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LESS COMMON ADVANCED TOPICS 
 
Welcome to the Advanced Topics! 
 
AARP Tax-Aide Self-Study courses may be used by students who are studying by themselves or in 
a small group. They are also helpful for classroom instruction. This part of the Self-Study family 
includes self-directed lessons for experienced counselors. The topics fall within the AARP Tax-Aide 
scope; however, some topics may not be seen at some Tax-Aide sites.   
 
Local Coordinators may select and rely on “master” counselors to prepare and quality review some 
of these tax situations. As an experienced counselor, you may choose to study either to expand your 
tax preparation knowledge or to gain experience in any of the topics. Be selective and discuss your     
intentions with your Local Coordinator.  
 
In using this series of practice returns, you may proceed in order through the course, or you may pick 
and choose which topic or topics are of most interest to you. We hope you return again and again, as 
you have the time, to learn the advanced topics.  
 
If there is an advanced topic that you would like to study that is not in this set, please let us know, 
and we will try to add it to the collection. 
 
 
Resources Used in this Course 
 

● Study and learn the tax law using: 
○ NTTC 4491. 

● Learn and practice with the exercises using: 
○ NTTC 4012. 

● Create and modify tax returns using: 
○ TaxSlayer’s Practice Lab software.   

● Utilize any other resources and tools that you find helpful.  
● Compare your answers with the Self-Study Answer Sheet. You may download this 

answer sheet if you wish; click on “File” and choose Download. 
 
 
What’s New for this Tax Year? 
 

● Read through “Important Changes” for the current year at the beginning of 
NTTC 4491.  

● Watch the Tax Law Highlights TY26 video  
  

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
https://ta-nttc.tiny.us/SS-Answers-Advanced
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/Tax-Law-Highlights-TY26-video
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TAX TOPICS 
 
Unique Filing Situations  
 

Taxpayers who are not U.S. citizens may present both filing status and dependency issues 
that require awareness of these special situations:   

● A noncitizen is a resident alien or nonresident alien,   
● A dependency issue for nonresident alien stepchildren and for children of 

a nonresident spouse who is married to a U.S. citizen or resident alien. 
 

see NTTC 4491, Lesson: Unique Filing Situations 

 
Tasks 

● Review NTTC 4491, Unique Filing Situations. 
 

● Look for out of scope situations:  
○ For taxpayers who are in the United States on an F, J, M, or Q visa, verify that their 

return is in scope using the Scope Manual and NTTC 4012, Tab L. 
○ Refer in scope taxpayers with one of these visas to a pair of volunteers certified to 

prepare tax returns for foreign students or to a professional tax preparer.  (The 
Foreign Student and Scholar course and certification test are part of Link & Learn 
Central. Pub 4011 and Pub 5876 are also available for that certification.)  
 

● Find in NTTC 4012: 
○ Determination of Filing Status – Decision Tree (Tab B) 
○ Substantial Presence Test?  (Tab L; within Decision Tree/Chart) 
○ Resident or Nonresident Alien Decision Tree/Chart (Tab L) 

 
● The Qualifying Child or Relative Resource Tool can be useful (if the answer is no to Chart 1, 

Box 1). 
 
Test your knowledge:  

● Unique Filing Status quiz 
 
Tip: Where can someone get help with Individual Taxpayer Identification Numbers 
(ITINs)? 

● Share this IRS video: Individual Taxpayer Identification Number (ITIN). 
● Go to: https://www.irs.gov/tin/taxpayer-identification-numbers-tin.         

 
More practice: 

● In the Link & Learn Unique Filing Situations Lesson complete the Skills Workout. 
 
 

 

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/Scope-Manual
https://ta-nttc.tiny.us/NTTC-4012
https://apps.irs.gov/app/vita/index.jsp?level=
https://apps.irs.gov/app/vita/index.jsp?level=
https://ta-nttc.tiny.us/NTTC-4012
https://ta-nttc.tiny.us/QC-QR-Tool
https://docs.google.com/forms/d/e/1FAIpQLScE4JGjYxWnasrGoLXL_zV6bxhKpK0By_rIp0jAOtF6bCCQkw/viewform?usp=header
https://www.youtube.com/watch?v=quKa03B1drk
https://www.irs.gov/tin/taxpayer-identification-numbers-tin
https://apps.irs.gov/app/vita/07_student.jsp?level=advanced
https://apps.irs.gov/app/vita/content/07s/07_01_005.jsp?level=advanced


 
National Tax Training Committee Return to Table of Contents 5 

Medicaid Waiver Payments  
 

Certain payments for caregiving may be qualified Medicaid waiver payments excludable 
from gross income yet includible for earned income credit (EIC) and additional child tax 
credit (ACTC). To qualify as Medicaid waiver payments, both the care provider and the care 
recipient must reside in the same home. When the care provider and the care recipient do 
not live together in the same home, the Medicaid waiver payments are fully taxable.  

Medicaid waiver payments are most often reported on Form W-2, but some payers report on 
a Form 1099. To find out how Medicaid waiver income is reported in your state, check with 
your Local Coordinator. Taxable caregiving income reported on Form 1099 is reported on 
Schedule C if it constitutes a business. If the payments are excluded, expenses related to 
that income are not deductible. 

IRS provides guidance on when family caregivers have or don’t have a business subject to 
self-employment tax. IRS.gov: Family Caregivers and Self-Employment Tax.  

● A taxpayer may choose to include all or none of the qualified Medicaid waiver 
payments for the taxable year in earned income. They may not include or exclude 
only a portion of qualified Medicaid waiver payments.  

● If the taxpayer and spouse, filing jointly, both have Medicaid waiver payment income, 
each can elect to include all or none of their respective payments in earned income. 

● If the taxpayer chooses to include qualified Medicaid waiver payments in earned 
income, that amount will be included in the calculation for both the EIC and the ACTC. 
  

see NTTC 4491, Lesson: Income – Wages, Interest and Dividends  

 
Tasks 

● Watch the Medicaid-Waiver-Payment-video. 
 

● Review NTTC 4491,  Qualified Medicaid waiver payments. 
 

● Review NTTC 4012, Tab D, Entering Medicaid Waiver Payments. 
 

In 2024, a new W-2 Box 12 code II was created for Medicaid waiver payments. We highly 
recommend you review the “Entering Medicaid Waiver Payments” section in Tab D of the NTTC 
4012, which gives excellent examples and explanations on all the options for these payments. 
 
Test your knowledge:  

● Income – Medicaid Waiver quiz 
 
Exercise 1: Medicaid Waiver Payment Reported on W-2/Franklin and Mary Lufton 
 

● View the Intake/Interview and Quality Review Sheet for the Lufton return. 
 
● Open Practice Lab and prepare a return for FRANKLIN LUFTON, SSN 458-00-XXXX, MARY 

LUFTON, SSN 341-00-XXXX, ANNA LUFTON, SSN 652-00-XXXX, AND LOUIS SAMUEL, 
SSN 257-00-XXXX. 

https://www.irs.gov/businesses/small-businesses-self-employed/family-caregivers-and-self-employment-tax
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/Medicaid-Waiver-Payment-video
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://docs.google.com/forms/d/e/1FAIpQLSfHEJFIdVf11XjRBoCPobn9wcAuT9pAjjZYEQW6UCTR350HCQ/viewform?usp=header
https://drive.google.com/open?id=1sk6tXqjLniuV5fvIVzafKwSofmaKrwgs&usp=drive_fs
https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● Use NTTC 4012, Tab D, Entering Medicaid Waiver Payments, to complete the options that 

provide the best tax liability for the taxpayer. 
 

● The Luftons live with their daughter Anna and Mary’s uncle, Louis Samuel, in their apartment.  
Mary receives MWP for caring for her uncle. Louis’ only income is his Social Security 
payments and the Luftons provide over half of his support. 
 

● When entering the health insurance data, note that the taxpayer, spouse, and all dependents 
claimed on the return are members of the tax family (also called Household Members in 
TaxSlayer) even if they are not covered individuals listed on Form 1095-A. 

 
 

https://ta-nttc.tiny.us/NTTC-4012
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Tip: MWPs can be reported on Form W-2 in a variety of ways, requiring some variation in how they 
are entered in TaxSlayer. See the NTTC 4012, Tab D, Income, Entering Medicaid Waiver Payments, 
for an excellent, detailed explanation with examples. 
 
Option 1:  

● Exclude MWP from both taxable income and earned income  
● Enter Mary’s Form W-2; in Box 12a select II and then enter the amount of the MWP. 

○ Check your PDF print preview and compare your answers to the Self-Study Answer 
Sheet.   

○ Make a chart like the one below to fill in your answers to each option. 

Option 2: Exclude MWP from taxable income and include MWP in earned income. 
● Enter Mary’s Form W-2; in Box 12a select II and then enter the amount of the MWP. 
● Below the entries for Box 14, check the checkbox for “Select if you want to include your 

Medicaid waiver payments in the calculation of earned income...” 
● Check your PDF print preview and compare your answers to the Self-Study Answer Sheet.  

