FCV). The Inflation Reduction Act of 2022 

changed the rules for this credit for vehicles purchased from 2023 to 2032. 

The credit is available to individuals and their businesses. 

To qualify, you must: 

• Buy it for your own use, not for resale. 

• Use it primarily in the U.S. 

In addition, your modified adjusted gross income (AGI) may not exceed: 

• $300,000 for married couples filing jointly.  

• $225,000 for heads of households 

• $150,000 for all other filers 

You can use your modified AGI from the year you take delivery of the vehicle or the year before, 

whichever is less. If your modified AGI is below the threshold in 1 of the two years, you can 

claim the credit. 

The credit is nonrefundable, so you can't get back more on the credit than you owe in taxes. You 

can't apply any excess credit to future tax years. 

Credit Amount 

The amount of the credit depends on when you placed the vehicle in service (took delivery), 

regardless of purchase date. 

For vehicles placed in service January 1 to April 17, 2023: 

• $2,500 base amount 

• Plus $417 for a vehicle with at least 7 kilowatt hours of battery capacity 

• Plus $417 for each kilowatt hour of battery capacity beyond 5 kilowatt hours 

• Up to $7,500 total 

In general, the minimum credit will be $3,751 ($2,500 + 3 times $417), the credit amount for a 

vehicle with the minimum 7-kilowatt hours of battery capacity. 
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For vehicles placed in service April 18, 2023 and after: 

Vehicles will have to meet all of the same criteria listed above, plus meet new critical mineral 

and battery component requirements for a credit up to: 

• $3,750 if the vehicle meets the critical minerals requirement only. 

• $3,750 if the vehicle meets the battery components requirement only. 

• $7,500 if the vehicle meets both. 

A vehicle that doesn't meet either requirement will not be eligible for a credit. 

 

Qualified Vehicles 

To qualify, a vehicle must: 

• Have a battery capacity of at least 7 kilowatt hours. 

• Have a gross vehicle weight rating of less than 14,000 pounds. 

• Be made by a qualified manufacturer.  

o FCVs do not need to be made by a qualified manufacturer to be eligible. See Rev. 

Proc. 2022-42 for more detailed guidance. 

• Undergo final assembly in North America 

• Meet critical mineral and battery component requirements (as of April 18, 2023). 

The sale qualifies only if: 

• You buy the vehicle new. 

• The seller reports required information to you at the time of sale and to the IRS. 

o Sellers are required to report your name and taxpayer identification number to 

the IRS for you to be eligible to claim the credit. 

In addition, the vehicle's manufacturer suggested retail price (MSRP) can't exceed: 

• $80,000 for vans, sport utility vehicles and pickup trucks 

• $55,000 for other vehicles 

MSRP is the retail price of the automobile suggested by the manufacturer, including 

manufacturer installed options, accessories and trim but excluding destination fees. It isn't 

necessarily the price you pay. 

You can find your vehicle's weight, battery capacity, final assembly location (listed as “final 

assembly point”) and VIN on the vehicle's window sticker. 

https://www.irs.gov/irb/2022-52_IRB#REV-PROC-2022-42
https://www.irs.gov/irb/2022-52_IRB#REV-PROC-2022-42
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How to Claim the Credit 

To claim the credit, file Form 8936, Qualified Plug-in Electric Drive Motor Vehicle Credit 

(Including Qualified Two-Wheeled Plug-in Electric Vehicles) with your tax return. You will need 

to provide your vehicle's VIN. 

Previously Owned Clean Vehicle Credit 

Beginning January 1, 2023, if you buy a qualified used electric vehicle (EV) or fuel cell vehicle 

(FCV) from a licensed dealer for $25,000 or less, you may be eligible for a used clean vehicle tax 

credit (also referred to as a previously owned clean vehicle credit). The credit equals 30% of the 

sale price up to a maximum credit of $4,000. 

Who Qualifies 

You may qualify for a credit for buying a previously owned, qualified plug-in electric vehicle (EV) 

or fuel cell vehicle (FCV), including cars and light trucks, under Internal Revenue Code Section 

25E. 

To qualify, you must:  

• Be an individual who bought the vehicle for use and not for resale. 

• Not be the original owner. 

• Not be claimed as a dependent on another person’s tax return. 

• Not have claimed another used clean vehicle credit in the 3 years before the purchase 

date. 

In addition, your modified adjusted gross income (AGI) may not exceed: 

• $150,000 for married filing jointly or a surviving spouse 

• $112,500 for heads of households 

• $75,000 for all other filers 

You can use your modified AGI from the year you take delivery of the vehicle or the year before, 

whichever is less.  If your income is below the threshold for 1 of the two years, you can claim 

the credit. 

Qualified Vehicles and Sales 

To qualify, a vehicle must meet all of these requirements: 

• Have a sale price of $25,000 or less. 

• Have a model year at least 2 years earlier than the calendar year when you buy it. For 

example, a vehicle purchased in 2023 would need a model year of 2021 or older. 

• Not have already been transferred after August 16, 2022, to a qualified buyer. 

• Have a gross vehicle weight rating of less than 14,000 pounds. 

• Be an eligible FCV or plug-in EV with a battery capacity of least 7 kilowatt hours. 

• Be for use primarily in the United States 

https://www.irs.gov/forms-pubs/about-form-8936
https://www.irs.gov/forms-pubs/about-form-8936
http://uscode.house.gov/view.xhtml?req=(title:26%20section:25E%20edition:prelim)
http://uscode.house.gov/view.xhtml?req=(title:26%20section:25E%20edition:prelim)
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The IRS website has a list of Manufacturers and Models of Qualified Used Clean Vehicles 

including a nice Index of Qualified Manufacturers and Previously Owned Clean Vehicles. 

 

 

 

Index of Qualified Manufacturers and Previously Owned Clean Vehicles (Example from the 22 

Manufacturers listed) 

American Honda Motor Co., Inc  

 Model Year Vehicle Description 

2018, 2019, 2020, 2021 Clarity Plug-In Hybrid 

Audi of America, LLC 

  Model Year Vehicle Description 

2016, 2017, 2018 Audi A3 e-tron 

2016 Audi A3 e-tron ultra 

2021 Audi A7 55 TFSI e Quattro 

2022 Audi A7 TFSI e Quattro 

2021 Audi A8 L 60 TFSI e Quattro 

 

The sale qualifies only if: 

• You buy the vehicle from a dealer. 

• For qualified used EVs, the dealer reports required information to you at the time of sale 

and to the IRS. 

A dealer is a person licensed to sell motor vehicles in a state, the District of Columbia, the 

Commonwealth of Puerto Rico, any other territory or possession of the United States, an Indian 

tribal government, or any Alaska Native Corporation. 

https://www.irs.gov/credits-deductions/manufacturers-and-models-of-qualified-used-clean-vehicles#collapseCollapsible1686229402088
https://www.irs.gov/credits-deductions/manufacturers-and-models-of-qualified-used-clean-vehicles#collapseCollapsible1686229402083
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Required information includes: 

• Dealer's name and taxpayer ID number 

• Buyer's name and taxpayer ID number 

• Sale date and sale price 

• Maximum credit allowable under IRC 25E 

• Vehicle identification number (VIN), unless the vehicle is not assigned one. 

• Battery capacity 

How to Claim the Used Clean Vehicle Credit 

Complete Form 8936, Qualified Plug-in Electric Drive Motor Vehicle Credit (Including Qualified 

Two-Wheeled Plug-in Electric Vehicles and New Clean Vehicles), and file it with your tax return 

for the year you took possession of the vehicle to claim the used clean vehicle credit. You will 

need to include the vehicle identification number (VIN) on the form. 

 

New Requirements Effective April 18 

If you take possession of a new clean vehicle on or after April 18, 2023, it must meet critical 

mineral and battery component requirements to qualify for the credit. This applies even if you 

bought the vehicle before April 18.  

The following is taken from the IRS Fact Sheet, FS-2023-08, March 2023. These FAQs supersede 

earlier FAQs that were posted in FS-2023-04 on February 3, 2023. 

 

Q6. What is the amount of the new clean vehicle credit? (updated March 31, 2023)  

A6. Beginning January 1, 2023, eligible vehicles may qualify for a tax credit of up to $7,500. The 

amount of the credit depends on when the eligible new clean vehicle is placed in service and 

whether the vehicle meets certain requirements for a full or partial credit.  

For vehicles placed in service on or after April 18, 2023, the credit amount will depend on the 

vehicle meeting the critical minerals requirement ($3,750) and/or the battery components 

requirement ($3,750). A vehicle meeting neither requirement will not be eligible for a credit, a 

vehicle meeting only one requirement may be eligible for a $3,750 credit, and a vehicle meeting 

both requirements may be eligible for the full $7,500 credit.  

For vehicles placed in service before or on April 17, 2023, the credit is calculated as a $2,500 

base amount plus, for a vehicle which draws propulsion energy from a battery with at least 7 

kilowatt hours of capacity, $417, plus an additional $417 for each kilowatt hour of battery 

capacity in excess of 5 kilowatt hours, up to an additional $5,000 beyond the base amount. In 

general, the minimum credit amount will be $3,751 ($2,500 + 3 * $417), representing the credit 

amount for a vehicle with the required minimum of 7 kilowatt hours of battery capacity. 

https://www.irs.gov/forms-pubs/about-form-8936
https://www.irs.gov/forms-pubs/about-form-8936
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Foreign Tax Credit 

The foreign tax credit is intended to relieve you of the double tax burden when your foreign 

source income is taxed by both the United States and the foreign country. The foreign tax credit 

can only reduce U.S. taxes on foreign source income; it cannot reduce U.S. taxes on U.S. source 

income. 

US taxpayers are required to report their worldwide income and foreign financial assets 

annually on their tax returns and on international informational reports, such as FinCEN Form 

114 (FBAR), Form 8938, etc. 

Qualifying Tests for the Credit 

The tax must meet four tests to qualify for the credit: 

1. The tax must be a legal and actual foreign tax liability. 

2. The tax must be imposed on you. 

3. You must have paid or accrued the tax, and 

4. The tax must be an income tax (or a tax in lieu of an income tax) 

Generally, only income taxes paid or accrued to a foreign country or a U.S. possession (also 

referred to as a U.S. territory), or taxes paid or accrued to a foreign country or U.S. possession in 

lieu of an income tax, will qualify for the foreign tax credit. 

Choosing a Credit or a Deduction 

You can choose to take the amount of any qualified foreign taxes paid during the year as a credit 

or as a deduction. To choose the deduction, you must itemize deductions on Schedule A (Form 

1040). To choose the foreign tax credit, you generally must complete Form 1116 and attach it to 

your Form 1040, Form 1040-SR or Form 1040-NR. You must choose either the foreign tax credit 

or itemized deduction for all foreign taxes paid or accrued during the year. This is an annual 

choice. 

If you're a cash basis taxpayer, you can only take the foreign tax credit in the year you pay the 

qualified foreign tax unless you elect to claim the foreign tax credit in the year the taxes are 

accrued. Once you make this election, you can't switch back to claiming the taxes in the year 

paid in later years. 

Foreign Earned Income and Housing Exclusions 

You may not take either a credit or a deduction for taxes paid or accrued on income you exclude 

under the foreign earned income exclusion or the foreign housing exclusion. There's no double 

taxation in this situation because that income isn't subject to U.S. income tax. 

The Foreign Earned Income Exclusion adjusts each year to account for inflation.  For 2023, the 

FEIE is $120,000. 

 

https://www.irs.gov/forms-pubs/about-schedule-a-form-1040
https://www.irs.gov/forms-pubs/about-schedule-a-form-1040
https://www.irs.gov/forms-pubs/about-form-1116
https://www.irs.gov/forms-pubs/about-form-1040
https://www.irs.gov/forms-pubs/about-form-1040-sr
https://www.irs.gov/forms-pubs/about-form-1040-nr
https://www.irs.gov/help/ita/can-i-exclude-income-earned-in-a-foreign-country
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Computing the Credit When Filing Form 1116 

If you use Form 1116 to figure the credit, your foreign tax credit will be the smaller of the 

amount of foreign tax paid or accrued, or the amount of U.S. tax attributable to your foreign 

source income. Compute the limit separately for passive income, income resourced under a tax 

treaty, section 901(j) income derived from sanctioned countries, income included under section 

951A, foreign branch income, and all other income.  

Carryback and Carryover of Unused Credit 

If you can't claim a credit for the full amount of qualified foreign income taxes you paid or 

accrued in the year, you're allowed a carryback and/or carryover of the unused foreign income 

tax, except that no carryback or carryover is allowed for foreign tax on income included under 

section 951A. You can carry back for one year and then carry forward for 10 years the unused 

foreign tax. 

Claiming Without Filing Form 1116 

You can elect to claim the credit for qualified foreign taxes without filing Form 1116 if you meet 

all of the following requirements: 

• All of your foreign source income is passive income, such as interest and dividends, 

• All of your foreign source income and the foreign income taxes are reported to you on a 

qualified payee statement, such as Form 1099-INT, Form 1099-DIV, or Schedule K-1 from 

a partnership, S corporation, estate or trust, and, 

• The total of your qualified foreign taxes isn't more than the limit given in the Instructions 

for Form 1040 (and Form 1040-SR)PDF for the filing status you're using, or in 

the Instructions for Form 1040-NRPDF (if filing Form 1040-NR). 

If you claim the credit without filing Form 1116, you can't carry back or carry forward any 

unused foreign tax to or from this year. 

This topic is important when the individuals have foreign taxes paid and they are a partner in a 

Partnership or shareholder in an S Corporation.  Additional reporting is required in those cases 

and involves Schedules K-2 and K-3. Agreed, this isn’t a session on business reporting, but often 

individuals own these businesses and this is one topic to be careful with. 

 

 

 

 

 

https://www.irs.gov/forms-pubs/about-form-1099-int
https://www.irs.gov/forms-pubs/about-form-1099-div
https://www.irs.gov/pub/irs-pdf/i1040gi.pdf
https://www.irs.gov/pub/irs-pdf/i1040gi.pdf
https://www.irs.gov/pub/irs-pdf/i1040nr.pdf
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REFUNDABLE CREDITS 

A refundable tax credit results in a tax refund if the amount owed is below zero. A refundable 

tax credit usually results in a refund check if the tax credit is more than the individual’s total tax 

liability. 

Most tax credits are nonrefundable. Notable exceptions include the fully refundable earned 

income tax credit (EITC), the premium tax credit for health insurance (PTC), the refundable 

portion of the child tax credit (CTC) known as the additional child tax credit (ACTC), and the 

partially refundable American opportunity tax credit (AOTC) for higher education. With the EITC, 

PTC, and ACTC, taxpayers calculate the value of these credits and receive the credit first as an 

offset to taxes owed, with any remainder paid out as a refund. With the AOTC, if the credit fully 

offsets taxes owed, 40 percent of the remainder can be paid out as a refund. 

Proponents of refundable credits argue that only by making credits refundable can the tax code 

effectively carry out desired social policy. This is especially true for the EITC and the CTC: if the 

credits were not refundable, low-income households most in need of assistance would not 

benefit from them. Furthermore, allowing credits only against income tax liability ignores the 

fact that most low-income families also incur payroll taxes. 

Opponents of refundable credits, for their part, raise a host of objections: 

• The tax system should collect taxes, not redistribute income. 

• The government should not use the tax system to carry out social policies. 

• Everyone should pay some tax as a responsibility of citizenship. 

• Refundable credits increase administrative and compliance costs, and encourage fraud. 

  

Two of the credits we will be going over are both non-refundable and refundable.  The 

American Opportunity Tax Credit (AOTC) and the Child Tax Credit (CTC)/Additional Child Tax 

Credit (ACTC) will be covered first. 

 

 

 

 

 

 

 

 

https://www.investopedia.com/terms/t/tax-refund.asp
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Child Tax Credit and Additional Child Tax Credit 

The credit is partially refundable. Some taxpayers may be eligible for a refund of up to $1,600 

(2023). The credit was $1,500.00 for 2022. 

Here's what you need to know about the Child Tax Credit (CTC), the Additional Child Tax Credit 

(ACTC) the refundable portion and the Credit for Other Dependents (ODC). 

  

• Beginning with tax year 2018 and through tax year 2025, you may be able to claim ODC, 

a new nonrefundable credit for each eligible dependent who can't be claimed for the 

child tax credit. 

CTC/ACTC 

• Know that for CTC/ACTC: 

o The maximum amount of CTC per qualifying child is $2,000. 

o The refundable part of the credit, ACTC, is worth up to $1,500 (2022) or $1,600 

(2023) for each qualifying child. 

o A qualifying child must have a Social Security Number issued by the Social 

Security Administration before the due date of your tax return (including 

extensions). 

o CTC/ACTC begins to decrease in value if your gross income exceeds $200,000 

($400,000 for Married Filing Jointly). 

o ACTC is not allowed if you or your spouse (if filing a joint return) file a Form 2555 

or Form 2555EZ (excluding foreign earned income). 
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• Know who is a qualifying child for CTC/ACTC. The child must: 

o Be under 17 at the end of the tax year. 

o Meet the relationship and residency tests for uniform definition of a qualifying child.  

o Not provide more than half of his or her own support for the tax year 

o Have lived with you for more than half the tax year. 

o Be claimed as a dependent on your return. 

o Not file a joint return for the year (or filed the joint return only to claim a refund of 

taxes withheld or estimated taxes) 

o Be U.S. citizen, U.S. National or a U.S. resident alien.  

o Must have a Social Security Number issued by the Social Security Administration 

before the due date of your tax return (including extensions). 

ODC 

• Know that for ODC: 

o This is a non-refundable tax credit of up to $500 per qualifying person. 

o The credit begins to decrease in value if your adjusted gross income exceeds $200,000 

($400,000 for married filing jointly). 

 Know who is a qualifying dependent for ODC. The dependent must be: 

o A dependent claimed on your return. 

o A dependent who can't be claimed for the CTC/ACTC. 

o A U.S. citizen, U.S. national, or U.S. resident alien.  

o A dependent is not required to have an SSN. They can have an SSN, ITIN, or ATIN that 

was issued before the due date of the return (including extensions). 

 

Below is the Form 8812 that is used to calculate both credits: 
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American Opportunity Tax Credit (AOTC) 

An education credit helps with the cost of higher education by reducing the amount of tax owed 

on your tax return. If the credit reduces your tax to less than zero, you may get a refund. 

Who can claim an education credit? 

There are additional rules for each credit, but you must meet all three of the following for both: 

1. You, your dependent or a third party pays qualified education expenses for higher 

education. 

2. An eligible student must be enrolled at an eligible educational institution. 

3. The eligible student is yourself, your spouse or a dependent you list on your tax return. 

 

The American opportunity tax credit (AOTC) is a credit for qualified education expenses paid for 

an eligible student for the first four years of higher education. You can get a maximum annual 

credit of $2,500 per eligible student. If the credit brings the amount of tax you owe to zero, you 

can have 40 percent of any remaining amount of the credit (up to $1,000) refunded to you. 

The amount of the credit is 100 percent of the first $2,000 of qualified education expenses you 

paid for each eligible student and 25 percent of the next $2,000 of qualified education expenses 

you paid for that student.  

Who is an eligible student for AOTC? 

To be eligible for AOTC, the student must: 

• 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 

 

Claiming the credit 

To be eligible to claim the AOTC or the lifetime learning credit (LLC), the law requires a taxpayer 

(or a dependent) to have received Form 1098-T, Tuition Statement, from an eligible educational 

institution, whether domestic or foreign. Generally, students receive a Form 1098-T Tuition 

Statement, from their school by January 31. This statement helps you figure your credit. The 

form will have an amount in box 1 to show the amounts received during the year. But this 

amount may not be the amount you can claim.  

https://www.irs.gov/credits-deductions/individuals/qualified-ed-expenses
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/eligible-educational-inst
https://www.irs.gov/pub/irs-dft/f1098t--dft.pdf
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Check Form 1098-T to make sure it is correct. If it isn’t correct or you do not receive the form, 

contact your school. 

To claim AOTC, you must complete the Form 8863 and attach the completed form to your tax 

return.  We have put Form 8863 above for you in the non-refundable credits section. 

Be careful claiming the AOTC 

Make sure you are qualified before claiming the credit and make sure you keep copies of all the 

documents you used to find out if you qualify and determine the amount of your credit. If the 

IRS audits your return and finds your AOTC claim is incorrect and you don’t have the documents 

to show you qualified, you must pay back the amount of the AOTC you received in error with 

interest. The IRS may also charge you an accuracy or a fraud penalty or you can be banned from 

claiming the AOTC for two to ten years. 

What are the income limits for AOTC? 

• To claim the full credit, your modified adjusted gross income (MAGI) must be $80,000 or 

less ($160,000 or less for married filing jointly). 

• You receive a reduced amount of the credit if your MAGI is over $80,000 but less than 

$90,000 (over $160,000 but less than $180,000 for married filing jointly). 

• You cannot claim the credit if your MAGI is over $90,000 ($180,000 for joint filers). 

 

Qualified Education Expenses  

Qualified education expenses are amounts paid for tuition, fees and other related expenses for 

an eligible student. 

Qualified education expenses must be paid by: 

• You or your spouse if you file a joint return, 

• A student you claim as a dependent on your return, or 

• A third-party including relatives or friends. 

 

Funds Used 

You can claim an education credit for qualified education expenses paid by cash, check, credit or 

debit card or paid with money from a loan. 

If you pay the expenses with money from a loan, you take the credit for the year you pay the 

expenses, not the year you get the loan or the year you repay the loan. 

Qualified Education Expenses for Education Credits 

Qualified expenses are amounts paid for tuition, fees and other related expenses for an eligible 

student that are required for enrollment or attendance at an eligible educational institution. You 

https://www.irs.gov/pub/irs-pdf/f8863.pdf
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must pay the expenses for an academic period* that starts during the tax year or the first three 

months of the next tax year. 

Eligible expenses also include student activity fees you are required to pay to enroll or attend 

the school. For example, an activity fee that all students are required to pay to fund all on-

campus student organizations and activities. 

For AOTC only, expenses for books, supplies and equipment the student needs for a course of 

study are included in qualified education expenses even if it is not paid to the school. For 

example, the cost of a required course book bought from an off-campus bookstore is a qualified 

education expense. 

Expenses that Do Not Qualify 

Even if you pay the following expenses to enroll or attend the school, the following are not 

qualified education expenses: 

• Room and board 

• Insurance 

• Medical expenses (including student health fees) 

• Transportation 

• Similar personal, living or family expenses. 

 

Sports, games, hobbies or non-credit course 

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. 

You must pay the expenses for higher education that result in a degree or other recognized 

education credential. For the Lifetime Learning Credit, you can qualify if you take the course to 

acquire or improve your job skills. 
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Earned Income Tax Credit (EITC) 

The earned income tax credit is adjusted to account for inflation each year. For the 2023 tax 

year (taxes filed in 2024), the earned income tax credit will run from $600 to $7,430, depending 

on filing status and number of children. Below are the maximum 2023 earned income tax credit 

amounts, plus the max you can earn before losing the benefit altogether. 

 

To claim the Earned Income Tax Credit (EITC), you must have what qualifies as earned 

income and meet certain adjusted gross income (AGI) and credit limits for the current, previous 

and upcoming tax years. 

Basic Qualifying Rules 

To qualify for the EITC, you must: 

• Have worked and  earned income under $63,398 

• Have investment income below $11,000 in the tax year 2023. 

• Have a valid Social Security number by the due date of your 2023 return (including 

extensions) 

• Be a U.S. citizen or a resident alien all year 

• Not file Form 2555, Foreign Earned Income 

• Meet certain rules if you are separated from your spouse and not filing a joint tax return. 

 

Earned Income 

Earned income includes all the taxable income and wages you get from working for someone 

else, yourself or from a business or farm you own. 

Types of Earned Income 

• Wages, salary or tips where federal income taxes are withheld on Form W-2, box 1. 

• Income from a job where your employer didn’t withhold tax (such as gig economy work) 

including: 

o Driving a car for booked rides or deliveries. 

Number of 

children 

Maximum earned income tax 

credit 

Max AGI, single or head of 

household filers 

Max AGI, married joint 

filers 

0 $600 $17,640 $24,210 

1 $3,995 $46,560 $53,120 

2 $6,604 $52,918 $59,478 

3 or more $7,430 $56,838 $63,398 

https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/earned-income-and-earned-income-tax-credit-eitc-tables#Earned%20Income
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/earned-income-and-earned-income-tax-credit-eitc-tables#Earned%20Income
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/earned-income-and-earned-income-tax-credit-eitc-tables
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/who-qualifies-for-the-earned-income-tax-credit-eitc#Valid%20Social%20Security%20Number
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/who-qualifies-for-the-earned-income-tax-credit-eitc#citizen
https://www.irs.gov/newsroom/five-facts-about-the-foreign-earned-income-exclusion
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o Running errands or doing tasks 

o Selling goods online 

o Providing creative or professional services 

o Providing other temporary, on-demand or freelance work 

• Money made from self-employment, including if you: 

o Own or operate a business or farm. 

o Are a minister or member of a religious order 

o Are a statutory employee and have income. 

• Benefits from a union strike 

• Certain disability benefits you got before you were the minimum retirement age. 

• Nontaxable Combat Pay (Form W-2, box 12 with code Q) 

o If you claim nontaxable combat pay as earned income, it may increase or 

decrease the amount of your EITC. 

 

Earned income does not include: 

• Pay you got for work when you were an inmate in a penal institution. 

• Interest and dividends 

• Pensions or annuities 

• Social Security 

• Unemployment benefits 

• Alimony 

• Child support 

 

You may claim the Earned Income Tax Credit (EITC) for a child if your child meets the rules 

below. 

To qualify for the EITC, a qualifying child must: 

• Have a valid Social Security number 

• Meet all 4 tests for a qualifying child 

• Not be claimed by more than one person as a qualifying child 

If you don’t have a qualifying child, you may be able to claim the EITC if you: 

• Earn income below a certain threshold 

• Live in the United States for more than half the tax year 

• Meet the age requirements. 