 
Option 3:  

● Include MWP in both taxable income and earned income. 

https://ta-nttc.tiny.us/SS-Answers-Advanced
https://ta-nttc.tiny.us/SS-Answers-Advanced
https://ta-nttc.tiny.us/SS-Answers-Advanced
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● For Mary’s W-2 with Code II, include the MWP amount in Box 1 but do not enter Code II 
or the MWP in Box 12a.  

● Check your PDF print preview and compare your answers with the Self-Study Answer 
Sheet. 

 
Fill in your answers in your comparison chart, then review the results for all three options and 
compare how the MWP impacts the taxable income, earned income credit, and the refund. Which 
option is best for the taxpayer? 
 

Options Taxable Income Earned Income Refund? 

1 Exclude Exclude  

2 Exclude Include  

3 Include Include  

 
 
 

 
 

https://ta-nttc.tiny.us/SS-Answers-Advanced
https://ta-nttc.tiny.us/SS-Answers-Advanced
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State and Local Tax Refund and Sales Tax Deduction  
 

Taxpayers who received a refund of state or local income taxes may receive Form 1099-G 
reporting their refund amount(s). Only taxpayers who itemized in the prior tax year and 
received a federal income tax benefit for deducting their state or local income taxes must 
include some or all of their state/local tax refunds in income. Not everyone must include the 
refund in their taxable income. 

● Taxpayers who claimed the standard deduction for the year they received a refund of 
state or local income taxes do not have to include the refund in their taxable income.  

● Taxpayers who itemized and deducted the state sales tax instead of the state 
income tax withheld or paid do not have to include the refund in their taxable 
income.  

● Some taxpayers could not deduct all their state income taxes because of the annual 
cap on state and local taxes deduction. Refer to the Volunteer Resource Guide (4012), 
Tab D, Income, for the State and Local Refund Worksheet in the software to determine 
the amount, if any, of the refund that is taxable.  

 
see NTTC 4491, Lesson: Income – Government Payments  

 
Tasks 

● Review NTTC 4491, State or local income tax refunds. 
  

● Review NTTC 4012, Tab D, State and Local Refund Worksheet. 
 
 
Exercise 2: State and Local Tax Refund/Robert and Barbara Brown 
 

● View the Intake/Interview and Quality Review Sheet for the Brown return. 
 

● Open Practice Lab and use the information below to prepare a return for ROBERT BROWN, 
SSN 015-00-7004, and BARBARA BROWN, SSN 015-00-0009.   

 

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://drive.google.com/open?id=1iOQX797mR84tDitOupATrziyCGvlglcN&usp=drive_fs
https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● Enter Robert’s W-2. 
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● Use the NTTC 4012, Tab D, State and Local Refund Worksheet. 
○ Find the entry screen under Income > Form 1099-G Box 2. 
○ Input the state tax refund using their 1099-G form and the information that follows. 

 

 
 

● Robert and Barbara have a copy of last year’s return that showed their prior year tax return 
information, itemized deductions, and the following:   

○ The adjusted gross income for last year was $86,033.  
○ Total itemized deductions were an even $30,000.  
○ State and local taxes from the previous year’s Sch A:  

 

 
 

● Assume the sales tax deduction would have been $2,668 and this includes $1,565 of sales 
tax on the car they purchased. If you wish, you may use the IRS general sales tax calculator 
to verify with Tax Year 20XX, zip code 68101. Note: As sales taxes often change, this may 
not match exactly to our $2,668. 
 

● The Browns had no qualified income adjustments or non-refundable credits and previously 
filed married filing jointly (MFJ).  

  
● Some Counselors use the Colorado Resource Toolbox (find the Taxable Refund and 

Recovery Calculator.) Give it a try if you wish to do so. 
 

● Check your PDF print preview and compare your answers to the Self-Study Answer Sheet.  On 

https://ta-nttc.tiny.us/NTTC-4012
https://apps.irs.gov/app/stdc/
https://cotaxaide.org/tools/
https://ta-nttc.tiny.us/SS-Answers-Advanced
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the State and Local Tax Refund Worksheet, you will see that in this situation, $150 of the 
Browns’ state refund from last year will be taxable this year. 
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Business Income (A) 
 

Self-employed Uber drivers have self-employment business income. Check out 
Schedule C, Self-employment income, with the limitations in the Tax-Aide Scope Manual 
(F 1040, S C). 

 
Tasks 

● Watch Schedule C Basics video if you are not familiar with Schedule C. 
 

● Watch Schedule C (with Health Insurance) video. 
  

● Review NTTC 4491: Lesson 9, Income – Business. 
 
● Review NTTC 4012: Tab D, Schedule C Self-Employment Income and Form 1099-K.  

 
Exercise 3: Uber Driver (A)/Ashok Jackson 
 
This exercise explores a retired single senior who drives for Uber and may qualify for an adjustment 
for self-employed health insurance (SEHI).  
 

● View the Intake/Interview and Quality Review Sheet for the Jackson return. 
 

 
      

● Open Practice Lab and use the information, worksheets, and documents below to 
prepare a return for ASHOK JACKSON, SSN 572-00-7613. 
 

https://ta-nttc.tiny.us/Scope-Manual
https://ta-nttc.tiny.us/Schedule-C-Basic-video
https://ta-nttc.tiny.us/Sched-C-Advance-SEHI-video
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://drive.google.com/file/d/1Ao15O98TPrKPmFCSHMpXSPFwa39Kh4pr/view?usp=drive_link
https://drive.google.com/open?id=1pHSoqSBTiVnQ4AdktRym8A7qit_zMMcW&usp=drive_fs
https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● Enter in Ashok’s Social Security Statement and IRA distribution. 
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● Enter Ashok’s Uber income: 
○ The Uber Summary and Expense forms are exactly how they look. Be careful 

when using Uber's "Table 1 Expenses, Fees, Tax and Reimbursements" (see 
the link below). 

○ Forms 1099-NEC and 1099-K (below).  
○ Tips are shown on Form 1099-K. 
○ Additional resources on Uber fees: 

■ Understanding Table 1 in Uber's Tax Summary. 
■ IRS Pub 463, Chapter 6. 

 

 
 
 

https://drive.google.com/open?id=1qOcaq9RG1KUJB2cFbCL2nsLw6Ku57rHL
https://www.irs.gov/pub/irs-pdf/p463.pdf
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● Refer to NTTC 4012 under Income > Schedule C > Form 1099-K. 
 

 
 

https://ta-nttc.tiny.us/NTTC-4012
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● Enter in Ashok’s additional business income and expenses: 
○ He received $350 in additional income from private pickups. 
○ Ashok used a mileage app to track his mileage including trips to stores for supplies.  

■ Total business mileage: 14,345 (does not include commuting miles). 
■ His app shows that, of these business miles, he drove 7,145 miles between 

1/1/20XX-6/30/20XX and 7,200 miles between 7/1/20XX-12/31/20XX. 
■ Other mileage was 120 commuting and 2500 other non-business miles.  

○ He uses his car, a 2017 Ford, and does not have another vehicle. 
○ The vehicle was placed in service May 1, 2023. 
○ He bought business liability insurance policy for $240. 
○ He bought an accounting book on eBay for $25 and a ledger for $15. 
○ He paid $420 for Medicare supplemental insurance 
○ He made estimated payments on June 1: $500 federal and $100 state 

 
Note: The tips deduction is limited to business profit (Sch. C line 31) minus the deductible part of self-
employment tax (Sch. 1 line 15) and the self-employed health insurance deduction (Sch. 1 line 16). 
See NTTC 4012 Tab F. 
 
In tax year 2025, the tips deduction from Schedule 1-A had to be manually excluded from Qualified 
Business Income (see “Entering a Negative QBI Adjustment for Self-Employment Tip Income” in 
NTTC 4012 tab F). TaxSlayer may do this automatically for tax year 2026. 
 

● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet.  

https://ta-nttc.tiny.us/NTTC-4012
https://ta-nttc.tiny.us/SS-Answers-Advanced
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Test your knowledge: 

● Income – Business quiz 
 
More practice: 

● In the Link & Learn Business Income Lesson complete the Skills Workout. 
 

  

 
 

https://docs.google.com/forms/d/e/1FAIpQLScX61-N6P5IvGHQKa4dtEyzUUFZs6HB0yBYGeq38Ihi-NwM_A/viewform?usp=header
https://apps.irs.gov/app/vita/09_student.jsp?level=advanced
https://apps.irs.gov/app/vita/content/09s/09_01_005.jsp?level=advanced
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Sale of a Residence (A) 
 

To qualify as a personal residence, a home must have cooking, sleeping, and bathroom 
facilities that the taxpayer used as a residence for 15 days or more during the year. A house, 
a condominium, houseboat, mobile home, or co-op can be a residence. A sale or other 
disposition of a personal residence is in scope for the VITA/TCE Programs.  Gain on the 
disposition of a home is taxable, subject to exclusions. Loss on the disposition of a home is 
personal and not deductible. The sale of real estate other than a home used as the 
taxpayer’s residence is out of scope for Tax-Aide Counselors.  