• Get disability income 

• Are a member of the military or clergy 

 

Tests for a Qualifying Child 

A child is a qualifying child for EITC if they meet all 4 of these tests: 

https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/military-and-clergy-rules-for-the-earned-income-tax-credit
https://www.irs.gov/businesses/small-businesses-self-employed/statutory-employees
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/who-qualifies-for-the-earned-income-tax-credit-eitc#Valid%20Social%20Security%20Number
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/qualifying-child-rules#Tests%20for%20a%20Qualifying%20Child
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/qualifying-child-rules#How%20to%20Choose%20Who%20Will%20Claim%20the%20Qualifying%20Child
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/who-qualifies-for-the-earned-income-tax-credit-eitc#without
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/qualifying-child-rules#Residency
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/disability-and-the-earned-income-tax-credit-eitc
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/military-and-clergy-rules-for-the-earned-income-tax-credit
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1) Age 

To be a qualifying child for the EITC, your child must be: 

• Any age and permanently and totally disabled at any time during the year.  

or 

• Under age 19 at the end of the year and younger than you (or your spouse, if you file a 

joint return) 

or 

• Under age 24 at the end of the year and a full-time student for at least 5 months of the 

year and younger than you (or your spouse, if you file a joint return) 

 

 

Full-Time Student Definition 

To be considered full-time, the student must have enrolled for the number of hours or courses 

their school considers to be full-time attendance. Students who work on "co-op" jobs in private 

industry as a part of a school's official program are also considered full-time students. 

School Definition 

For the EITC, a school is: 

• Elementary school 

• Junior or senior high school 

• College or university 

• Technical, trade or mechanical school 

A school is not: 

• On-the-job training course 

• Correspondence school 

• School offering courses only through the Internet  

 

2) Relationship 

To be a qualifying child for the EITC, your child must be your: 

• Son, daughter, stepchild, adopted child or foster child. 

• Brother, sister,  half-brother, half-sister, stepsister or stepbrother. 

• Grandchild, niece or nephew 

Adopted Child Definition 

An adopted child is a child who is lawfully placed with you for legal adoption. 

Foster Child Definition 

For the EITC, you can only claim a foster child that is placed with you by: 

• A State or local government agency 

• An Indian tribal government 

• A tax-exempt organization licensed by a state or an Indian tribal government. 

• A court order. 
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3) Residency 

To be a qualifying child for the EITC, your child must live in the same home as you in the United 

States for more than half of the tax year. The United States includes the 50 states, the District of 

Columbia and U.S. military bases. It does not include United States possessions such as Guam, 

the Virgin Islands or Puerto Rico. 

Birth or Death of a Child 

If the child was born or died during year for which you claim the EITC and they lived with you for 

more than half of their life during that year we consider that more than half of the year for the 

EITC. 

Temporary Time Away from Home 

If your child was temporarily away from home, we count that as time lived with you. For 

example, your relative may temporarily leave the home because of: 

• Illness or hospitalization 

• School attendance, vacation, business or military service 

• Detention in a juvenile facility 

• Kidnapping 

 

4) Joint Return 

If your child can file a joint return with another person (for example, their husband or wife), you 

may not be able to claim them. 

To be a qualifying child for the EITC, your child must not have filed a joint return with another 

person (for example, their husband or wife) to claim any credits such as the EITC. Your child can 

file a joint tax return only to get a tax refund on tax withheld from their paycheck. 

 

Claim the EITC Without a Qualifying Child 

You are eligible to claim the EITC without a qualifying child if you meet all the following rules. 

You (and your spouse if you file a joint tax return) must: 

• Meet the EITC basic qualifying rules 

• Have your main home in the United States for more than half the tax year. 

o The United States includes the 50 states, the District of Columbia and U.S. 

military bases. It does not include U.S. possessions such as Guam, the Virgin 

Islands or Puerto Rico 

• Not be claimed as a qualifying child on anyone else's tax return. 

• Be at least age 25 but under age 65 (at least one spouse must meet the age rule) 

 

https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/who-qualifies-for-the-earned-income-tax-credit-eitc#basic
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Due Diligence 

What is due diligence? Due diligence is a law that requires paid preparers of EITC returns to take 

additional steps to ensure that the return information impacting EITC eligibility is correct. 

Basically, due diligence requires you, as a paid preparer, to: Evaluate the information received 

from the client. 

Under the Internal Revenue Code, a penalty can be assessed against a paid tax return preparer 

for not meeting due diligence requirements and paid tax return preparers must meet specific 

due diligence requirements when preparing returns or claims for refund claiming the: 

• Earned income tax credit (EITC), 

• Child tax credit (CTC), additional child tax credit (ACTC), credit for other dependents 

(ODC),  

• American opportunity tax credit (AOTC) or 

• Head of household (HOH) filing status.  

 

Requirements for paid preparers when claiming certain credits or head of household filing 

status 

Under the Internal Revenue Code, a penalty can be assessed against a paid tax return preparer 

for not meeting due diligence requirements when preparing a return or claim for refund 

claiming the: 

• Earned income tax credit (EITC), 

• Child tax credit (CTC), additional child tax credit (ACTC), credit for other dependents 

(ODC),  

• American opportunity tax credit (AOTC), or 

• Head of household (HOH) filing status. 

Law 

Section 6695(g) of the Internal Revenue Code states: 

Any person who is a tax return preparer with respect to any return or claim for refund who fails 

to comply with due diligence requirements imposed by the Secretary by regulations with 

respect to determining (1) eligibility to file as head of household (as defined in section 2(b)) on 

the return, or (2) eligibility for, or the amount of, the credit allowable by section 24 

[CTC/ACTC/ODC], 25A(a)(1) [AOTC] or 32 [EITC] shall pay a penalty of $500 for each such failure. 

The amount of the penalty is adjusted for inflation. For returns filed in 2023, the penalty is $560 

per failure per return. 

http://uscode.house.gov/view.xhtml?req=(title:26%20section:6695%20edition:prelim)
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It can apply to each tax benefit claimed on a return. That means if you are paid to prepare 

a return claiming all three credits and HOH filing status, and you fail to meet the due diligence 

requirements for all four tax benefits, the IRS may assess a penalty of $560 per failure, or 

$2,240. 

Treasury Regulation 

Section 1.6695-2 of the Regulations describes the four due diligence requirements a paid tax 

return preparer must meet when preparing a return or claim for refund claiming the EITC, 

CTC/ACTC/ODC, AOTC or HOH filing status. 

Firms employing preparers: A firm that employs a tax return preparer can be subject to a due 

diligence penalty for a return or claim prepared by its employee. (Treas. Reg. section 1.6695-

2(c)) 

The Four Due Diligence Requirements 

Requirement Your responsibility 

1. Complete and Submit 
Form 8867 
(Treas. Reg. section 1.6695-
2(b)(1)) 

Based on information obtained from your client or information you 
otherwise reasonably obtain or know, you must – 

• Complete Form 8867, Paid Preparer's Due Diligence Checklist, 
And 

• Electronically submit the completed Form 8867 to the IRS with 
the e-Filed return or claim, or 

• For a return not e-Filed, provide a copy of the completed Form 
8867 to your client for inclusion with the filed return or claim, or 

• If you are the non-signing preparer, provide a completed 
electronic or paper copy of Form 8867 to the signing preparer for 
inclusion with the filed return or claim.  

Requirement Your responsibility 

https://www.ecfr.gov/cgi-bin/retrieveECFR?n=se26.15.1_16695_62
https://www.irs.gov/pub/irs-pdf/f8867.pdf?_ga=1.159740733.1050025674.1464012746


~ 66 ~ 
 

2. Compute the Credits 
(Treas. Reg. section 1.6695-
2(b)(2)) 

Based on information obtained from your client or information you 
otherwise reasonably obtain or know, you must - 

• Complete the appropriate worksheets to compute each 
applicable credit, such as those found in the instructions for Form 
1040 or Form 8863, 

Or 
• Complete the computations using your own similar worksheets 

and make sure to keep records showing what information you 
used and how you made the computations. 

  

Requirement Your responsibility 

3. Knowledge 
(Treas. Reg. section 1.6695-
2(b)(3)) 

• You must not know or have reason to know that any information 
you used to claim the credits or HOH filing status is incorrect. 

• You cannot ignore the implications of any information given to 
you or known to you. 

• You must make additional reasonable inquiries, if a reasonable 
and well-informed tax return preparer, knowledgeable in the law, 
would conclude the information furnished appears incorrect, 
inconsistent or incomplete. 

• At the time you interview your client, make and keep a record of 
these inquiries and your client's answers. 

• 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.  

Requirement Your responsibility 
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4. Keep Records for Three 
Years 
(Treas. Reg. section 1.6695-
2(b)(4)) 

• Keep a copy of - 
• The completed Form 8867, 
• The completed worksheets used to determine the amount of 

each credit, 
• A record of how, when and from whom you received the 

information used to complete Form 8867 and the worksheets, 
and 

• Any documents your client showed you that you relied on to 
complete Form 8867 or the worksheets. 

• Any additional information you relied on. 
• Keep these records for 3 years from the latest date of the 

following that apply: 
• The due date of the tax return (not including any 

extension of time for filing), or 
• The date the tax return or claim for refund was 

electronically filed, or 
• If not electronically filed, the date you presented the tax 

return or claim for refund to your client for signature, or 
• If you prepare it and another preparer completes and 

signs the return or claim for refund, the date you 
submitted it to the signing tax return preparer. 

• Keep these records secure in either a paper or electronic format. 
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Premium Tax Credit (PTC) 

The premium tax credit – also known as PTC – is a refundable credit that helps eligible 

individuals and families cover the premiums for their health insurance purchased through the 

Health Insurance Marketplace. To get this credit, you must meet certain requirements and file a 

tax return with Form 8962, Premium Tax Credit (PTC). 

You are eligible for the premium tax credit if you meet all of the following requirements. You: 

• Have household income that falls within a certain range.  

o If you, or your spouse (if filing a joint return), received, or is approved to receive, 

unemployment compensation for any week beginning during 2021, your 

household income is considered to fall within this range. 

• Do not file a tax return using the filing status of Married Filing Separately. 

o There is an exception to this rule that allows certain victims of domestic abuse 

and spousal abandonment to claim the credit using Married Filing Separately. 

• Cannot be claimed as a dependent by another person. 

• Meet these additional requirements: In the same month, you or a family member: 

o Have health insurance coverage through a Health Insurance Marketplace for 

which the share of the premium not covered by advance credit payments is paid 

by the due date of your return. 

o Are not able to get affordable coverage through an eligible employer-sponsored 

plan that provides minimum value. 

o Are not eligible for coverage through a government program, like Medicaid, 

Medicare, CHIP or TRICARE. 

Household Income 

To be eligible for the premium tax credit, your household income must be at least 100 percent 

and, for years other than 2021 and 2022, no more than 400 percent of the federal poverty line 

for your family size, although there are two exceptions for individuals with household income 

below 100 percent of the applicable federal poverty line. Remember that simply meeting the 

income requirements does not mean you're eligible for the premium tax credit. You must also 

meet the other eligibility criteria. 

Here are some things to remember about how your household income affects your premium tax 

credit: 

• The amount of the premium tax credit is based on a sliding scale, with generally greater 

credit amounts available to those with lower household incomes.  

• If the advance credit payments made on your behalf are more than the allowed 

premium tax credit, you will have to repay some or all the excess for any tax year other 

than 2020. If your household income is 400 percent or more of the federal poverty line 

for your family size, you will have to repay all of your excess advance credit payments for 

that tax year. 

https://www.irs.gov/affordable-care-act/individuals-and-families/eligibility-for-the-premium-tax-credit
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• If your projected household income is close to the 400 percent upper limit, be sure to 

carefully consider the amount of advance credit payments you choose to have paid on 

your behalf.  

• For tax years other than 2021 and 2022, if your household income on your tax return is 

more than 400 percent of the federal poverty line for your family size, you are not 

allowed a premium tax credit and will have to repay all of the advance credit payments 

made on behalf of you and your tax family members.   

 

The federal poverty guidelines are sometimes referred to as the "federal poverty line" or FPL. 

The Department of Health & Human Services (HHS) determines the federal poverty guideline 

amounts annually. 

Premium tax credits are available to people who buy Marketplace coverage and whose income 

is at least as high as the federal poverty level. 

For an individual, that means an income of at least $13,590 in 2023. 

For a family of four, that means an income of at least $27,750 in 2023. 

People who receive advance payments of the credit will have to reconcile the amount they 

received based on their estimated income with the amount that is determined based on their 

actual income as reported on their tax return. This means that people whose income for the 

year is higher than they previously estimated could have to pay back some or even all of the 

advance payments they received. On the other hand, people whose income ends up lower than 

estimated could get a refund when they file their taxes. For example: 

• Peter, Mary, and their two children estimate that their 2023 income will be $69,275 (or 

250% of FPL), so their required premium contribution is 4 percent of income. The 

marketplace determines that they are eligible for a premium tax credit of $12,225 for 

the year. Peter and Mary decide to take the credit in advance, and the money is sent 

directly to the insurer. When Peter and Mary file their 2023 taxes in February 2024, it 

turns out that their income was a little bit higher than they estimated because Peter 

received a $2,000 bonus at the end of the year. The family’s final credit amount is $286 

less than the advance payments they received — $11,939 instead of $12,225. This 

means that at tax time, if the family was due to receive a refund, the refund would be 

reduced by $286. If they were not getting a refund, they would have to pay $286 to the 

IRS. 