The sale of the taxpayer’s residence must be reported on Form 8949 and Schedule D, if 
the home was the taxpayer’s main home, and the taxpayer meets the ownership and use 
tests, and if the gain is more than the allowed exclusion amount.   
 
Taxpayers must report the sale of a home if ANY of the following is true:  

● The taxpayer has a gain and does not qualify to exclude all of it  
● The taxpayer does not meet the ownership test  
● The taxpayer does not meet the use test  
● During the two-year period ending on the date of the sale, the taxpayer has 

excluded the gain from the sale of another home  
● The taxpayer has a gain and chooses not to exclude it  
● The taxpayer received Form 1099-S  

 
see NTTC 4491, Lesson: Income – Capital Gain or Loss 

 
Tasks 

● Review NTTC 4491, Sale of home. 
 

● Review NTTC 4012, Tab D, Capital Gains or Losses - Sale of Main Home. 
 

● Other tax preparation tools to consider:  
○ Colorado Resource Toolbox: Home Sale Worksheet  
○ IRS FAQ: Property (Basis, Sale of Home, etc.) 

 
Exercise 4: Sale of a Residence (A)/Ben and Peggy Parkins 
 

● View the Intake/Interview & Quality Review Sheet for the Parkins return. 
 
 
 
 

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://cotaxaide.org/tools/
https://www.irs.gov/faqs/capital-gains-losses-and-sale-of-home/property-basis-sale-of-home-etc
https://drive.google.com/open?id=10T5XIgkc64TwJaJnxK6VvDDARJwTBpod&usp=drive_fs
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● Open Practice Lab and use the information, worksheets, and documents below to prepare the 

return for BEN PARKINS, SSN 704-00-0001, and PEGGY PARKINS, SSN 704-00-0002. 
 

● The Parkins downsized, moved into a rental home, and sold their home on West Elm Blvd. 
This had been Ben’s main home the entire time, and he never rented or had a home business. 

○ Check to see if Ben and Peggy should receive the maximum exclusion.  Use the 
TaxSlayer: Sale of Main Home Worksheet. (Type “1099-S” into the Form Finder and 
click on “Proceeds from Real Estate Transactions” to find the worksheet under 
Schedule D entries.) 
 

● They provided the following information: 
○ In August 1989, the home was purchased for $157,698. 
○ In the taxpayer interview Ben and Peggy said they were married on March 1, 2019. 
○ The September 25, 20XX, closing statement shows that the seller (Ben Parkins) paid 

realtor commissions of $5,692. 
  

● The following improvements were made to the home:  
○ Complete kitchen renovation (1991): $28,457 
○ County assessment for installing sidewalks and street lighting (1990): $3,500 
○ Added a deck (1995): $6,596 
○ New roof (2004): $11,766 
○ Painted exterior of the house (2019): $3,600 

 
● Notice there is an amount in Box 4 of the 1099-S form for “Buyer’s part of real estate tax.” 

Since Ben already paid the real estate tax for the whole year, Box 4 shows the part that is to 
be allocated to the buyer. Ben does not include this amount when calculating his deduction for 
real estate taxes on Schedule A.  

https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● Input the Parkins’ Form W-2s… 
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National Tax Training Committee Return to Table of Contents 25 

 
 

● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet.  
 
Test your knowledge: 

● Income – Sale of Main Home quiz. 
 
 

 
 
 
 
 
 
 
  

https://ta-nttc.tiny.us/SS-Answers-Advanced
https://docs.google.com/forms/d/e/1FAIpQLScBEeg8TInM1_ooJEK7GQzuc45Z3HhgRHxR3wmGkjdB6qFM8Q/viewform?usp=header
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Lump-Sum Social Security Income 
 

Some taxpayers may have received a lump-sum benefit payment reported in Box 3 of their Form 
SSA-1099 or Form RRB-1099. The reported lump-sum payment could cover both the current and 
prior tax years. When figuring the taxable portion of Social Security benefits, two options are 
available for lump-sum benefit payments: 

● The first option allows the taxpayer to report the whole payment the year it was received. 
When the taxpayer chooses this option, complete the Social Security Benefits Worksheet 
as usual by including the entire lump-sum payment as normal. 

● The second option allows the taxpayer to treat the payment as if received in the earlier 
year or years. This is done by figuring whether any part of these benefits is taxable, based 
on the earlier year’s income. Any part that is taxable is then added to any taxable benefits 
for the current year and included on Form 1040. The taxpayer can elect this method if it 
lowers the taxable benefits. 

 
Both methods should be tested. TaxSlayer automatically determines the taxable amount of Social 
Security Benefits using the most beneficial method. 
 

see NTTC 4491, Lesson: Income - Social Security Benefits 
 
Tasks: 

● Review NTTC 4491, Lump-sum Social Security benefit payments. 
 

● Review NTTC 4012, Tab D, Form SSA-1099 Lump-Sum Distributions. 
  

● Watch Lump-Sum Social Security video. (Highly recommended - shows you all you need to 
know!) 

 
● Review more in-depth description of how to best deal with lump-sum payments: 

https://www.irs.gov/faqs/social-security-income/back-payments 
 

Exercise 5: Lump-Sum Social Security Payments/Joseph and Kathryn Styck 
 

● View the Intake/Interview & Quality Review Sheet for the Styck return. 
 

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://ta-nttc.tiny.us/Lump-Sum-Social-Security-video
https://www.irs.gov/faqs/social-security-income/back-payments
https://drive.google.com/open?id=1bh_lkWM2rCYNbU4xtffSdwz31QiXEAeJ&usp=drive_fs
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● Open Practice Lab and use the information, worksheets, and documents below to prepare the 
return for JOSEPH STYCK, SSN 015-00-3002 and KATHRYN STYCK, SSN 015-00-0003. 

 
● Kathryn received lump-sum Social Security disability benefits covering two prior years, as well 

as the current year. She wants to treat the payment as if it were received in the earlier years if 
that results in a better outcome (higher refund or lower balance due).  

○ First, enter the following SSA-1099s and the 1099-R as usual. Make a note of their 
refund from your PDF print preview.  

○ Now go back and use the Lump-Sum Worksheet. It is accessed at the bottom of the 
Social Security entry screen: “Lump-Sum Payments - Begin Worksheet.” 

○ (20XX-2 = two years prior; 20XX-1= prior year) 
○ In 20XX-2 and 20XX-1 they received no tax-exempt income. No adjustments or 

exclusions were claimed. Their prior year information is: 
■ 20XX-1 - AGI $35,160 -- SSA payments received $17,080 -- taxable SS benefits 

$5,850 
■ 20XX-2 - AGI $34,790 -- SSA payments received $0 -- taxable SS benefits $0 

○ Joseph and Kathryn filed married filing jointly in both 20XX-2 and 20XX-1. 
○ All of the SSA payments and taxable SS benefits in 20XX-1 were received by Joseph. 

 

https://vita.taxslayerpro.com/IRSTraining/en/Account/Access


 
National Tax Training Committee Return to Table of Contents 28 
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● Check your PDF print preview. Scroll through the tax return to Worksheets 1-4. Notice the 
difference when using the Lump-sum Worksheet. Without the worksheet, the taxable Social 
Security would be more (line 19, worksheet 1).  By using the worksheet, their taxable amount 
is decreased (line 21, worksheet 4). 
 

● Compare your answers with the Self-Study Answer Sheet. 
 
Test your knowledge: 

● Complete the Income – Lump Sum SS quiz. 
 
 

 
  

https://ta-nttc.tiny.us/SS-Answers-Advanced
https://docs.google.com/forms/d/e/1FAIpQLSeBrzqWvQGza43dePNbgnGjgSF8JpeJk39OxQGpVHpDs44Seg/viewform?usp=header


 
National Tax Training Committee Return to Table of Contents 30 

Retirement Income  
 
This is a long lesson so Counselors may want to be selective and focus on the videos and exercises 
that provide the most beneficial learning opportunity. 
 
Tasks 

● Review NTTC 4012: 
○ Tab D, IRA/Pension and Social Security Distributions. 
○ Tab D, Form 1099-R Box 7 Distribution Codes. 
○ Tab H, Other Taxes, Form 5329, Additional Tax on IRAs and Other Qualified Plans. 

 
● Review NTTC 4491: 

○ Additional taxes on IRAs and retirement plans. 
  

 
Exercise 6: Early Distribution Penalty with a Medical Exception (A)/Linda Young  
 

● Watch: 1099-R Early Distribution video 
 
● View the Intake/Interview & Quality Review Sheet for the Young return. 

 

 
 

● Open Practice Lab and use the information, worksheets, and documents below to prepare the 
return for LINDA YOUNG, SSN 015-00-3006.  

 
● Enter the W-2 and 1099-R below. 

https://ta-nttc.tiny.us/NTTC-4012
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/1099-R-Early-Dist-video
https://drive.google.com/file/d/13n90MnEl5FvEAoJCuQbCnXxG3FhX_KlU/view?usp=drive_link
https://drive.google.com/file/d/13n90MnEl5FvEAoJCuQbCnXxG3FhX_KlU/view?usp=drive_link
https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● This tax year, Linda had unreimbursed medical expenses of $6,250. She took an early 
distribution from her retirement account of $5,000 to pay her medical expenses. Linda is 
taking the standard deduction. 
 

● Since Linda is under 59½ years old, she will owe a penalty for early withdrawal from her 
retirement account unless she has a valid exemption reason. Check the list on Form 5329 to 
see if she can claim an exemption. 

○ You can find Form 5329 in the Form Finder or in the Other Taxes section of TaxSlayer.  
○ Read the box below from NTTC 4012 describing Form 5329, exception #05, medical 

expenses. 
 

 
 

○ To figure out how much of Linda’s distribution will not be penalized, you can do the 
math yourself, or you can feed the numbers into the Itemized Deductions medical entry 
screen and let TaxSlayer figure it for you. (View Schedule A sample.) 

○ Hint: Use the total of Linda’s medical expenses in your calculations, not just the amount 
of her distribution. 

○ Next open Form 5329 (Use the Form Finder or look under Other Taxes for Tax on 
Early Distribution.) Scroll down to fill in the early distribution that isn’t subject to the 
10% tax. 

 
● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet.  

 
Test your knowledge: 

● Income – Employer Retirement Plans quiz. 
 

Exercise 7: IRA Distributions with Basis (Form 8606) (A)/James Madison 
 

● Review NTTC 4491: Income – Retirement. 
 

● Review NTTC 4012: Tab D: Distributions from Traditional IRAs with Basis. 
 

● Colorado Resource Toolbox: IRA Worksheet (Form 8606). 
 

● Watch the 1099-R Non-Deductible Form 8606 Video. 
 

● View the Intake/Interview and Quality Review Sheet for the Madison return. 
 

https://drive.google.com/open?id=1yI_dIGinCvDatm_UJJ2cmWZK304lXHjs&usp=drive_fs
https://ta-nttc.tiny.us/SS-Answers-Advanced
https://docs.google.com/forms/d/e/1FAIpQLSd4m7r1e-E06_eKOGbO8DntZzi9x9ADlr-XXBLMkRf_uIlzTQ/viewform?usp=header
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://cotaxaide.org/tools/
https://ta-nttc.tiny.us/1099-R-Basis-In-IRA-video
https://drive.google.com/open?id=1R1JU2NU2zck9oxQDrtQSuNNw8Lp0dBO5&usp=drive_fs
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● Open Practice Lab and use the information, worksheets, and documents below to prepare the 
return for JAMES MADISON, SSN 015-00-3004.  

 
● James is in excellent health, had too much time on his hands after retiring, and returned to 

work maintaining oil rigs part-time. Enter his W-2, SSA-1099, and 1099-R forms. 
 

https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● James made nondeductible contributions to his IRA in past years. Form 8606, line 14 from last 
year’s tax filing showed the remaining tax basis in his IRA as $6,471 and his Form 5498, 
provided below, shows the balance of his IRA on December 31, 20XX. James made no 
nondeductible contributions in 20XX.  

○ Note: Form 5498 is often not available yet during tax season. This information may 
need to be retrieved from another source, such as a year-end account statement. 

 
● Using the information provided, complete James’ tax return. 

○ Use Colorado Resource Toolbox: IRA Worksheet (Form 8606) to get the numbers you 
need to create Form 8606 in James’ tax return. (View a comparison worksheet here.) 

 
● Find the TaxSlayer Form 8606 entry screen: Deductions > Adjustments > Nondeductible IRAs 

(near bottom of screen) or enter 8606 in the form finder in the upper left corner and enter 
amounts shown on CRT IRA worksheet.  

 
● Adjust Form 1099-R to show correct taxable box 2a amount. 

 

 
 

● When James’ tax return is complete, check your PDF print preview and compare your answers 
with the Self-Study Answer Sheet. 
 
 

 
 

https://cotaxaide.org/tools/
https://drive.google.com/open?id=1RIEMsfEnAI98DIXI6wed40NKvrCUoMen&usp=drive_fs
https://ta-nttc.tiny.us/SS-Answers-Advanced
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Railroad Retirement (A) 
 
Tasks 

● Review NTTC 4012, Tab D, Form RRB-1099-R Distributions and Form SSA-1099/RRB-1099 
Tier 1 Distributions. 

 
● Review NTTC 4491, Part II Employer Retirement Plans, Railroad Retirement Benefits. 

 
● Watch Railroad Retirement Video. 

 
 

Exercise 8: Forms RRB-1099 and RRB-1099-R (Railroad Retirement) (A)/Harold and Cynthia 
Getz 
 

● View the Intake/Interview and Quality Review Sheet for the Getz return. 
 

 
 

● Open Practice Lab and use the information, worksheets, and documents below to prepare the 
return for HAROLD GETZ, SSN 015-00-6522 and CYNTHIA GETZ, 115-00-0001. 
 

● Harold retired from AMTRAK and started drawing his pension on December 1, 2015. His 
pension was set up as joint/survivor.  
 

https://ta-nttc.tiny.us/NTTC-4012
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/Railroad-Retirement-video
https://drive.google.com/open?id=13TnxGOSPwTPhmcRC6dc59N7LCgfCDxXl&usp=drive_fs
https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● Use the Colorado Resource Toolbox and find the Annuity/Pension Exclusion Calculator. 
○ Verify that the Taxable Amount in TaxSlayer matches the Colorado Toolbox 

Annuity/Pension Exclusion Calculator. It is preferable to enter the amounts from the 
Simplified General Rule Worksheet into the TaxSlayer line 2a worksheet (vs. just 
changing the taxable amount) because then it will be carried forward to the next year. 
 

 

https://cotaxaide.org/tools
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● Input Cynthia’s Form W-2: 

 

 
 

● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet.  
 
Test your knowledge: 

●   Income – Railroad Retirees quiz. 
 
 

 
 
  

https://ta-nttc.tiny.us/SS-Answers-Advanced
https://docs.google.com/forms/d/e/1FAIpQLSfpXKtLcS8CxKqGU_BSF1GcJhkq_J-OvaX9IejrCfjSy5uhjA/viewform?usp=header
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Qualified Charitable Distributions (A) 
 

A qualified charitable distribution (QCD) is a distribution from an IRA by the trustee 
directly to an organization eligible to receive tax-deductible contributions. That 
amount reduces the taxable amount of the taxpayer’s IRA distribution. The taxpayer 
must be at least age 70½ when the distribution is made.  

 
However, the excludable portion of a QCD distribution may need to be reduced by 
IRA deductible contributions made after the taxpayer turns 70½. See more on this 
calculation in the NTTC 4991 lesson below.  

 
see NTTC 4491, Lesson: Income – Retirement Income 

 
Tasks 

● Reference NTTC 4491, Income – Retirement, Qualified Charitable Distributions. 
 

● Review NTTC 4012, Tab D, Form 1099-R Distributions, Qualified Charitable Distributions. 
 

● Watch the Qualified Charitable Distribution video. 
 

Note: Payers may include code Y in 1099-R box 7 to denote a QCD in addition to whatever code 
would normally be there, such as Y7, Y4, etc. For TY2026, the Y code will be optional to the 1099-R 
provider. 

 

Exercise 9: Qualified Charitable Distribution (QCD) (A)/Lynn Berry 
 

● View the Intake/Interview and Quality Review Sheet for the Berry return.  
 

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://ta-nttc.tiny.us/1099-R-QCD-video
https://drive.google.com/open?id=1EVFrXikvF1WvEFKE3v3g8P9Z-Fz5H4ws&usp=drive_fs
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● Open Practice Lab and create a return for LYNN R. BERRY: SSN 015-00-9876. 
  
● Enter Lynn’s SSA-1099. 

 

 

https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● Lynn works part-time at the school helping them keep up with their filing. Enter her W-2. 

 

 
 

● Lynn instructed her traditional IRA custodian to make a QCD of $4,000 to her preferred 
veterans’ organization, which is an eligible 501(c)(3) organization. They provided a notification 
that they received the contribution.  

○ Note: Not all QCD distributions will be made directly by the IRA custodian. It is also 
possible for a taxpayer to write a check directly from his/her IRA account to the 
charitable organization. In this case, the IRA custodian will not know it is for a QCD. 
Consequently, the 1099-R would not have the Box 7 code denoting it as such. 

○ Another possibility is that the QCD was made directly by the IRA custodian, but they do 
not account for it on the 1099-R. Again, there may or may not be a Y7 in Box 7. In this 
case, you will need to change the amount in Box 2a to reflect the correct taxable 
amount. 

○ Be sure to ask your taxpayer if they made any QCDs during the year!  
 