• On the other hand, if Peter and Mary’s actual income for 2023 was $2,000 lower than 

they estimated, their final credit amount would be $12,500. This means the family 

received $275 less in advance payments than they were eligible for. At tax time, the 

family would either receive an additional $275 refund, or if they owed taxes, the amount 

they owe would be reduced by $275. 
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Cap on the Amount of Advance Credits That Individuals and Families Must Pay Back (tax 
year 2022)  

Income as % of poverty line Single taxpayers Other taxpayers 

Under 200% $325 $650 

At least 200% but less than 

300% 

$825 $1,650 

At least 300% but less than 

400% 

$1,400 $2,800 

400% and above Full amount Full amount 

 

The premium tax credit is refundable, so people whose income taxes are lower than their 

premium tax credit can still take advantage of the credit. People eligible for the credit will be 

entitled to the full credit amount whether they take it in advance or wait until they file their 

taxes. For example: 

• With an annual income of $30,578 (or 225% of FPL) for 2023, John’s required premium 

contribution is 3 percent of income. John is eligible for a premium tax credit of $4,083 

for the year. John enrolls in a silver plan. In February 2024, when John files his 2023 tax 

return, John’s federal tax is $1,500. He will receive the full premium tax credit amount of 

$4,083 even though the amount of the credit is larger than his federal income tax 

liability. 
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SECTION 13 – WITHHOLDINGS & ESTIMATES 

Tax Withholding 

For employees, withholding is the amount of federal income tax withheld from your paycheck. 

The amount of income tax your employer withholds from your regular pay depends on two 

things: 

• The amount you earn. 

• The information you give your employer on Form W–4. 

The IRS gave the W-4 form a big makeover starting in 2020. The new form was redesigned to 

make it easier to understand and to make the whole withholding process more accurate and 

crystal clear.  

The W-4 change is a result of the 2018 tax reform bill. Since the bill got rid of personal 

exemptions, the new W-4 form has done away with using “personal allowances”—like claiming 

“1” if you’re single and have one job or claiming “3” if you’re married and have one child—to 

figure out how much to withhold from your paycheck. 

Seasoned preparers will tell you the ‘new and improved’ W-4 form is not user friendly.  Here’s 

what you’ll fill out: 

• Step 1: Name, address, Social Security number and expected filing status (for example: 

single or married filing jointly) 

• Step 2: Any side hustles, other jobs and income from your spouse 

• Step 3: Any children or other dependents 

• Step 4: Any extra income and any extra withholding 

• Step 5: Your signature 

The IRS has a ‘Tax Withholding Estimator’ on their website that some find useful.  

How It Works 

Use this tool to: 

• Estimate your federal income tax withholding. 

• See how your refund, take-home pay or tax due are affected by withholding amount. 

• Choose an estimated withholding amount that works for you. 

Results are as accurate as the information you enter. 

What You Need 

Have this ready: 

• Paystubs for all jobs (spouse too) 

• Other income info (side jobs, self-employment, investments, etc.) 

• Most recent tax return. 

Your information isn't saved. 
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Pensions and Annuity Withholding 

Generally, pension and annuity payments are subject to federal income tax withholding. The 

withholding rules apply to the taxable part of payments from an employer pension annuity, 

profit-sharing, stock bonus, or other deferred compensation plan. The rules also apply to 

payments from an Individual Retirement Arrangement (IRA), an annuity, endowment, or life 

insurance contract issued by a life insurance company. There is no withholding on any part of a 

distribution that is not expected to be includible in the recipient's gross income. 

There is also a Form W-4P a taxpayer can use to indicate to the payer how much to withhold. 

These withholdings are reported to the taxpayer on their Form 1099-R in box 4. 

 

 

 

 

https://www.irs.gov/individuals/international-taxpayers/pensions-and-annuity-withholding
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Social Security Income 

An SSA-1099 is a tax form we mail each year in January to people who receive Social Security 

benefits. It shows the total amount of benefits you received from us in the previous year so you 

know how much Social Security income to report to the Internal Revenue Service on your tax 

return. Individuals that choose to voluntarily have income taxes withheld get this reported to 

them in box 6 of their form SSA-1099.   

This can be missed often by seasoned preparers – so watch for it! 
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Other Withholding 

There are many other forms a taxpayer may receive that will have federal income taxes 

withheld. Some of them may be: 

• Form 1099-INT 

• Form 1099-DIV 

• Form 1099-B 

• Form 1099-NEC 

• Form 1099-MISC 

• Form W2-G 

• Form 1099-C 

Backup Withholding 

Generally, backup withholding applies only to U.S. citizens and resident aliens, and not to 

nonresident aliens (NRA). 

The payer must backup withhold 24% from a reportable payment made to a U.S. person that is 

subject to Form 1099 reporting if: 

• The U.S. person has not provided its Taxpayer Identification Number (TIN) in the manner 

required, 

• The IRS notifies the payer that the TIN furnished by the payee is incorrect, 

• There has been a notified payee under-reporting, 

• There has been a payee certification failure, or 

• If the status of the payee as a foreign person or a U.S. person cannot be determined, the 

presumption rules under chapters 3 and 61 require the payer to treat the payee as a 

non-exempt U.S. person. 

Generally, to avoid backup withholding, a TIN must be provided by a U.S. non-exempt recipient 

on Form W-9. A payer files a tax return on Form 945 for backup withholding. 

The payer who neglects or refuses to do backup withholding when required will himself be held 

liable for the amount of the backup withholding which should have been withheld from any 

payments (plus any applicable interest, penalties, or additions to tax). 

 

 

 

 

 

 

https://www.irs.gov/businesses/small-businesses-self-employed/backup-withholding-b-program
https://www.irs.gov/forms-pubs/about-form-w-9
https://www.irs.gov/forms-pubs/about-form-945
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Estimates 

Taxes must be paid as you earn or receive income during the year, either through withholding or 

estimated tax payments. If the amount of income tax withheld from your salary or pension is 

not enough, or if you receive income such as interest, dividends, alimony, self-employment 

income, capital gains, prizes and awards, you may have to make estimated tax payments. If you 

are in business for yourself, you generally need to make estimated tax payments. Estimated tax 

is used to pay not only income tax, but other taxes such as self-employment tax and alternative 

minimum tax. 

If you don’t pay enough tax through withholding and estimated tax payments, you may be 

charged a penalty. You also may be charged a penalty if your estimated tax payments are late, 

even if you are due a refund when you file your tax return. 

Estimated tax requirements are different for farmers, fishermen, and certain higher income 

taxpayers.  

Who Must Pay Estimated Tax 

Individuals, including sole proprietors, partners, and S corporation shareholders, generally have 

to make estimated tax payments if they expect to owe tax of $1,000 or more when their return 

is filed. 

Corporations generally have to make estimated tax payments if they expect to owe tax of $500 

or more when their return is filed. 

You may have to pay estimated tax for the current year if your tax was more than zero in the 

prior year.  

Who Does Not Have To Pay Estimated Tax 

If you receive salaries and wages, you can avoid having to pay estimated tax by asking your 

employer to withhold more tax from your earnings. To do this, file a new Form W-4 with your 

employer. There is a special line on Form W-4 for you to enter the additional amount you want 

your employer to withhold. 

You don’t have to pay estimated tax for the current year if you meet all three of the following 

conditions. 

• You had no tax liability for the prior year. 

• You were a U.S. citizen or resident alien for the whole year. 

• Your prior tax year covered a 12-month period. 

You had no tax liability for the prior year if your total tax was zero or you didn’t have to file an 

income tax return.  

 

https://www.irs.gov/forms-pubs/about-form-w-4
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When To Pay Estimated Taxes 

For estimated tax purposes, the year is divided into four payment periods. Each period has a 

specific payment due date. If you don’t pay enough tax by the due date of each of the payment 

periods, you may be charged a penalty even if you are due a refund when you file your income 

tax return. 

If a payment is mailed, the date of the U.S. postmark is the date of payment. If the due date for 

an estimated tax payment falls on a Saturday, Sunday, or legal holiday, the payment will be on 

time if you make it on the next day that isn’t a Saturday, Sunday or holiday. 

Taxes are pay-as-you-go. This means that you need to pay most of your tax during the year, as 

you receive income, rather than paying at the end of the year. 

There are two ways to pay tax: 

•  Withholding from your pay, your pension or certain government payments, such as 

Social Security. 

•  Making quarterly estimated tax payments during the year. 

This will help you avoid a surprise tax bill when you file your return. You can also avoid interest 

or a penalty for paying too little tax during the year. Ordinarily, you can avoid this penalty by 

paying at least 90 percent of your tax during the year. 

Typically, underpayment penalties are 5% of the underpaid amount, and they're capped at 25%. 

Underpaid taxes also accrue interest at a rate that the IRS sets annually. 

The IRS has seen an increasing number of taxpayers subject to estimated tax penalties, which 

apply when someone underpays their taxes. The number of people who paid this penalty 

jumped from 7.2 million in 2010 to 10 million in 2015, an increase of nearly 40 percent. The 

penalty amount varies, but can be several hundred dollars.  

Estimated tax payments are due as follows: 

• January 1 to March 31 – April 15 

• April 1 to May 31 – June 15 

• June 1 to August 31 - September 15 

• September 1 to December 31 – January 15 of the following year 

Note: If these due dates fall on a Saturday, Sunday or legal holiday, the payments are due the 

next business day. 

You may send estimated tax payments with Form 1040-ES. Or you can pay online, by phone or 

from your mobile device using the IRS2Go app. 

 

https://www.irs.gov/payments/pay-as-you-go-so-you-wont-owe-a-guide-to-withholding-estimated-taxes-and-ways-to-avoid-the-estimated-tax-penalty
https://www.irs.gov/payments/penalties
https://www.irs.gov/forms-pubs/about-form-1040-es
https://www.irs.gov/help/irs2goapp


~ 9 ~ 
 

 



~ 10 ~ 
 

 



~ 11 ~ 
 

Bottom line – how to avoid estimated tax penalty: 

Generally, most taxpayers will avoid this penalty if they owe less than $1,000 in tax after 

subtracting their withholdings and credits, or if they paid at least 90% of the tax for the current 

year, or 100% of the tax shown on the return for the prior year, whichever is smaller. 

And – pay estimated payments – pay as you go – not once by January 15th. 
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SECTION 14 – REFUNDS, OFFSETS, TAX DUE 

Refunds 

The individual tax refund is, of course, what all your clients love.  Often when you tell them they 

are getting a refund and how much it is, they never hear another word you are saying because 

in their mind they are already spending it! 

Let’s look at several areas you should be aware of regarding the tax refund. 

Where's My Refund? 

When the taxpayer is aware of getting a refund, they often call the preparer many times 

wanting to know where it is. The IRS has a tool on their website to assist taxpayers with this. 

Here’s what they see when you advise them to go online to check: 

You can check the status of your current year income tax refund 24 hours after e-filing. Please 

allow 3 or 4 days after e-filing your 2021 and 2022 tax year returns.  If a paper return was filed, 

please allow 4 weeks before checking the status. 

Information is updated once a day, overnight. 

What You Need 

• Your Social Security or taxpayer ID number 

• Your filing status 

• The exact refund amount on your return 
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Direct Deposit or Paper Check 

The taxpayer has a choice of receiving their refund in a paper check issued by the IRS and sent 

via the USPS or having their refund directly deposited into their savings or checking account.  

The IRS and most tax professionals encourage the direct deposit method.   

Be sure to communicate clearly with the married filing joint taxpayers, as most financial 

institutions require both names to be on the account before the financial institutions will allow 

the direct deposit to go through. 

Another caution is ensuring the correct banking information is given to the preparer and that 

the preparer correctly enters the information.  Once a return is transmitted to the IRS with 

erroneous information on it is too late.  It cannot be cancelled or changed. 

 

Form 8888 

Use Form 8888 to directly deposit your refund (or part of it) to one or more accounts at a bank 

or other financial institution (such as a mutual fund, brokerage firm, or credit union) in the 

United States. This form can also be used to buy up to $5,000 in paper series I savings bonds 

with your refund. 

This form is NEVER to be used for you tax return preparation fees to be direct deposited into 

your bank account from the taxpayer’s refund. The form is designed to give options to the 

taxpayer to deposit directly in several of their accounts the refund due to them. 

 

This form is helpful during planning with the taxpayer for adding funds to their IRA or HSA.  

Prior year contributions into either of these can be done up until the due date of the return thus 

resulting in less tax owed or higher refund amounts. 

 

Another useful way this form can be used is if the taxpayers are wanting their refunds separated 

even though they filed jointly.  This sometimes can be an accommodating way if the taxpayers 

are going through a separation or divorce and it’s not final. 
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Offsets 

 

If an individual owes money to the federal government because of a delinquent debt, the 

Treasury Department can offset that individual's federal payment or withhold the entire amount 

to satisfy the debt. The debtor is notified in advance of any offset action to be taken. 

 

The IRS makes offsets for past due federal taxes. All other offsets are handled by the Treasury 

Department’s Bureau of the Fiscal Service (BFS), previously known as the Financial Management 

Service (FMS). For federal tax offsets, you’ll get an IRS notice. For all other offsets, the notice will 

come from BFS. 

 

The Treasury Offset Program (TOP) collects past-due (delinquent) debts (for example, child 

support payments) that people owe to state and federal agencies. 