● Enter the 1099-R for the QCD amount: 
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● In the 1099-R entry screen for Box 2a, choose Click here for options, then select Qualified 
Charitable Distribution and enter the amount. That will reduce Box 2a by the amount of the 
QCD. 

 
● Then enter the 1099-R for the non-QCD amount: 

 
 
 



 
National Tax Training Committee Return to Table of Contents 44 

 
 

● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet.  
○ You will not see the $4,000 QCD as part of Lynn’s income since it is non-taxable. The 

remaining taxable $500 is listed as income.  
○ Notice on line 4c, box 2, “QCD” is checked. 

 
Test your knowledge: 

● Income – QCDs quiz. 
 
 

 
 

https://ta-nttc.tiny.us/SS-Answers-Advanced
https://docs.google.com/forms/d/e/1FAIpQLSf3R5V91yUAKDe4SmPlnowjlv0ibg5O42I-Q55vZ48PX3Ao_Q/viewform?usp=header
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Disability Distribution 
 
Tasks 

● Review NTTC 4491, Income – Retirement, Part II: Employer Retirement Plans, Disability 
Pension Income. 
 

● Review NTTC 4012, Tab D, Form 1099-R Rollovers & Disability Under Minimum Retirement 
Age. 

 
● Watch 1099-R Disability Retirement Income video. 

 

Exercise 10: Disability Distribution/Adam Rodriguez 
 

● View the Intake/Interview and Quality Review Sheet for the Rodriguez return. 
 

 
SS.2026.13614C.RODRIGUEZ.3pgs .pdf

 
 

● Open Practice Lab and use the information, worksheets, and documents below to prepare the 
return for ADAM RODRIGUEZ, SSN 015-00-3007. 
 

● Adam was declared permanently disabled on 7/1/2020 and left his job. He checked with his 
pension plan administrator, and the minimum retirement age for his plan is 55 years old. He 
will be on disability until he reaches 55 years old. At that time, he will be considered retired. 

 
● Enter his 1099-R below. How do we know this is a disability payment? 

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://ta-nttc.tiny.us/1099-R-Disability-video
https://drive.google.com/open?id=1pJF3njosoUpFH1VZsZ-9nvecmgqFWq8j&usp=drive_fs
https://drive.google.com/open?id=1pJF3njosoUpFH1VZsZ-9nvecmgqFWq8j&usp=drive_fs
https://drive.google.com/open?id=1pJF3njosoUpFH1VZsZ-9nvecmgqFWq8j&usp=drive_fs
https://vita.taxslayerpro.com/IRSTraining/en/Account/Access


 
National Tax Training Committee Return to Table of Contents 46 

● Be sure to check the box near the bottom of the entry screen to “report on Form 1040, Line 
1h.” This allows the income amount to be treated as earned income for purposes of the earned 
income credit. This is only allowed with Box 7 code 3. 

 

 
 

● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet.  
 

More practice: 
● Complete the Skills Workout in Link & Learn > Income - Retirement. 

 
 

 
  

https://ta-nttc.tiny.us/SS-Answers-Advanced
https://apps.irs.gov/app/vita/content/11s/11_01_005.jsp?level=advanced
https://apps.irs.gov/app/vita/11_student.jsp?level=advanced
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Partially Taxable Pension (A) with Public Safety Officer Exclusion 
 

If a taxpayer made after-tax contributions toward their retirement plan, they have basis in that plan 
and can recover that basis a bit at a time as they get distributions from the plan. Two methods 
used to figure the taxable portion of each pension or annuity payment are the General Rule and 
the Simplified Method. Unless an exception applies, retirees must use the Simplified Method for 
annuity payments from a qualified plan. If a taxpayer has been using the General Rule to figure 
the taxable portion for past years, they must be referred to a professional tax preparer 
.  

see NTTC 4491, Lesson: Retirement Income 
 

The NTTC recommends the Annuity/Pension Exclusion Calculator in the Colorado Resource 
Toolbox (CRT) as a simplified method tool to calculate the taxable income for pension 
distributions which contain after-tax contributions. The calculator computes ages, will advise if the 
general rule applies, and handles railroad retirement pensions. With practice and care the 
Annuity/Pension Exclusion Calculator in the CRT is easy to use and is an excellent tool that gets 
the right answer.  
 
Once the CRT calculator is used, enter the fields into TaxSlayer’s Simplified Method Worksheet.  
You reach it by clicking on “Options” under the box 2a entry on the 1099-R screen. This will allow 
carryforward information to populate in the next year if the taxpayer consents to carryforward. 
 
A benefit of the CRT calculator is the report it produces for the taxpayer detailing contributions to 
use each year for the taxable portion of the distribution. This should be printed to give to the 
taxpayer to keep with their tax records. 

 
Tasks: 

● Watch the 1099-R Pension Exclusion video. 
 

● Watch the Form 1099-R Public Safety Officer (PSO) video. 
 
● Review NTTC 4491,  Income – Retirement, Part II: Employer Retirement Plans, Retired public 

safety officer exclusion. 
 

● Review NTTC 4012, Tab D, Form CSA-1099-R – Civil Service Retirement Benefits and Tab D, 
Public Safety Officer (PSO) Exclusion for Insurance Premiums. 

 
● Watch Colorado Resource Toolbox (CRT) Tools Video. 

 

Exercise 11: Partially Taxable Pension (A) with Public Safety Officer/David Rouse 
 

● View the Intake/Interview & Quality Review Sheet for the Rouse return. 
 
 
 

https://ta-nttc.tiny.us/NTTC-4491
https://cotaxaide.org/tools/
https://cotaxaide.org/tools/
https://ta-nttc.tiny.us/1099-R-Pension-Exclusion-video
https://ta-nttc.tiny.us/1099-R-Public-Safety-Off-video
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
http://ta-nttc.tiny.us/CO-RT-VIDEO
https://drive.google.com/open?id=1sFj-tMatXB7zuGFZqdOOUIdUL7H6Xmhp&usp=drive_fs
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● Open Practice Lab and prepare a return for DAVID ROUSE, SSN 015-00-4397. 
  

● David was a public safety officer and is therefore eligible for up to $3,000 exclusion for medical 
insurance paid. On his Form CSA-1099 for his retirement pension, the Box 5 amount is for 
medical insurance paid. 

 

 
 

● David retired in 2020 after 33 years as an FBI agent. He started receiving his pension on 
December 1, 2020. The taxable amount in box 2a is “unknown,” so the simplified method is 
needed to calculate the Box 2a taxable amount. 

https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● Continue to the entry screen for the 1099-R above and begin entry on it. 

○ To determine the Box 2a taxable amount, use the Colorado Resource Toolbox: Annuity 
/Pension Exclusion Calculator. 

○ Print the CRT chart. 
○ Under Box 2a, choose Click here for options. Select the Simplified Method Worksheet 

and complete the fields using the entries as shown on the CRT chart. 
  

● The remaining $275 of Box 5 ($3,275) that exceeds the $3,000 limit for the PSO deduction is 
available to use on Schedule A (medical deductions) or as a self-employed health insurance 
(SEHI) deduction, (no self-employment or Schedule A in this exercise). 

 
● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet.  

○ Note line 5c will have box 2 checked for PSO. 
 
Test your knowledge: 

● Income – IRAs quiz. 
 
 

 
  

https://cotaxaide.org/tools/
https://ta-nttc.tiny.us/SS-Answers-Advanced
https://docs.google.com/forms/d/e/1FAIpQLSezSkserYhZdVkLYpkrKgDIuJ3cROpOUCmqcUFMSIOQKKfemg/viewform?usp=header
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Schedule K-1 (A) 
 

Schedule K-1 is used to report the taxpayer’s share of income, distributions, deductions, 
and credits from partnerships, S corporations, and some estates and trusts. One copy of 
Schedule K-1 is sent to the IRS. Another copy of Schedule K-1 is sent to the taxpayer. 
 
Scope Caution and Guidance from NTTC 4491: Schedules K-1 or K-3 may report 
information that is not needed for an in-scope return, such as investment income or foreign 
tax credit per-country detail. It is not necessary to enter that information into the software. 
Some items of income, expense, or credits on a K-1 make the tax return out of scope.  
 
Please see NTTC 4012, Tab D, Schedules K-1 for specific and exact instructions on what 
is and is not in scope. 
 

see NTTC 4491, Lesson: Income – Sch K-1, Royalties, and Land Rents  
 
Tasks 

● Review NTTC 4491, Income - Sch K-1, Sch K-1, income, deductions, credits, etc. 
 

● Review NTTC 4012, Tab D, Schedules K-1. 
 
Exercise 12: Schedule K-1 (Form 1065) (A)/Janet Smith 
 

● View the Intake/Interview and Quality Review Sheet for the Smith return. 
 

 
 

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://drive.google.com/open?id=1aN-HtG9juR6mG1QHZb1U1gKiHJBFoptg&usp=drive_fs
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● Open Practice Lab and use the information, worksheets, and documents below to prepare the 
return for JANET SMITH, SSN 015-00-8003.  

 

 
 

● Janet received a Schedule K-1 (Form 1065) from Stanton Holdings. All of Janet’s investment is 
at risk. 

○ Schedule K-1s may be related to Form 1041, 1065, or 1120. The Schedule K-1 form will 
have its related form number on it. 

○ We suggest you check the Scope Manual to be sure your K-1 is in scope for Tax-Aide. 
Check the Table of Contents for “F 1065, S K-1.” Once on this page, find the entry by 
the same name to see what is and is not in scope for Tax-Aide. You will notice that Part 
III dividends and capital gains are in scope, so we may enter the K-1 for Janet. 

○ Also, take note of the format of this K-1 form. It can be confusing to think the numbering 
columns are actually dollar amounts to enter – be sure to look only for the marked dollar 
amounts on the dividends and capital gains! 

 

https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
https://ta-nttc.tiny.us/Scope-Manual
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● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet.  
 

  
 

 

https://ta-nttc.tiny.us/SS-Answers-Advanced
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Health Savings Accounts (HSAs) (A) 
 

An HSA is a tax-exempt trust or custodial account that a taxpayer sets up with a qualified HSA 
trustee, either with an employer or with a bank. Contributions are deductible as an adjustment to 
gross income. Distributions from an HSA are nontaxable if the funds are offset by qualified 
medical expenses. A taxpayer must be an eligible individual to qualify to contribute to an HSA but 
does not need to be eligible in the year of distribution. 
 
To be an eligible individual and qualify for an HSA, the taxpayer must meet the following 
requirements: 
● Be covered by a high-deductible health plan (HDHP) on the first day of the month (includes 

ACA Bronze and catastrophic plans starting in 2026). 
● Not be covered by other health insurance (see Publication 969 for exceptions). 
● Not be enrolled in Medicare (the individual can be HSA-eligible for the months before being 

covered by Medicare). 
● Not be eligible to be claimed as a dependent on someone else’s tax return (see Caution). 

 
In the case of married individuals, each spouse who is an eligible individual and wants to have an 
HSA must open a separate HSA. Married couples cannot have a joint HSA, even if they are 
covered by the same HDHP; however, distributions can be used to cover the qualified expenses 
of the other spouse. In the event of the death of one of the married individuals, the HSA will be 
treated as the surviving spouse’s HSA if the spouse is the designated beneficiary of the HSA. 
 

see NTTC 4491, Lesson: Adjustments to Income, Health Savings Accounts (HSA) Contributions  
 
Tasks 

● Review NTTC 4012, Tab E, Health Savings Accounts (HSA). 
 

● Form 5498-SA: Provides account information, however, this form is often not received by the 
tax deadline. You may need to rely on the taxpayer for the information needed. A year-end 
account statement is a good alternative source. 
 

● Watch these videos: 
○ HSA Introduction 
○ HSA Data Entry 
○ HSA Contributions 
○ HSA Distributions Video 

 
Exercise 13: HSA (A)/Randall Cleveland 
 

● View the Intake/Interview and Quality Review Sheet for the Cleveland return. 
 

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://www.irs.gov/pub/irs-pdf/f5498.pdf
https://ta-nttc.tiny.us/HSA-Introduction-video
https://ta-nttc.tiny.us/HSA-DataEntry-video
https://ta-nttc.tiny.us/HSA-Contributions-video
https://ta-nttc.tiny.us/HSA-Distributions-video
https://drive.google.com/open?id=1DTqVzRov8ELmnq2K8TEexaxJvOm0OBjG&usp=drive_fs
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● Open Practice Lab and use the information, worksheets, and documents below to prepare the 
return for RANDALL CLEVELAND, SSN 245-00-6543. 
 

● Randall turned 65 this year and began coverage under Medicare. He was covered under a 
high deductible health plan prior to being covered under Medicare. (If doing return in Practice 
Lab 2025, change date of birth to 5/12/1960.) 

 
● He didn’t make any HSA contributions during the year but intends to make the allowable 

amount by the due date of the return, once he knows what that amount is. 
   

● He took a distribution from his HSA to partially reimburse himself for his Medicare premiums. 
  

● Enter Randall’s Forms 1099-R and SSA-1099. 
 
 

 
 
 

https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● Now determine Randall’s allowable HSA contribution and enter it on Form 8889. Since he was 
only eligible for a contribution for four months, you will need to take the annual amount divided 
by 12, then multiplied by 4. Don’t forget to include the extra $1,000 for being age 55 or older. 
Although Randall didn’t make any HSA contributions during the year, he can make eligible 
contributions up until the due date of the return and those can be deducted on the return. He 
will need to tell his HSA trustee that those contributions are for the prior year.  

 
● Enter Randall’s HSA distributions, and how much of the distribution he used for qualified 

medical expenses.  
 

 
 

● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet.  
 

Test your knowledge: 
○ Income – HSA Distributions quiz. 
○ Adjustments – HSA quiz. 

 
 

 
 

https://ta-nttc.tiny.us/SS-Answers-Advanced
https://docs.google.com/forms/d/e/1FAIpQLSfyCRFblJMoUJ61t5YkO7RSiD_An9l4ZyUXBs2pKBOKohzQoQ/viewform?usp=header
https://docs.google.com/forms/d/e/1FAIpQLSeywD0F16LgnmKGKzbn4ETsYoNv2csYKdykF40mORPVPjBp6g/viewform?usp=header
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Education Benefits: Optimizing Education Benefits with Unrestricted Scholarship or 
Grants 
 

Whether [a taxpayer] will benefit from applying a scholarship or fellowship grant to nonqualified 
expenses will depend on the amount of the student's qualified education expenses, the amount of 
the scholarship or fellowship grant, and whether the scholarship or fellowship grant may (by its 
terms) be used for nonqualified expenses. Any benefit will also depend on the student’s federal 
and state marginal tax rates as well as any federal and state tax credits the student claims. Before 
deciding, look at the total amount of [the taxpayer’s] federal and state tax refunds or taxes owed 
and, if the student is [the taxpayer’s] dependent, the student’s tax refunds, or taxes owed. For 
example, if [the taxpayer is] the student and can also claim the EITC, choosing to apply a 
scholarship or fellowship grant to nonqualified expenses by including the amount in their income 
may benefit them if the increase to their American opportunity credit is more than the decrease to 
their EITC.  

From Publication 970, Tax Benefits for Education 
 
AARP Counselors can use the Colorado Resource Toolbox Education Benefits Calculator to optimize 
the declaration of income and education credit. The optimizing process accounts for situations when 
a taxpayer and dependent have restricted and unrestricted scholarship and grant income. The 
Education Benefits Calculator is also an effective tool for simpler education credit situations. 
 
Tasks 

● Review NTTC 4491, Education Credits. 
 

● Review NTTC 4012, Tab J. 
 

● Watch: 
○ Education Credits Basics video 
○ Scholarship Income video 
○ NTTC Video: Colorado Resource Toolbox: Education Credit Calculator 

 
 
Important: Scholarship/grant income always belongs to the student. If a taxpayer has a dependent 
with scholarship/grant income, enter any available education credit on the taxpayer’s return (when 
the taxpayer actually claims the dependent) and enter the scholarship/grant income on the 
dependent’s return. 

 
Exercise 14: Scenario 1 – Dependent with no income and unrestricted scholarship or 
grant/Varisian 1  
 

● View the Intake/Interview and Quality Review Sheet for the Varisian return. 
 

https://www.irs.gov/pub/irs-pdf/p970.pdf
https://cotaxaide.org/tools/
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://ta-nttc.tiny.us/Education-Credits-Basics-video
https://ta-nttc.tiny.us/Scholarship-Income-video
https://ta-nttc.tiny.us/CO-RT-Education-Calc-Video
https://drive.google.com/open?id=1a4DCSGtapCOWqlWVjGbpsmtfWjhyrrO7&usp=drive_fs
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● Robert Varisian is a single parent, whose daughter Samara is a full-time student in college 
pursuing an engineering degree. She has no income. Samara qualifies for the American 
Opportunity Credit – she has not already completed four years of higher education, they have 
not already claimed four years of the American Opportunity Credit, and she does not have a 
felony conviction. 
 

● Click to view the full Education Credits Worksheet that Robert filled out. 
o Here are the expenses that they listed: 

https://drive.google.com/open?id=1IFT7lRAs4FcRL6K14oWgmOrBDcQvKzHZ&usp=drive_fs


 
National Tax Training Committee Return to Table of Contents 59 

 
 

● Samara’s school billing statement shows $5,500 in Pell grants. All other scholarships (of the 
$18,000 total shown on her 1098-T Form below) must be used for qualified expenses. 
 

● Open Practice Lab and use the information and documents below to prepare the return for 
ROBERT VARISIAN, SSN 385-00-5640, and his dependent SAMARA, SSN 386-00-5650. 

 
● Input Robert’s W-2. 

 

https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● There are no other income/deductions in this exercise, but in a real return, you would complete 
all federal income and deductions, except for Form 8863, Education Credit, where the most 
advantageous credit is determined. 
 