TOP matches people and businesses who owe delinquent debts with money that federal 

agencies are paying (for example, a tax refund). To the extent allowed by law, when a match 

happens, TOP withholds (offsets) money to pay the delinquent debt. 

In fiscal year 2022, TOP recovered more than $5.2 billion in federal and state delinquent debts. 

 

The Department of Treasury's Bureau of the Fiscal Service (BFS) issues IRS tax refunds and 

Congress authorizes BFS to conduct the Treasury Offset Program (TOP). Through the TOP 

program, BFS may reduce your refund (overpayment) and offset it to pay: 

• Past-due child support; 

• Federal agency nontax debts; 

• State income tax obligations; or 

• Certain unemployment compensation debts owed to a state (generally, these are debts 

for (1) compensation paid due to fraud, or (2) contributions owing to a state fund that 

weren't paid). 

 

Injured Spouse Claim 

If you filed a joint return and you're not responsible for debt that is subject to offset because it 

is owed by your spouse, you're entitled to request your portion of the refund back from the IRS. 

You may file a claim for this amount by filing Form 8379, Injured Spouse Allocation. 

You may file Form 8379 in any of the following ways: 

• With your original joint tax return (Form 1040 or Form 1040-SR), 

• With your amended joint tax return (Form 1040-X), or 

• By itself after you receive notification of an offset. 

When filing a Form 8379 with your joint return by mail or with an amended return, write 

"Injured Spouse" in the top left corner of the first page of the joint return. 

The IRS can process your Form 8379 before an offset occurs. If you file Form 8379 with your 

original return, it may take 11 weeks to process an electronically-filed return or 14 weeks if you 

http://www.fiscal.treasury.gov/
https://www.fiscal.treasury.gov/
https://www.irs.gov/forms-pubs/about-form-8379
https://www.irs.gov/forms-pubs/about-form-1040
https://www.irs.gov/forms-pubs/about-form-1040-sr
https://www.irs.gov/forms-pubs/about-form-1040x
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filed a paper return. If you file the Form 8379 by itself after a joint return has been processed, 

then processing will take about 8 weeks.  

 

When filing Form 8379 by itself, you must show both spouses' taxpayer identification numbers 

in the same order as they appeared on your joint income tax return. You, the injured spouse, 

must sign the form. 

Be sure to attach the required Forms W-2 and W-2G for both spouses and any Forms 1099 

showing federal income tax withholding to avoid delays. Don't attach the previously filed joint 

tax return. Send Form 8379 to the Service Center where you filed your original return and allow 

at least 8 weeks for the IRS to process your request. The IRS will compute the injured spouse's 

share of the joint refund. If you lived in a community property state during the tax year, the IRS 

will divide the joint refund based upon state community property law. Not all debts are subject 

to a tax refund offset. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://www.irs.gov/filing/where-to-file-paper-tax-returns-with-or-without-a-payment


~ 6 ~ 
 

 



~ 7 ~ 
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Tax Due 

If you're not able to pay the tax you owe by your original filing due date, the balance is subject 

to interest and a monthly late payment penalty. There's also a penalty for failure to file a tax 

return, so you should file timely even if you can't pay your balance in full. It's always in your best 

interest to pay in full as soon as you can to minimize the additional charges. 

Paying electronically is a convenient way to pay your federal taxes online, by phone for EFTPS: 

The Electronic Federal Tax Payment System or card payments, or digital wallet, or from a mobile 

device. Electronic payment options are available on our payments page and the IRS2Go app. 

When paying electronically, you can schedule your payment in advance. You'll receive instant 

confirmation after you submit your payment. You can opt in to receive email notifications about 

your payments. The IRS uses the latest encryption technology making electronic payments safe 

and secure. It's quick, easy, and much faster than mailing in a check or money order. 

IRS Direct Pay is a secure service you can use to pay your taxes for Form 1040 series, estimated 

taxes or other associated forms directly from your checking or savings account at no cost to 

you. Complete the five easy steps and you'll receive instant confirmation after you submit your 

payment. With Direct Pay, you can use the "Look Up a Payment" feature to view your payment 

details and status. You can opt in to receive email notifications about your payment. You can 

also modify or cancel your payment up to two business days before your scheduled payment 

date. 

If you decide to pay by mail, enclose a check or money order with a copy of your tax return or 

notice. Make it payable to the United States Treasury and provide your name, address, daytime 

phone number, taxpayer identification number, tax year, and form or notice number (for 

example, 2022 Form 1040) on the front of your payment. 

If you can't pay in full, you should pay as much as possible to reduce the accrual of interest on 

your account. You should consider financing the full payment of your tax liability through loans, 

such as a home equity loan from a financial institution or a credit card. The interest rate and any 

applicable fees charged by a bank or credit card company may be lower than the combination of 

interest and penalties set by the Internal Revenue Code. 

 

Once it is determined tax is owed on the tax return, the taxpayer has choices: 

• mail in a payment with a voucher for the amount in full or, 

• have the amount automatically withdrawn from their checking account or, 

• Pay by Debit Card, Credit Card or Digital Wallet (e.g., PayPal) 

 

If the taxpayer cannot pay the full amount owed, they should send in as much as they can by 

either of the above methods in order to reduce the penalties.  

 

If the taxpayer cannot pay any of the amount owed, the return should still be filed timely, if 

possible, in order to eliminate the late filing penalty.  This penalty is equal to 5% of the unpaid 

balance, per month or part of a month, up to a maximum of 25% of unpaid tax. 

https://www.irs.gov/payments/eftps-the-electronic-federal-tax-payment-system
https://www.irs.gov/payments/eftps-the-electronic-federal-tax-payment-system
https://www.irs.gov/payments
https://www.irs.gov/help/irs2goapp
https://www.irs.gov/payments/direct-pay
https://www.irs.gov/payments/payment-options-available-through-direct-pay
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Understanding your options will help you determine what to do if you owe the IRS. That way 

you can produce a plan. Here are some of the most common options for people who owe and 

can’t pay using the above payment methods: 

Pay from Your Bank Account 

For individuals only. No registration required. No fees from IRS. Schedule payments up to a year 

in advance. 

Pay by Debit Card, Credit Card or Digital Wallet (e.g., PayPal) 

For individuals and businesses (not for payroll tax deposits). Processing fees apply. 

Payment Plan 

Apply online for a payment plan (including installment agreement) to pay off your balance over 

time. Fees apply. 

Short-Term Payment Plans (up to 180 days) 

If you can't pay in full immediately, you may qualify for additional time --up to 180 days-- to pay 

in full. There's no fee for this full payment; however, interest and any applicable penalties 

continue to accrue until your liability is paid in full.  

Payment Plans (Installment Agreements) 

If you're not able to pay your balance in full immediately or within 180 days, you may qualify for 

a monthly payment plan (including an installment agreement). To request a payment plan, use 

the OPA application, and complete Form 9465, Installment Agreement Request. The IRS offers 

various options for making monthly payments: 

• Direct debit from your bank account, 

• Payroll deduction from your employer, 

• Payment by EFTPS, 

• Payment by credit card or debit card via phone or Internet, 

• Payment via check or money order, 

• Payment with cash at a retail partner.  

The IRS charges a user fee when you enter into a payment plan; however, if you are a low-

income taxpayer, this user fee is reduced and possibly waived or reimbursed when certain 

conditions apply. 

Before your payment plan request can be considered, you must be current on all filing and 

payment requirements. Taxpayers in an open bankruptcy proceeding aren't generally eligible. 

You must specify the amount you can pay and the day of the month (1st through 28th). Your 

payment must be received by the IRS on your due date. If you plan on mailing your payment, 

consider mailing time when you select a payment day. OPA will provide an immediate 

determination for your proposed payment plan. If you mail Form 9465, the IRS will respond to 

your request typically within 30 days but it may take longer during filing season. 

Installment agreements by direct debit and payroll deduction enable you to make timely 

payments automatically and reduce the possibility of default. These convenient payment 

methods also allow you to avoid the time and expense of mailing monthly payments or paying 

electronically each month. 

https://www.irs.gov/payments/payment-plans-installment-agreements
https://www.irs.gov/payments/online-payment-agreement-application
https://www.irs.gov/forms-pubs/about-form-9465
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For a direct debit installment agreement, you must provide your checking account number, your 

bank routing number, and written authorization to initiate the automated withdrawal of the 

payment. 

 

Installment Agreement Options and Fees 

Payment Options 

Costs 

Option 1: Pay through Direct Debit (automatic monthly payments from your checking account), 

also known as a Direct Debit Installment Agreement (DDIA). 

• Apply online: $31 setup fee. 

• Apply by phone, mail, or in-person: $107 setup fee. 

• Low income: Apply online, by phone, or in-person: setup fee waived. 

• Plus accrued penalties and interest until the balance is paid in full. 

Option 2: After applying for a long-term payment plan, payment options include: 

• Make monthly payment directly from a checking or savings account (Direct Pay) 

(Individuals only) 

• Make monthly payment electronically online or by phone using Electronic Federal Tax 

Payment System (EFTPS) (enrollment required) 

• Make monthly payment by check, money order or debit/credit card 

Fees apply when paying by card. 

• Apply online: $130 setup fee. 

• Apply by phone, mail, or in-person: $225 setup fee. 

• Low income: Apply online, by phone, or in-person: $43 setup fee which may be 

reimbursed if certain conditions are met. 

• Plus accrued penalties and interest until the balance is paid in full. 

 

 

 

 

 

 

 

 

 

 

  

 

https://www.irs.gov/payments/payment-plans-installment-agreements#low_income
https://www.irs.gov/payments/online-payment-agreement-application
https://www.irs.gov/payments/direct-pay
https://www.irs.gov/payments/eftps-the-electronic-federal-tax-payment-system
https://www.irs.gov/payments/payment-plans-installment-agreements#low_income
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SECTION 15 – SIGNATURES 

The taxpayer must sign and date the return for it to be valid. If the taxpayer is married, their 

spouse must also sign the return. 

If the return is e-filed, use a personal identification number (PIN) as the taxpayer's signature on 

Form 8879, IRS e-file Signature Authorization. 

The majority of all tax returns will be e-filed, causing Form 8879 to become the signature page 

of the tax return. 

Form 8879 

Form 8879 is the declaration document and signature authorization form used to authorize 

electronic return originators (EROs) to electronically file an individual's tax return. 

Complete this form when: 

• The practitioner PIN method is used 

• The taxpayer authorized the ERO to enter or generate the taxpayer's PIN on their e-filed 

individual income tax return 

Both the taxpayer and the tax preparer must sign Form 8879. The signature can be a 

handwritten signature or an electronic signature if supported by computer software. The form 

may be hand delivered, mailed, emailed or faxed. 

 

A paid tax preparer must sign an income tax return or claim for refund. Tax preparers who do 

not properly sign a return are subject to a $55 failure to sign penalty  for each failure [§6695(b)]. 

In lieu of an actual original signature, the IRS authorized alternative signing methods such as a 

rubber stamp, mechanical device or computer software program. However, a PIN signature is 

required for all electronically filed Form 1040s, as discussed  above. 

Additionally, paid tax preparers are not required to sign the taxpayer's copy of Form 1040 [Rev. 

Rul. 78-317]. 
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Assembling the Return 

Assemble any schedules and forms behind Form1040 in order of the "Attachment Sequence 

No." shown in the upper-right comer of the schedule or form. Supporting statements are 

arranged in the same order as the schedules or forms they support  and attach them last. 

Print the return, schedules, and other attachments on standard size paper. Cutting the paper 

may cause problems in processing the return. Do not attach correspondence or other items 

unless required to do so. 

When paper filing, attach Forms W-2 and 2439 to Form 1040. If a Form W-2c (a corrected Form 
W-2) is received, attach the original Forms W-2 and any Forms W-2c. Attach Forms W-20 and 
1099-R to Form 1040 if tax was withheld. 
 
Tax returns can either be e-filed or mailed to the appropriate Internal Revenue Service center. 

The mailing addresses are in the instructions to the return. For more details on e-filing, see the 

Form 1040 instructions. 

Decedent Returns 

• Across the top of the return - above the area where you enter your address, write 

"Deceased," decedent’s name, and the date of death. 

• When you're a surviving spouse filing a joint return and a personal representative hasn't 

been appointed, you should sign the return and write "filing as surviving spouse" in the 

signature area below your signature. 

• When you're a surviving spouse filing a joint return and a personal representative has 

been appointed, you and the personal representative should sign the return. 

• A decedent taxpayer's tax return can be filed electronically. Follow the specific directions 

provided by your preparation software for proper signature and notation requirements. 

Note: You can't file a final joint return with your deceased spouse if you as the surviving spouse 

remarried before the end of the year of death. The filing status of the decedent in this instance 

is married filing separately. 
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SECTION 16 – COMMUNICATION TOOLS 

Many of us communicate with people every day, whether in person or on the countless digital 

platforms available to us. But how much of our communication actually reaches the intended 

audience or person the way we hoped? Effective communication requires us to be clear and 

complete in what we are trying to express. 

Being an effective communicator in our professional and personal lives involves learning the 

skills to exchange information with clarity, empathy, and understanding.  

Effective communication is the process of exchanging ideas, thoughts, opinions, knowledge, and 

data so that the message is received and understood with clarity and purpose. When we 

communicate effectively, both the sender and receiver feel satisfied. 