● Find Robert’s Form 1040 by using the Print View Summary screen. This is needed for the 
Optimizer Tab of the Education Benefits Calculator, which you will use next. 

 
● Robert and Samara agree to use any of the unrestricted scholarship income as additional 

taxable income on Samara’s return if it provides their best optimized combined tax refund.  
The optimum tax position is a trade-off of declaring taxable scholarship (grant) income 
vs. reducing the income with qualified education expenses that potentially reduce 
education tax credits.1  
 

● Open the Colorado Resource Toolbox and find the Education Benefits Calculator.2 Make the 
following entries in the different tabs: 

 
Taxpayer Information Tab:  

● Taxpayer’s name: Robert Varisian 
● Current tax year and location button 
● Filing status and any checkboxes that apply 

                                                
1 See Pub 970, Chapter 2, for a detailed description of the options in the American Opportunity Credit. 
2 Use the Education Benefits Calculator Instructions tab as needed to review the detailed instructions. 

https://cotaxaide.org/tools
https://www.irs.gov/pub/irs-pdf/p970.pdf
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● Dependent information 
● Student information (the remainder of the tab) 

 

 
 
On the Funding Sources Tab:  

● Under Scholarships, Fellowships and Grants: 
○ Enter line 1: Unrestricted grant and scholarship amount that can $5,500 

be used for other expenses; be sure to click “unrestricted.”     
○ Enter line 2: Other scholarships/fellowships; this is restricted to        $12,500 

tuition, so do not click “unrestricted.”     
 
Expense Information Tab:  

● Enter education expenses – for this exercise, we have tuition, books (not from the 
college), supplies of the laptop and safety equipment (also not from the college), and 
other living expenses. (Remember the $8,500 for room and board.) 

 
Optimizer Tab: 

● In the Taxpayer’s Return section, find the column with the white boxes and enter: 
Wages, AGI, and Total NonRefundable Credits using the TaxSlayer pdf print from the 
first step (before entering the Form 8863). 

 
● Normally, you would enter the student’s tax return information in the Student’s Return 

section of the Optimizer tab. In this example, Samara has no other income, so leave this 
section blank. 

 
● Click the OPTIMIZE button (near bottom right of the screen) and notice the qualified 

education expenses to use for the education credit entry on the taxpayer's (Robert’s) tax 
return in TaxSlayer. There is no return for Samara done in this exercise since she has 
no filing requirement, but if we were doing a return for her, the additional taxable income 
for the student (Samara) would be on her return, not Robert’s. Note that taxable 
scholarship income is considered earned income for the purpose of determining 
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whether a return must be filed, but in this case, the amount is still below the filing 
requirement threshold so there is no need for Samara to file. 

 
● Using the Optimizer screen results box at the bottom of the screen, enter in Robert’s tax return 

in TaxSlayer (Deductions > Credits > Education Credits): 
○ Tuition amount:       $15,000 
○ Scholarship amount :      $12,502 
○ Qualified education expenses:     $968 

 
● Note the $5,498 in the Optimizer results for additional taxable scholarship income. Again, if 

Samara had a tax return, this would go on her return, not on Robert’s return, as “Other 
Income.” 

 
● Verify with Varisian1 Education Calculator. 

 
● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet. 

 

Exercise 15: Scenario 2 – Dependent with wages and and unrestricted scholarship or 
grant/Varisian 2 
 
In this scenario, Samara worked over the summer and vacations and she saved most of her salary. 
She is still a dependent. Once a dependent has other income in addition to taxable scholarship 
income, there is the potential for the kiddie tax issue, which would put Samara’s return out of scope. 
Although scholarship income is considered earned income to determine filing requirements, it is 
considered unearned income for the kiddie tax. The kiddie tax is generally invoked when a dependent 
has a filing requirement and more than $2,700 in unearned income. Luckily, the Education Benefits 
Calculator will help you work out whether there is a risk of kiddie tax and how to optimize to avoid it. 
 
Tasks 

● Review the IRS tax topic: https://www.irs.gov/taxtopics/tc553 
 

● Watch the Kiddie Tax video 
https://ta-nttc.tiny.us/kiddie-tax-video 
Questions: 

● With $12,500 of wages, is Samara required to file? Is there a kiddie tax issue? If she isn’t 
required to file a return, should she anyway? 
 

● What if Samara’s wages are $20,000? Is she required to file? Is there a kiddie tax issue? 
 
Steps 

● Your return for Robert has been completed. For this scenario, you need to remove the Form 
8863, Education Credits from the previous exercise in order to redo the credits. 
 

● Now prepare the return for Samara in TaxSlayer, using the W-2 below.  Be sure to mark that 
Samara is being claimed as a dependent on someone else’s return when you enter in the 
personal information. 

https://drive.google.com/open?id=19ctc3kY3ZWqHkjLiYmR9aPeG13mdfSa2&usp=drive_fs
https://ta-nttc.tiny.us/SS-Answers-Advanced
https://www.irs.gov/taxtopics/tc553
https://ta-nttc.tiny.us/kiddie-tax-video
https://ta-nttc.tiny.us/kiddie-tax-video
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● Samara Varisian SSN: 386-00-5650 BDATE: 06/14/2007 ADDR: 465 FULLERTON AVE, 

YOUR CITY, YS, YZIP PH: 304-612-4567 
 

 
 

● Robert and Samara agree to use any of the unrestricted scholarship income as additional 
taxable income on Samara’s return if it provides their best optimized combined tax refund. The 
optimum tax position is a trade-off of declaring taxable scholarship (grant) income vs. 
reducing the income with qualified education expenses that potentially reduce 
education tax credits. 
 

● Open the Colorado Resource Toolbox and find the Education Benefits Calculator. 
 
Taxpayer Information Tab:  

● Enter: 
○ Taxpayer’s name: Robert Varisian 2 
○ Current tax year and location button 
○ Filing status and any checkboxes that apply 
○ Dependent information 
○ Student information (the remainder of tab) 

 
Funding Sources Tab:  

● Under Scholarships, Fellowships and Grants: 
○ Enter line 1: Unrestricted grant and scholarship amount that can $5,500 

be used for other expenses; be sure to click “unrestricted.”  
○ Enter line 2: Other scholarships/fellowships; this is restricted to  $12,500 

tuition, so do not click “unrestricted.” 

https://cotaxaide.org/tools
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Expense Information Tab:  

● Enter education expenses – for this exercise, we have the same tuition of $15,000, 
books for $160 (not from the college), supplies (laptop for $750 and safety gear for $58, 
also not from the college), and other living expenses (the $8,500 for college room and 
board.) 

 
Optimizer Tab: 

● In the Taxpayer’s Return section find the column with the white boxes and enter: 
wages, AGI, and total nonrefundable credits using Robert’s pdf print from TaxSlayer 
(before entering the Form 8863). 

● In the Student’s Return section, find the column with the white boxes and enter wages 
and AGI using Samara’s pdf print from TaxSlayer (before entering the Form 8863). 

● Click the OPTIMIZE button (near bottom right of the screen). Notice the additional 
taxable income for the student’s tax return and the qualified education expenses for the 
taxpayer's tax return. 

 
● Using the Optimizer screen results box at the bottom of the screen, enter in TaxSlayer: 

o Samara’s tax return: 
▪  Additional taxable income for the student    $3,250 

(Other Income > Other Compensation > Scholarships) 
o Robert’s tax return (Education Credit): 

▪  Tuition amount:        $15,000 

▪  Scholarship:         $14,750 

▪  Qualified education expenses:      $968 
 

● Note how the Optimizer has kept Samara’s total income equal to the standard deduction to 
avoid a filing requirement for her. Not only does this mean that there is no kiddie tax issue, but 
also she owes no taxes on the additional income and gets a full refund of her withholdings! 

   
● Verify with: Varisian2 Education Calculator. 

 
● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet. 

 

Exercise 16: Scenario 3 – Coordinating 1099-Q College 529 Distribution  
 
College 529 distributions can be applied to room and board if the student is at least half-time (whether 
or not the student actually lives on campus) and/or has qualified education expenses. However, 
education expenses that are covered by funds coming from a 529 plan cannot be used to qualify for 
an education credit. 
 
Samara’s expenses are: 

● $13,000 tuition 
● $968 other expenses (books and PC and safety equipment) 
● $8,500 expenses for room and board 

 

https://drive.google.com/open?id=1RJe8BYrBKm9gCVeWO4ToUGarAi_9MrYz&usp=drive_fs
https://ta-nttc.tiny.us/SS-Answers-Advanced
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In this scenario Samara received no scholarships. 
 
Robert owns a College 529 Plan where Samara is the beneficiary. He received a Form 1099-Q from 
the investment company showing the $5,000 distribution that he took out from the plan to help pay for 
Samara’s expenses. 
 