For communication to be effective, it must be clear, correct, complete,  and concise. While the 

effectiveness of communication can be difficult to measure, its impact is hard to deny.  

Circular 230 §10.33 Best Practices for Tax Advisors 

(a) Best practices. Tax advisors should provide clients with the highest quality representation 

concerning Federal tax issues by adhering to best practices in providing advice and in preparing 

or assisting in the preparation of a submission to the Internal Revenue Service. In addition to 

compliance with the standards of practice provided elsewhere in this part, best practices 

include the following:  

 (1) Communicating clearly with the client regarding the terms of the engagement. For 

 example, the advisor should determine the client’s expected purpose for and use of the 

 advice and should have a clear understanding with the client regarding the form and 

 scope of the advice or assistance to be rendered. 

 (2) Establishing the facts, determining which facts are relevant, evaluating the 

 reasonableness of any assumptions or representations, relating the applicable law 

 (including potentially applicable judicial doctrines) to the relevant facts, and arriving at a 

 conclusion supported by the law and the facts.  

 (3) Advising the client regarding the import of the conclusions reached, including, for 

 example, whether a taxpayer may avoid accuracy-related penalties under the Internal 

 Revenue Code if a taxpayer acts in reliance on the advice.  

 (4) Acting fairly and with integrity in practice before the Internal Revenue Service.  

  (b) Procedures to ensure best practices for tax advisors. Tax advisors with   

  responsibility for overseeing a firm’s practice of providing advice concerning  

  Federal tax issues or of preparing or assisting in the preparation of submissions  

  to the Internal Revenue Service should take reasonable steps to ensure that the  
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  firm’s procedures for all members, associates, and employees are consistent with 

  the best practices set forth in paragraph (a) of this section.  

  (c) Applicability date. This section is effective after June 20, 2005. 
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WAIVER OF POTENTIAL CONFLICT OF INTEREST 

 
 

 

We, the undersigned, have requested that (TAX COMPANY NAME) to jointly represent us in 

the preparation of our Federal, State and Local or other tax returns, and/or provide other 

accounting services. 

 

Although our interests in these matters are generally consistent, it is recognized and understood 

that differences may exist or become evident during the course of our providing services.  

Notwithstanding these possibilities, we have determined that it is in our individual and mutual 

interests to have a single accounting firm represent us jointly in connection with all tax and 

accounting matters.  The potential for conflicts of interest has been explained to us. 

 

Accordingly, this agreement authorizes you to represent us jointly in connection with the above-

described matters.  This will also confirm that we have each agreed to waive any conflict of 

interest arising out of your representation of each of us in the matters described herein. 

 

It is further understood and agreed that you may freely convey necessary information provided 

by one of us to the other unless we expressly direct you in writing to the contrary.  

 

This Waiver of Potential Conflict of Interest will remain in effect until either of us advises you in 

writing that we are revoking the Waiver. 

 

 

 

              
Print Name   Signature   Title   Date 

 

 

              

Print Name   Signature   Title   Date 

 

 

              

Print Name   Signature   Title   Date 

 

 

              

Print Name   Signature   Title   Date 

 

 

              

Print Name   Signature   Title   Date 

 

 

              

Print Name   Signature   Title   Date 
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Consent A 

 

CONSENT TO USE TAX RETURN INFORMATION 

 

Federal law requires this consent form be provided to you.  Unless authorized by law, we cannot 

disclose, without your consent, your tax return information to third parties for purposes other than 

the preparation and filing of your tax return.  If you consent to the disclosure of your tax return 

information, Federal law may not protect your tax return information from further use or 

distribution. 

 

You are not required to complete this form.  If we obtain your signature on this form by 

conditioning our services on your consent, your consent will not be valid.  If you agree to the 

disclosure of your tax return information, 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. 

 

Please complete:  (To be completed by the taxpayer.) 

 

• Purpose for forwarding information:  _____________________________ 

____________________________________________________________ 

____________________________________________________________ 

 

• Name and address to whom the information is being disclosed to: 

_________________________________________________ 

 _________________________________________________ 

 _________________________________________________ 

 _________________________________________________ 

 

• Duration of Consent: ________________________________ 

 

I, __________________________________________, authorize (TAX OFFICE NAME).  

to disclose to _________________________________ my tax return information for year ____. 

 

Taxpayer Signature: ______________________________ 

Print Name: _____________________________________  Date: _____________ 

 

Taxpayer Spouse Signature: ________________________  

Print Name: _____________________________________  Date: _____________ 

 

If you believe your tax return information has been disclosed or used improperly in a manner 

unauthorized by law without your permission, you may contact the Treasury Inspector General for 

Tax Administration (TIGTA) by telephone at 1-800-366-4484, or by email to:  

complaints@tigta.treas.gov 

 

 

 

mailto:complaints@tigta.treas.gov
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Consent B 

 

CONSENT TO DISCLOSURE OF TAX RETURN INFORMATION 

 

Federal law requires this consent form be provided to you.  Unless authorized by law, we cannot 

disclose, without your consent, your tax return information for purposes other than the preparation 

and filing of your tax return. 

 

You are not required to complete this form.  If we obtain your signature on this form by 

conditioning our 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. 

 

The purpose of this consent is to allow us to disclose your tax return information to 

____________________________ per your request.   

 

We are not allowed by Federal law to use your tax information for any purpose other than to 

prepare your tax return unless you permit us by signing this statement.   

 

If you approve use of your tax return information by (TAX OFFICE NAME). for a term of one 

year, please sign below. 

 

Taxpayer Signature: _________________________________ 

Print Name: ________________________________________ Date: _______________  

 

Taxpayer Spouse Signature: ___________________________ 

Print Name: ________________________________________ 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) by telephone at 1-800-366-4484, or by email at  

complaints@tigta.treas.gov 

 

 

 

 

 

 

 

 

 

mailto:complaints@tigta.treas.gov
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ENGAGEMENT LETTER 
Foos-Garvin Accounting, Inc. 

 

{Purpose} This letter describes the services we propose to provide to you this year to help you meet your tax filing 

obligations. The letter describes the scope of our services. If you wish us to provide added services, please ask. Any 

such services we might provide will be covered by a separate engagement letter. 

 

{Scope} We will prepare your individual Federal and State of residence income tax returns based on the information 

that you provide. We will file your return electronically (if eligible) unless you specifically decline to do so. We will 

also prepare any local, other states, foreign bank reporting (FBAR) and estimated tax returns only when you inform 

your tax professional indicating that you are choosing that option. A worksheet will be provided.  If we find 

inconsistencies in any information you provide, we will check with you; however, we do not audit or verify from 

source documents the information you provide. 

 

Our work will be completed in accordance with appropriate income tax laws and regulations. We will use our judgment 

in resolving questions when the law is unclear or where there are conflicts between tax authorities; interpretations of 

the law and other supportable positions. Please inform us if you prefer that we not make such judgments in your favor. 

 

Tax returns are subject to audit by the tax authorities. If your returns are audited, you may be required to furnish 

documents to the tax authorities to substantiate information you provided and that we reported on your return. If your 

returns are selected for audit, we would be pleased to represent you; however, representation services are not 

included in our fee for tax preparation and require a separate letter of engagement. In this regard, remember to 

retain backup documents for your tax return for at least four (4) years after the returns were filed. 

 

We can also help you answer correspondence from the taxing authorities. This may require you to designate us as 

your agent by a Limited Power of Attorney to permit a quicker, more direct resolution of the problem. Our reassurance 

plan ($35) includes limited representation, however any attempts to resolve any correspondence with any taxing 

authority, without Foos-Garvin, Inc, will void the reassurance plan. Our hourly rate of $95 will be charged for all 

tax representation services, but only after a consultation with you. 

 

{Confidentiality} Under the law, some communications between a client and an enrolled agent are privileged and not 

subject to disclosure to the IRS. However, any information that you furnish to us for the purpose of preparing your 

tax returns is not protected by this privilege and consequently may be discovered by the IRS. 

 

{Privacy} A rule adopted by the Federal Trade Commission in 2000, prohibits us from disclosing non-public 

information about clients to non affiliated third parties and requires us to annually disclose our policy to all clients. 

This is our policy: 

 

We collect certain information about you, but only when it is provided by you or is obtained with your permission. As 

a general rule, we do not disclose non-public personal information about our clients to anyone. To the extent permitted 

by law, however, certain non-public information about you may be disclosed to comply with a validly issued and 

enforceable subpoena or summons, or to allow us to render appropriate services to you. Except as otherwise described 

in this notice, we restrict access to non-public information about you to employees of our company and other parties 

who must use that information to provide services to you.  Per Code Section 7216, we will disclose your information 

in order to collect our fees which can include credit card processing companies, Crawford County Sheriff’s 

office and a collection agency.  We also maintain physical, electronic, and procedural safeguards in compliance with 

applicable laws and regulations to guard your personal information from unauthorized access, alteration, or premature 

destruction. 

 

{Fees} Our fees for tax preparation are based on the forms and time required to complete your return.  An estimate of 

our tax preparation fee for your return can be requested prior to our engagement of services. Electronic filing is free 

to all eligible clients. Also, if we must make repeated requests for information, we will charge additional fees. In 

the event that we prepare your taxes and you later receive additional tax papers (1099’s / W-2’s etc.) that cause us to 

file an amendment to your return, you will be charged a minimum of $200 for the Federal 1040X plus any additional 

required forms, provided this is no fault of Foos-Garvin Accounting, Inc. 
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If you have chosen the professionals of Foos-Garvin Accounting, Inc. to prepare and file your tax return prior 

to February 11th 2023, you are personally telling us that you have received all of your tax information (W-2s, 

1099s, etc. except for 1095-B and 1095-C) and that your tax return is ready to be filed. In the event that you 

receive additional information after we file your return, this document is your official notification that should 

you request our services, in filing the required amended return; we will be charging you an additional minimum 

$200.00 for services rendered.  By signing this document you, the client, agree that you understand and accept 

these provisions in our client billing. 

 

I understand that I am legally required to have minimum essential coverage (MEC), as defined by the 

Affordable Care Act effective 1/1/2014, for myself and all dependents listed on my tax return (Tax Household).  

I also understand this said coverage must be for all 12 months of 2022.  A shared responsibility payment is $0.   

 

In regards to municipalities, I (the client) understand that my preparer has informed me that filing any RITA forms 

shall be sent via certified mail.  If any forms are not mailed “certified” Foos-Garvin Inc. will not be held responsible 

for non-filing correspondences, the client will have voided the reassurance plan.  If Foos-Garvin Inc. is requested to 

answer a Municipalities correspondence the client will be responsible to pay our hourly tax representation rate.   

 

If issues arise that require significant time for research or compiling of your records and data, we charge an additional 

$95 per hour. However, we will discuss the issue(s) with you to obtain your advance approval for this extra work. 

 

Fees are due and payable when we present the returns to you and must be paid prior to signing. 

 

{Client’s Responsibility} It is your responsibility to provide us with all the information needed to prepare complete 

and accurate returns and to review completed returns before signature for accuracy and completeness.  By signing 

this form I/we acknowledge that it is my/our responsibility to be able to verify and prove all items on the return, 

including, but not limited to:  crypto/digital assets, contributions, mileage, inventory, meals, travel, refundable 

credits including EIC, AOC, child tax credit, premium tax credit, receipts for capital assets and stock & mutual 

fund documentation.  It is your responsibility to advise us if you do not have minimum essential health coverage 

for the tax household for all of 2022. 

 

Your copy of this return and all documents, which enabled us to prepare the return, should be retained for three 

years from the date of filing or April 15, 2026, whichever is later.  Any such records, which substantiate a basis in 

property or carry forward a credit or loss, must be maintained until three years from the date the property is disposed 

of or credit or loss taken.  Our office will also maintain a copy of your return for the required three years should 

your copy be lost or destroyed. 

 

{Limited Liability} Our liability to you for the services described in this letter is limited to the fees you pay for those 

services; however, in the unlikely event we make an error in preparing your return (when you have provided us with 

complete information and you have timely reviewed your return before signature), we will reimburse you by preparing 

your next year’s tax return without fee to you. 

 

{Conflict of Interest Waiver} Occasionally we, at Foos-Garvin Accounting, Inc., find that we may need to represent 

a client that shares a common interest with another client thus creating a possible Conflict of Interest between the 

parties and our company. When these Conflicts of Interest arise we will require both parties to sign a waiver, 

releasing us from any and all liabilities resulting from said conflict. 

 

By signing this form you agree to hold Foos-Garvin Accounting, Inc., and its employees, harmless from any and all 

situations that may arise from any potential conflicts. You further acknowledge Foos-Garvin Accounting, Inc’s right 

to terminate servicing you as a client should they deem it necessary, in writing, to do so based on the nature of the 

conflict. 

 

Although we are available at any time to provide you with tax planning advice, we are not obligated to do so unless 

you specifically request it. Our policy is to put in writing all official tax advice. Therefore, we will not charge you for, 

nor should you rely upon, any unwritten advice since it may be tentative and not yet fully reviewed. At no time does 

Foos-Garvin Accounting, Inc. offer legal or financial advice. 
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Please note that we can no longer fax or email any tax documentation without prior written consent on file in this 

office. This written consent must be given in person in our office on a specific form required by Code Section 7216. 

 

A copy of all tax returns will be provided upon completion. Any other copies from our office will be provided at 

additional costs of $25 per tax year. Must provide proof of identification at time of picking up the copy. 

 

{Agreement} After reviewing this letter, please sign and date it to confirm your agreement. A file copy for you will 

be attached to your copy of your tax returns. We appreciate the opportunity to serve you. Do not hesitate to ask your 

tax professional any questions you may have. 

 

It may be necessary for Foos-Garvin Accounting, Inc. to use basic tax information in order for us to communicate 

through future mailings/emails regarding new tax issues, etc.  Should you not want us to do this, please advise your 

tax preparer. 

 

___________________________________________________  _________________________ 

(Taxpayer Signature)       (Date) 

 

___________________________________________________  _________________________ 

(Spouse Signature)       (Date) 
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STATEMENT OF UNDERSTANDING 

 

You have chosen the professionals of Foos-Garvin Accounting, Inc. to prepare and file 

your tax return prior to February 11th, 2023. In doing so you are personally telling us that 

you have received all of your tax information (W-2s, 1099s, etc. except for 1095-B and 1095-

C) and that your tax return is ready to be filed. In the event that you receive additional 

information after we file your return, this document is your official notification that 

should you request our services, in filing the required amended return; we will be 

charging you an additional minimum $200.00 for services rendered. 

 

All clients will be given one copy of their tax return. Should you need additional copies 

now or at a later date we will happily provide them to you however; there will be a 

$25.00 charge per copy, per return. 

 

By signing this document you, the client, agree that you understand and accept these 

provisions in our client billing. 

 

Please note that we can no longer fax any tax documentation without having prior written 

consent on file in this office. This written consent must be given in person in our office. 

 

 

 

_________________________   _________________________ 

Client Printed Name     Client Signature 

 

_________________________ 

Date 

 

_________________________   _________________________ 

Client Printed Name     Client Signature 

 

_________________________ 

Date 

 

_________________________   ________________________ 

Tax Preparers Initials     Date of Service 
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WAIVER OF ADDITIONAL REQUIRED FILINGS 
 

DO YOU LIVE INSIDE CITY LIMITS OR DO YOU OWN A RENTAL OR A BUSINESS 

INSIDE CITY LIMITS?      

(CIRCLE ONE)   YES  NO  

 

CLIENT IS RESPONSIBLE TO INFORM TAX PREPARER IF THEY LIVE IN A 

TAXING AGENCY (CITY, SCHOOL, ETC.) OR IF THEY MOVED IN OR OUT OF 

TAXING AGENCY. 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

The undersigned hereby states that they do not wish to have Foos-Garvin Accounting, Inc. 

prepare any required LOCAL (CITY), SCHOOL DISTRICT, OTHER STATES, AND/OR 

FOREIGN BANK ACCOUNT REPORTING (FBAR) filings for tax year 2022.  It is my/our 

understanding that I/we are fully responsible for filing any of these in a timely manner. 

 

 

              
Print Name    Signature     Date 

 

 

 

 

              

Print Name    Signature     Date 

 

 

NO filing requirement for    CITY   SD   OTHER STATE    FBAR   ______ (preparer’s initials) 

TO BE COMPLETED BY THE TAXPREPARER ONLY-(Circle All Applicable): 

TAXPAYER IS RESPONSIBLE FOR THE FOLLOWING-(Circle All Applicable): 

 

CLIENT is responsible for   CITY   SD   OTHER STATE    FBAR      _____ (preparer’s initials) 
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SECTION 17 – TAX SAVINGS TOOLS 

 

 

This section will focus on the more common adjustments resulting in lowering the taxpayer's 

total income.  We will be going in depth on HSA’s, Retirement Plan Contributions, and §125 

cafeteria plans. 

Comparison Chart for HSA and IRA HSA IRA 

Need compensation to contribute? No Yes 

Contribute any time prior to due date without extensions? Yes Yes 

Catch up contributions allowed? Yes Yes 

Catch up contributions at what age? 55 50 

Catch up contributions at what amount? $1,000 $1,000 
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Let’s look at HSA’s first. You must have a High Deductible Health Plan (HDHP). 

The individual must be: 

• covered by a high deductible health plan (HDHP) 

• while covered under an HDHP, not be covered under any other non-HDHP 

• not be enrolled in Medicare benefits (generally has not reached age 65 yet) 

• not be claimed as a dependent on another person’s return (even if the other taxpayer 

does not actually claim them as a dependent) 

 

Regarding the individual that becomes eligible for Medicare, it is key for tax planning purposes 

to understand that individuals who are eligible for Medicare but not yet enrolled can continue 

to contribute to an HSA until the month in which the individual enrolls in any part of Medicare.  

It is important to watch the birthdates of our taxpayers that are participating in these HSA 

contributions when they are reaching age 65 so that we communicate with them.    

The individual must have a high deductible health plan that meets: 

• self or family types of coverage 

• minimum annual deductible of the plan (adjusted annually for inflation) 

• maximum annual out-of-pocket expenses for the policy holder 

2023 HDHP Amounts  

 Self-Only Coverage Family Coverage 

Minimum annual deductible $1,500 $3,000 

Maximum annual 
deductible and out-of-
pocket expenses 

 
$7,500 

 
$15,000 

 

The annual deductible and out-of-pocket expenses are the key components as to whether the 

plan will qualify as an HDHP that meets the criteria to be linked with an HSA.  For HSA eligibility 

purposes, health insurance premiums will not count as out-of-pocket medical costs.  Also, if the 

plan uses network providers, only the annual deductible as referenced to network providers is 

taken into consideration as to whether the HDHP meets the annual deductible criteria or not.  

Often, out-of-network providers have higher deductible amounts but they are not going to 

count.   

It’s very easy to get mixed up when we are looking at the self-only and family annual deductible 

limits too.  Let’s take a look at a couple of examples: 

Example:  Tom’s individual policy has an in-network deductible of $4,500, but does not provide 

any coverage out-of-network.  Tom is eligible for an HSA because his in-network deductible is 

above the minimum annual deductible limit.  
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If a family plan has a deductible for the entire family and individual deductibles for each family 

member, the plan is not eligible family HDHP coverage if any individual’s deductible is less than 

the family minimum deductible limit. 

Example:  Tim is looking at a particular family health insurance policy and is wondering if it 

qualifies as a HDHP.  The family plan deductible is $4,500, with individual deductibles of $1,500 

for each family member.  Because the plan’s deductible for individuals is below the $3,000 limit 

for family coverage, the plan is not eligible for family HSA coverage. 

A HDHP will not fail to qualify if it contains a provision for paying preventative care without a 

deductible.  Co-pays will count towards the out-of-pocket maximum expense limit.  An 

individual can have a prescription drug plan as a separate plan or as a part of their HDHP and 

still qualify if the plan does not provide benefits until the minimum annual deductible of the 

HDHP has been met.   

An individual will not be eligible for HSA coverage if they are covered by another health plan 

that is not a HDHP while they are covered by a qualified HDHP.  Even though, generally you 

cannot have any other health coverage, you can still contribute to an HSA without jeopardizing 

it with the following types of coverage: 

• Worker’s Compensation 

• Specific disease or illness insurance policies, such as cancer insurance 

• Disability insurance 

• Dental, vision, accident or long-term care insurance 

• Insurance that pays a fixed amount per day of hospitalization 

 

The HSA 

No permission or authorization from the IRS is necessary to establish an HSA.  An individual 

must use a qualified trustee.  These trustees include: 

• Banks 

• Insurance companies 

• Anyone already approved by the IRS to be a trustee of individual retirement 

arrangements (IRAs) or Archer medical savings accounts (MSAs) 

 

Other HSA trustees can be found by searching through the internet.  Often, the taxpayer’s 

employer would prefer or requires them to use the HSA trustee established through the health 

plan provider.   

 

HSAs offer several tax advantages much greater than just putting aside money in a personal 

checking or savings account. 
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An HSA is a tax-exempt trust or custodial account exclusively for the purpose of paying qualified 

medical expenses of an eligible individual.  HSAs are designed to allow eligible individuals to 

save for current and post-retirement qualified medical expenses on a tax-free basis: 

• Contributions are tax-deductible if made by an individual, or excluded from income if 

paid by an employer. 

• Earnings in HSAs are not taxable. 

• Distributions are not included in income if used to pay qualified medical expenses. 

• Unused amounts remain in the account and are available for use in later years. 

• Amounts contributed to an HSA belong to the individual.  Therefore, they continue to be 

available to an individual that changes employers or leaves the work force.  

• After-tax contributions by eligible taxpayers are deductible as an adjustment to gross 

income.  

• Taxpayers avoid the percentage of adjusted gross income (AGI) trap for 

deducting medical expenses. 

• Upon reaching age 65, distributions are taxable but penalty-free if not used 

for qualified medical expenses.  

WHO IS AN ELIGIBLE INDIVIDUAL 

This simply means someone who is eligible to contribute to an HSA.  That means the individual 

must be: 

• covered by a high deductible health plan (HDHP) 

• while covered under an HDHP, not be covered under any other non-HDHP 

• not be enrolled in Medicare benefits (generally has not reached age 65 yet) 

• not be claimed as a dependent on another person’s return (even if the other taxpayer 

does not actually claim them as a dependent) 

Regarding the individual that becomes eligible for Medicare, it is key for tax planning purposes 

to understand that individuals who are eligible for Medicare but not yet enrolled can continue 

to contribute to an HSA until the month in which the individual enrolls in any part of Medicare.  

It is important to watch the birthdates of our taxpayers that are participating in these HSA 

contributions when they are reaching age 65 so that we communicate with them.    

 

CONTRIBUTIONS 

I have a hard time getting taxpayers to understand contributions to an HSA have nothing to do 

with policy premium payments.  They are completely separate and there is no correlation 

between the two.  Another area of misconception is when the individual is an employee, and 

contributions are made into the HSA by the employer through the employer’s cafeteria plan.  

So, let’s take a first look at the maximum annual contribution limits for 2023.   
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The maximum annual contribution deductible under §223(b)(2) for eligible individuals is defined 

as follows: 

 

 
2023 

HSA contribution limit (employer + employee) Self-only: $3,850  

Family: $7,750 

If the HSA account beneficiary is age 55 or older at the end of the year, the annual contribution 

limit increases by $1,000 [§223(b)(3)].  If a husband and wife are both age 55 or over and 

eligible individuals, each of them can contribute an additional $1,000 to his or her own HSA. If 

they both want to take advantage of the additional $1,000, each must have their own HSA in 

which to contribute.  

Annual contributions to an HSA must be made in cash and by the due date of the individual’s 

Federal income tax return (not including extensions).  In other words, you can contribute for the 

current year until April 15th of the following year.  I always encourage my taxpayers to confirm 

with the HSA custodian when making the contribution that the ‘tax year’ is labeled correctly.  

Unfortunately, this seems to be an error made by trustees frequently (at least in my area).  

Contributions that are not made through an employee benefit program are deductible as an AGI 

adjustment.  That means that the contribution is deductible even if the individual does not 

itemize deductions.   

There is no such thing as a “joint” HSA account.  Generally, the HSA account is in the name of 

the policy holder.  Each spouse can have separate self-only HDHPs or a family plan with two 

separate HSA accounts.  The second HSA account would need to be created when the second 

spouse became 55 or older and they wanted to take advantage of the $1,000 catch-up 

contribution for that spouse.  If both spouses have separate self-only HDHPs, they are eligible to 

make maximum contributions to their separate HSAs and should file separate Forms 8889.  If 

one spouse has family coverage, both spouses are treated as having family coverage for HSA 

contribution limitation purposes.  However, only one maximum contribution can be made for 

those two spouses combined.  They could make those contributions to either one HSA or two 

separate HSAs.  If they chose to use separate HSAs, two Forms 8889 would be used on their tax 

returns and it would be calculated evenly unless they agreed on a different split.  HSA 

contributions may even be allowed when the first spouse has HDHP coverage while the second 

spouse has non-HDHP family coverage as long as the first spouse is not covered by the second 

spouse’s plan.   

If there is only one HSA account, that account holder can designate their spouse the ability to 

withdraw funds in order to take distributions or pay medical expenses.  It will also save on 
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administration fees by having only one HSA account.  My clients also ask me for 

recommendations for where to go and open HSA accounts.  I encourage them to shop around 

for little or no-account fee type institutions.  Generally, HSA accounts earn very low interest 

rates and there are many accounts out there that have low or zero administration fees also. 

REPORTING REQUIREMENTS 

All contributions made during the year, including rollovers, are reported on Form 5498-SA.  This 

form shows the pre-tax amounts made by the employee and the employer and also shows the 

post-tax contributions made by individuals and self-employed taxpayers.   

 

Just because Box 2 shows the contributions made by the employee and employer, it does not 

mean that an employee will automatically receive a deduction on Line 25 of Form 1040.   

This form should include in Box 3 the contributions made between January 1st and April 15th for 

the prior year.   

Let’s look at an example: 

Mike is a single taxpayer, over the age of 55, and you are doing his tax return.  He tells you that 

he contributed out of his paycheck each payment into his HSA for a total of $2,500.  Where will 

you find this on his Form W-2? 