You do not need to enter this information into TaxSlayer for this exercise. Review the following 
questions and answer them to the best of your ability. 
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Questions: 
1. How is the College 529 Plan distribution applied (for example, does it all go towards tuition or 

split between expenses)?  
2. Can Robert still take the American Opportunity Credit? If yes, how much qualified educational 

expense can he claim for the credit?  
3. If Robert withdrew $13,000 (Box 1) from the College 529 Plan to cover the full tuition amount, 

can he still take the American Opportunity Credit? 
4. If yes, how much qualified educational expense can he claim for the credit now? 
5. What if Robert withdrew $30,000 (Box 1) from the College 529 plan? 

 
Answers: 

1. Robert can apply the full $5,000 withdrawn to room and board. 
2. He can take the AOC with his full qualified education expense total of $13,968.  
3. Robert can apply $8,500 of the $13,000 amount withdrawn to room and board expenses. The 

remaining $4,500 must cover other qualifying expenses which then cannot be used to claim 
the AOC. 

4. His expenses for the AOC are now $13,968 minus $4,500 = $9468 
5. This situation is out of scope. The taxpayer withdrew more than the qualifying education 

expenses defined for a 529 plan. 
a. The total expenses are $22,468 ($13,000 tuition + $968 + $8,500 room and board). 
b. Since the withdrawal exceeded the qualified expenses, part of the earnings will be 

taxable. 
c. Withdrawals from a 529 plan that are taxable are out of scope. 

 
Review NTTC 4012 Tab J, Highlights chart: What expenses qualify besides tuition and required 
enrollment fee? 
 
 

 
 
 
 
 
 
 
 
 
  

https://ta-nttc.tiny.us/NTTC-4012
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Amended Returns (A) 
 
Note: Tax-Aide Policy and Procedures Manual says: “Volunteers should have taxpayers refer to 
their original preparer for amendment requests on returns originally prepared outside of Tax-Aide.” 
If it is not possible for the taxpayer to access the original preparer, we would need to create an 
original that is exactly like the one that was filed. Then we can do an amendment for it, as long as it 
is in scope for Tax-Aide. 

 
Tasks 

● Review NTTC 4491,  Amended and Prior Year Returns. 
 

● Review NTTC 4012, Tab M, Original Return Prepared by the Site and Accepted in TaxSlayer, 
and Original Return Not Created by the Site Preparing the Amended Return. 

 
● Watch Amended Returns video. 

 
 

Caution: Be careful when amending state returns. Make sure you have a hard copy of the original 
accepted state return. TaxSlayer may cause the original state return information to change when 
you amend Federal items. Verify the “original amount” and have a manual original and federal 
copy to restore if necessary.  

 
 
Exercise 17: Amended Returns (A)/Marshall Franklin 
 

● View the Intake/Interview & Quality Review Sheet for the Franklin return. 
 

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
https://ta-nttc.tiny.us/amendments-video
https://drive.google.com/open?id=1hb1kBJSYoEvUDHozdUJIRPQaPG2A7qv8&usp=drive_fs
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● Open Practice Lab and use the Information, worksheets, and documents below to prepare the 
returns for MARSHALL FRANKLIN, SSN 015-00-3010. 

 
● Even though we did not prepare Marshall’s original return, he would like us to amend it to 

include his recently received 1099-INT. We can do this by preparing a return that is just like the 
one that was actually filed by another preparer, not Tax-Aide. Of course, we do not try to e-
file the copy we have made, but we will use it to create the amended return. 

 
● Follow the NTTC 4012, Tab M, “Original Return Not Created by the Site Preparing the 

Amended Return.” 
 

● Prepare Marshall’s initial tax return. Treat this as his prepared tax return that was 
transmitted to and accepted by the IRS; it should match the copy he brought to the site.  The 
Form W-2 was his only original tax document; access the print preview in TaxSlayer to 
confirm.  

 
● Marshall paid the tax that was due from the original tax return. 

 

https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
https://ta-nttc.tiny.us/NTTC-4012
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● Marshall just received a Form 1099-INT that was not included in his original return that was 
filed and accepted by the IRS. Both the Form W-2 and 1099-INT were for the same tax year. 
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● Amend Marshall’s return to include the 1099-INT amounts. 
  

● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet. 
  

● Many amended returns can be e-filed, depending on the year. Some state amended returns 
can be e-filed, but some must be mailed by the taxpayer. Check with your Local Coordinator to 
find out how amendments should be filed at your site. 

 
Test your knowledge: 

● Amended - Prior Year Returns quiz 
 
More practice: 

● Click Link & Learn > Amended and Prior Year Returns and review the lesson page. Review 
Skills Workout . 

 
 

 
  

https://ta-nttc.tiny.us/SS-Answers-Advanced
https://docs.google.com/forms/d/e/1FAIpQLScWMAt41fzfT3U-ZGlOocHVFnFQErTHGBnD4ETHzM9jWeOmWw/viewform?usp=header
https://apps.irs.gov/app/vita/34_student.jsp?level=advanced
https://apps.irs.gov/app/vita/content/34s/34_01_005.jsp?level=advanced
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Injured Spouse 
 

When a joint return is filed and one spouse has a federal debt (back federal taxes, child support, 
student loans) that the IRS can deduct from (offset) the refund, the other spouse without debt 
can be considered an injured spouse if eligible. This protects some or all of the injured spouse’s 
refund from being offset. 

 
Injured spouses may file Form 8379 to receive their share of the refund shown on the joint 
return. To be eligible, the injured spouse: 

1. Must not be legally obligated to pay the past-due amount, and 
2. Must have made and reported tax payments (such as federal income tax withheld from 

wages or estimated tax payments), or claimed a refundable tax credit. 
 

Special rules apply to the calculation if the injured spouse lived in a community property state at 
any time during the tax year. 

see NTTC 4491, Lesson: Filing Status, Injured Spouse 
 

Caution: Community Property States  
If you live in a community property state check with your district Training Coordinator to determine 
if you are able to complete Form 8379, and if so, how to fill it out. Community property states have 
unique rules for allocating amounts between spouses. The answers here are for separate property 
states.  

 
Tasks 

● Review NTTC 4491:  
● Filing Status, Injured spouse.  
● Amended and prior year returns, Injured spouse situations. 
 

● Review NTTC 4012, Tab M: Filing An Injured Spouse Allocation. 
 

● Review IRS forms: 
● Form 8379, Injured Spouse Allocation  
● Instructions for Form 8379 

 
 
Exercise 18: Injured Spouse/Earl and Wanda Jones 
 

● View the Intake/Interview & Quality Review Sheet for the Jones return. 
 

https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4491
https://ta-nttc.tiny.us/NTTC-4012
http://www.irs.gov/pub/irs-pdf/f8379.pdf
https://www.irs.gov/pub/irs-pdf/i8379.pdf
https://drive.google.com/open?id=1VkXsAaaWCTSUerafSo8gKJP504o9MS4A&usp=drive_fs
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● Open Practice Lab and use the information, worksheets, and documents below to prepare the 
return for EARL JONES SSN: 015-00-3041, WANDA JONES: SSN 015-00-3042, and 
dependent JULIE JONES, SSN 015-00-3043. 
 

● Wanda would like to file as an injured spouse and receive her refund separately from Earl 
since he owes back child support, and they expect the IRS will apply any refund he receives to 
his garnishment. 
 

● Earl and Wanda are raising their disabled grandchild, Julie. 
  

● Wanda received interest from an account that she owned exclusively. Wanda and Earl 
received dividends from an account they owned jointly. 

  
● Earl and Wanda have agreed that if they had filed separate returns, Wanda would claim Julie 

as a dependent.  
 

 
 

https://vita.taxslayerpro.com/IRSTraining/en/Account/Access
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● Now, you have an “original” return. This makes the exercise work; start without any injured 
spouse allocations. 
 

● Determine who is the injured spouse. 
 

● Continuing in TaxSlayer, find and open Form 8379 and then answer the Part I questions. 
 

● Part II allocates the income and expenses to the injured spouse and the other spouse. 
○ Wages, salaries, tips, etc. (who earned the income?) 
○ Interest and Dividends (who earned the income?) 
○ Standard Deduction - allocate half to each spouse.  
○ Nonrefundable credits based on a dependent - allocate to the spouse that would claim the 

dependent if the spouses filed separately.  
○ Refundable credits based on a dependent - allocate to the spouse that would claim the 

dependent if the spouses filed separately. 
○ Follow the IRS instructions and do not allocate the earned income credit. 
○ Directly assign the tax withholdings to each spouse based on their tax forms.  

 
● Check your PDF print preview and compare your answers with the Self-Study Answer Sheet.  

○ Note that your 1040 will say “Injured Spouse” at the top. 
 

 

 
  

https://ta-nttc.tiny.us/SS-Answers-Advanced
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THE END 
 

This is the end of the Self-Study Less Common Advanced Topics Course.  
We hope you have learned lots and will continue to use the skills and tax law that you have learned. 

 
Your willingness to volunteer to help your community by preparing tax returns is a valued talent. 

Tax-Aide appreciates you and your taxpayers appreciate you! 
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