Where will your software transfer this number to?  What form and what line number? 

Next, he tells you that his employer seeded his HSA account this year with $1,000.  Where will 

you find this on his Form W-2? 

Where will your software transfer this number to?  What form and what line number? 
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How much has Mike contributed into his HSA so far this year?  Can he contribute more?  How 

long does he have to contribute more?  How does he do this?  Where does that get reported?  

What forms and what line numbers? 

Is this the best you can do for Mike?  What advice should you give him for next year that would 

be better? 

 

 

 

 

 

 

 

 



~ 8 ~ 
 

 



~ 9 ~ 
 

 



~ 10 ~ 
 

Teach the taxpayer to maximize contribution into the HSA through the employer first, rather 

than ‘finishing or capping’ off the contribution through the adjustment on the tax return.  

This will save additional on FICA taxes as long as the taxpayer is not a state or government 

type employee that doesn’t pay FICA taxes.  

Save your medical receipts!  Claim them when you need the money.  Even if it’s in later 

years.  This one is my favorite!  There is no time limit on withdrawing qualified medical 

expenses.  The IRS says that you “must keep records sufficient to later show that the 

distributions were exclusively to pay or reimburse qualified medical expenses, that the 

qualified medical expenses have not been previously paid or reimbursed from another 

source and the medical expenses have not been taken as an itemized deduction in any prior 

taxable year.”  The expense cannot be before the HSA was funded also. 

Retirement Account Contributions – Schedule 1, page 2, lines 16 and 20 

Individual Retirement Arrangement - IRA 

For 2023, the total contributions you make each year to all of your traditional IRAs and Roth 

IRAs can't be more than: 

• $6,500 ($7,500 if you're age 50 or older), or 

• If less, your taxable compensation for the year 

 

If you are covered by a retirement plan at work, use this table to determine if 

your modified AGI affects the amount of your deduction.  

If Your Filing Status Is... 

And Your 

Modified AGI Is... Then You Can Take... 

single or 

head of household 
$73,000 or less a full deduction up to the 

amount of your contribution 

limit. 

single or 

head of household 

more than $73,000 but 

less than $83,000 

a partial deduction. 

single or 

head of household 

$83,000 or more no deduction. 

https://www.irs.gov/retirement-plans/traditional-iras
https://www.irs.gov/retirement-plans/roth-iras
https://www.irs.gov/retirement-plans/roth-iras
https://www.irs.gov/retirement-plans/cola-increases-for-dollar-limitations-on-benefits-and-contributions
https://www.irs.gov/publications/p590a/index.html
https://www.irs.gov/retirement-plans/ira-deduction-limits
https://www.irs.gov/retirement-plans/ira-deduction-limits
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If Your Filing Status Is... 

And Your 

Modified AGI Is... Then You Can Take... 

married filing 

jointly or qualifying 

widow(er) 

$116,000 or less a full deduction up to the 

amount of your contribution 

limit. 

married filing 

jointly or qualifying 

widow(er) 

more than $116,000 

but less than $136,000 

a partial deduction. 

married filing 

jointly or qualifying 

widow(er) 

$136,000 or more no deduction. 

married filing separately less than $10,000 a partial deduction. 

married filing separately $10,000 or more no deduction. 

If you file separately and did not live with your spouse at any time during the year, 

your IRA deduction is determined under the "Single" filing status. 
 

 

 

 

 

 

 

 

 

 

 

https://www.irs.gov/retirement-plans/ira-deduction-limits
https://www.irs.gov/retirement-plans/ira-deduction-limits
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If you're not covered by a retirement plan at work, use this table to determine if your modified 

AGI affects the amount of your deduction. 

If Your Filing Status Is... 

And Your 

Modified AGI 

Is... Then You Can Take... 

single, head of household, or qualifying 

widow(er) 

any amount a full deduction up to the 

amount of your contribution 

limit. 

married filing jointly or separately with a 

spouse who is not covered by a plan at 

work 

 any amount a full deduction up to the 

amount of your contribution 

limit. 

married filing jointly with a spouse 

who is covered by a plan at work 

$218,000 or less a full deduction up to the 

amount of your contribution 

limit. 

married filing jointly with a spouse 

who is covered by a plan at work 

more than 

$218,000 but less 

than $228,000 

a partial deduction. 

married filing jointly with a spouse 

who is covered by a plan at work 

$228,000 or more no deduction. 

married filing separately with a spouse 

who is covered by a plan at work 

less than $10,000 a partial deduction. 

married filing separately with a spouse 

who is covered by a plan at work 

$10,000 or more no deduction. 

 

If you file separately and did not live with your spouse at any time during the year, your IRA 

deduction is determined under the "Single" filing status. 

 

 

 

 

 

https://www.irs.gov/publications/p590a
https://www.irs.gov/publications/p590a
https://www.irs.gov/retirement-plans/ira-deduction-limits
https://www.irs.gov/retirement-plans/ira-deduction-limits
https://www.irs.gov/retirement-plans/ira-deduction-limits
https://www.irs.gov/retirement-plans/ira-deduction-limits
https://www.irs.gov/retirement-plans/ira-deduction-limits
https://www.irs.gov/retirement-plans/ira-deduction-limits


~ 13 ~ 
 

SIMPLE IRA Contribution Limits 

SIMPLE IRA contributions include: 

1. salary reduction contributions and 

2. employer contributions: a. matching contributions or b. nonelective contributions. 

No other contributions can be made to a SIMPLE IRA plan. 

 

Salary reduction contributions  

The amount an employee contributes from their salary to a SIMPLE IRA cannot exceed $15,500 

in 2023. 

If an employee participates in any other employer plan during the year and has elective salary 

reductions under those plans, the total amount of the salary reduction contributions that an 

employee can make to all the plans he or she participates in is limited to $22,500 in 2023.  

Catch-up contributions. If permitted by the SIMPLE IRA plan, participants who are age 50 or 

over at the end of the calendar year can also make catch-up contributions. The catch-up 

contribution limit for SIMPLE IRA plans is $3,500 in 2023. 

 

Employer matching contributions 

The employer is generally required to match each employee's salary reduction contributions on 

a dollar-for-dollar basis up to 3% of the employee's compensation. This requirement does not 

apply if the employer makes nonelective contributions instead. 

• Lower percentage. An employer may choose to make a matching contribution of less 

than 3%, but it must be at least 1% and for no more than 2 out of 5 years. See Notice 98-

4  for more information. The employer must notify the employees of the lower match 

within a reasonable period before the 60-day election period for the calendar year. 

Nonelective contributions 

Instead of matching contributions, an employer can choose to make nonelective contributions 

of 2% of each eligible employee’s compensation. If the employer makes this choice, it must 

make nonelective contributions whether or not the employee chooses to make salary reduction 

contributions. An employee's compensation up to $330,000 for 2023 is taken into account to 

figure the contribution limit. 

 

If the employer chooses this 2% contribution formula, it must notify the employees within a 

reasonable period before the 60-day election period for the calendar year. 

 

SEP Contribution Limits 

Contributions an employer can make to an employee's SEP-IRA cannot exceed the lesser of: 

1. 25% of the employee's compensation, or 

2. $66,000 for 2023 ($61,000 for 2022, $58,000 for 2021 and $57,000 for 2020) 

Note: Elective salary deferrals and catch-up contributions are not permitted in SEP plans. 

 

https://www.irs.gov/retirement-plans/plan-sponsor/simple-ira-plan
https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-catch-up-contributions
https://www.irs.gov/pub/irs-irbs/irb98-02.pdf
https://www.irs.gov/pub/irs-irbs/irb98-02.pdf
https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-notices
https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-notices
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Section 105 Plan – HRA – Health Reimbursement Account 

A Section 105 Health Reimbursement Arrangement (HRA) is a type of employer-sponsored 

health benefit plan that allows businesses to reimburse their employees for qualified medical 

expenses on a tax-advantaged basis. This arrangement is governed by Section 105 of the 

Internal Revenue Code in the United States. It's important to note that as of my last knowledge 

update in September 2021, there might have been developments or changes in regulations or 

laws since then, so you should consult with a tax professional or legal advisor for the most up-

to-date information. 

Here are the key features and components of a Section 105 HRA plan: 

1. Employer-Funded: In a Section 105 HRA, the employer sets up and funds the HRA. This 

means the employer contributes funds to the HRA account to cover eligible medical expenses 

incurred by participating employees. 

2. Qualified Medical Expenses: Employees can use the funds from their HRA accounts to pay for 

a wide range of qualified medical expenses, including deductibles, co-payments, prescription 

medications, dental and vision expenses, and other health-related costs. These expenses should 

be consistent with the IRS guidelines for qualified medical expenses. 

3. Tax Advantages: One of the primary benefits of a Section 105 HRA is that the 

reimbursements provided to employees for eligible medical expenses are typically tax-free. This 

means the funds are not subject to federal income tax, Social Security tax, or Medicare tax. 

4. Plan Flexibility: Employers have some flexibility in designing the HRA plan. They can specify 

the types of medical expenses that are eligible for reimbursement, the maximum annual 

reimbursement amount per employee, and other plan details. However, the plan must comply 

with IRS regulations to maintain its tax-advantaged status. 

5. Non-Discrimination Rules: Employers must ensure that the HRA plan doesn't discriminate in 

favor of highly compensated employees. The plan must be structured and administered in a way 

that treats all employees fairly and equitably. 

6. Coordination with Other Plans: Employers can offer a Section 105 HRA plan in conjunction 

with other health insurance plans, but there are rules regarding how the HRA interacts with 

other plans. For example, employers may not be able to offer an HRA alongside a traditional 

group health insurance plan that is not HRA-compatible. 

7. Reimbursement Process: Employees must submit documentation of their eligible medical 

expenses to the employer or the HRA administrator. Once verified, the employer reimburses the 

employee from the HRA account. 

8. Recordkeeping and Compliance: Employers need to maintain accurate records of HRA 

transactions and compliance with IRS regulations. This includes documenting reimbursements, 

eligible expenses, and adherence to non-discrimination rules. 
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It's important for employers considering a Section 105 HRA plan to consult with tax 

professionals to ensure that the plan is structured correctly and in compliance with all relevant 

laws and regulations. Since healthcare regulations and tax laws can change, staying updated 

with the latest information is crucial. 
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SECTION 18 – COMPLETING THE TAX RETURN 

TAX TABLES 

The first three pages before the case studies are tax tables that you should use to compute the 

tax for each of the following case studies. 
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CASE STUDY #1 – TERRY 

Terry is semi-retired and her husband died several years ago.  She has not remarried and is 77 

years old.  Terry still works part time and collects social security benefits.  She has some savings 

in the bank.  Terry lives by herself and doesn’t have any dependents. 

The following documents are what she has brought in for you to do her taxes. 

After the documents we have inserted blank tax forms and worksheets for you to use in order to 

complete their tax return. 
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CASE STUDY – RICKY AND ROBYN 

Ricky and Robyn are married and have been long time clients of yours.  Their children have all 

grown up and moved out.  Ricky is 57 years old and Robyn is 56 years old.  Ricky is a machinist 

and Robyn is a housewife.  

The following are the documents they brought into you and then blank forms for you to prepare 

their tax return. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



~ 18 ~ 
 

 



~ 19 ~ 
 

 



~ 20 ~ 
 

 



~ 21 ~ 
 

 



~ 22 ~ 
 

 



~ 23 ~ 
 

 



~ 24 ~ 
 

 



~ 25 ~ 
 

 



~ 26 ~ 
 

 

 

 



~ 27 ~ 
 

 

 

 

 

 

 

 

 

 



~ 28 ~ 
 

 

 



~ 29 ~ 
 

The fully filled out forms for the above case studies are in the appendix.   

Becoming a tax professional is a never-ending educational journey.  Those who embrace change 

and education are some of the most knowledgeable and successful in the industry.  

Communication tools and knowledge gained from this course will help in your journey.  Will you 

be 100% ready to face every tax scenario? No, but no tax pro ever is.   

Don’t be afraid to ask questions.  Don’t be afraid to say, “I don’t know, but I know how to find 

the answers for you!” Don’t be afraid to acknowledge we always need continuing education on 

tax law! 


	Intro to Tax Binder Cover
	DAY 1 SLIDES
	Section 1 Cover Sheet
	SECTION 1
	Section 2 Cover Sheet
	SECTION 2
	Section 3 Cover Sheet
	SECTION 3
	Section 4 Cover Sheet
	SECTION 4
	Section 5 Cover Sheet
	SECTION 5
	Section 6 Cover Sheet
	SECTION 6
	Section 7 Cover Sheet
	SECTION 7
	Section 8 Cover Sheet
	SECTION 8
	Section 9 Cover Sheet
	SECTION 9
	Section 10 Cover Sheet
	SECTION 10
	Section 11 Cover Sheet
	SECTION 11
	DAY 2 SLIDES
	2023 INTRO DAY 2 PPTS
	SECTION 12 COVER SHEET
	SECTION 12
	SECTION 13 COVER SHEET
	SECTION 13
	SECTION 14 COVER SHEET
	SECTION 14
	SECTION 15 COVER SHEET
	SECTION 15
	SECTION 16 COVER SHEET
	SECTION 16
	SECTION 17 COVER SHEET
	SECTION 17
	SECTION 18 COVER SHEET
	SECTION 18



