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Welcome Volunteers!

VITA and AARP Tax-Aide volunteers complete about 32,000 tax returns every year. Thanks in part to
you, over 90% of lowa income tax returns are e-filed. Obviously the need for and awareness of the
programs’ free tax preparation services continues to grow. Thank you for volunteering your time and
expertise!

While much of the lowa return follows along with the federal return, there are some differences. This
training manual will teach you about the lowa income tax return, it will give you hints on how and where
to enter data into TaxSlayer software, and there are some exercises to help you practice what you've
learned. The training book is broken into steps, following those on the IA1040 form. The book finishes
with some useful miscellaneous information.

This book is focused on returns for individuals who are filing as residents of the State of lowa for the full
year. Part-year and nonresident taxpayer returns will also require a review of the materials in the lowa
Expanded Instructions. Preparation of those returns requires the approval of your site leadership.

The book has been prepared for the use of volunteers within the IRS VITA/TCE programs. It is not
intended for use by taxpayers. All taxpayers should refer to the instructions for the lowa form1040 or
the lowa Expanded Instructions.

Using This Manual

Terms used throughout this book
SChuii schedule
SS Social Security
Tax year ...cccocoeeeeeeeeeeeeniiinnnnn. calendar year 2017
LS T TaxSlayer software
IDR . lowa Department of Revenue
IRC .ot Internal Revenue Code
Currentyear........ccoeeeeevevinnnnn. Tax year 2017
Prioryear.......ccccovveevicinnneenn. Tax year 2016 and earlier

Preparation Site References
It is not recommended the federal VITA/TCE training manual be used as a reference at your site
because of the availability of other, more useful and more current resources; however, it is
recommended you keep this as a reference book at your site in addition to the lowa Expanded
Instructions. This manual is available as a searchable pdf file for those wishing to keep a copy on their
tax preparation computer.
Site leaders may find it convenient to print out one or more copies of sections of this book for quick
reference. Each can be protected by laminating or using top loading document protectors. Suggested
items would include the following:

e |owa Quality Review Sheet (Attachment A)

e Sheet for Calculation of Additional Federal Tax Paid (Attachment E)

e Tuition and Textbook Credit Sheet (Attachment F)
Remember that lowa follows the federal definitions and instructions in many aspects; therefore IRS
Pub 17 must also be available for reference.
The lowa Expanded Instructions has been available online from the IDR income tax Web site. For
TY 2017, the availability of download of the complete file is unknown. If it becomes available, it will be
distributed and can be copied and maintained on your tax preparation computer. In the pdf format, it
can be easily searched for specific words. Alternatively, you may wish to print off one copy of the
document from the pdf file for retention and reference at your tax site. The website is:
https://tax.iowa.gov/expanded-instructions-view.

INTRODUCTION
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Recent Changes Affecting Returns

Reminder: New for 2014

A US Supreme Court decision has changed the manner in which out-of-state tax credits are applied to
any state income tax liability. A more detailed explanation is available in Attachment N: The Wynne
Decision — out-of-state tax credit on page 72.

Some jurisdictions, within lowa®, impose an “instructional support income surtax” (School District
Surtax) or an “emergency medical services (EMS) income surtax.” These taxes are based upon the
amount of lowa state income tax a taxpayer owes. The previous practice was to calculate the surtax
prior to applying the out-of-state tax credit. This practice is inconsistent with the Supreme Court ruling.
Accordingly, lowa has changed the manner in which things are being done. There was an adjustment
of the lowa 1040 for 2015 in that out-of-state tax credit is now applied on Line 50. While TY 2015 (and
subsequent years) is accommodated by the form changes, that DOES NOT affect the 1040 for prior
years. Therefore, special instructions apply for the creation of a tax return for TY 2014.

AMENDMENTS: Anyone who filed a return with an out-of-state tax credit for TY 2014 may be entitled to
a refund. These returns should not be attempted without the specific approval of the site coordinator for
any VITA or Tax-Aide location. Details for this procedure are included within Attachment N: The Wynne
Decision — out-of-state tax credit on page 72.

Reminder: Some of the New Items for 2015

e Child/dependent care credit: Eligible taxpayers may claim the full amount of the state credit
irrespective of whether the federal credit was capped because it exceeded the taxpayer’s
federal tax liability. The Federal form 2441, line 9, is the starting point for lowa.

e Extenders: Effective with the enactment of House File 2433 on March 21, 2016, lowa tax
provisions are coupled with federal provisions retroactive to January 1, 2015 for tax year 2015
only for individual income tax filers only:

o0 Deduction of educator expenses

Tuition and fees deduction for higher education

Election to deduct state sales/use tax as itemized deduction in lieu of state income tax

Treatment of mortgage insurance premiums as qualified residence interest

Tax free distribution from an IRA to certain charities for individuals 70% and older

¢ lowa 529 Plan Contributions: For tax years beginning on or after 1-1-15, contributions made
by the lowa income tax return filing deadline (April 30), EXCLUDING EXTENSIONS, can be
treated as being made on the last day of the preceding calendar year and deductible on that
year’s lowa return.

0}
(0}
(0}
0}

Reminder: New for 2016:
» College Savings lowa: Tax-exempt, nonprofit organizations under IRC section 501(c)(3)
were added to the list of entities that can open and contribute to an individual’'s lowa 529
plan on behalf of that individual. An individual can take an itemized deduction for the
contribution to the 501(c)(3) if the individual did not designate the contribution be used for
the direct benefit of any dependent of the individual or the individual did not designate any
single beneficiary.

! See “lowa Counties, School District Numbers, Surtax Rates” tables accessible from the lowa Expanded
Instructions at tax.iowa.gov/expanded-instructions/school-district-surtaxemergency-medical-services-tax-0.

LAW CHANGES
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* lowa did not adopt federal Internal Revenue Code changes regarding the determination of
income that occurred after January 1, 2016. lowa did couple with federal changes relating to
the solar energy system tax credit on May 27, 2016.

» Line 62: To make a claim to the adoption tax credit equal to the first $2,500 of unreimbursed
expenses related to an adoption per each child adopted in lowa, the 1A 177 must be
completed and included with the return beginning in tax year 2016.

* Line 65: The taxpayers’ trust fund tax credit is $0 for 2016.

New for 2017

* The lowa adoption tax credit is increased from $2,500 per adoption to $5,000 per adoption.
The credit is equal to the amount of qualified adoption expenses paid or incurred by the
taxpayer (that exceeds three percent of the taxpayer’s net income) during the tax year in
connection with the adoption of a child. This is effective for tax years beginning on or after
January 1, 2017. This is out-of-scope and is provided for background only.

» lowa eliminates the option for taxpayers to designate a contribution to the lowa election
campaign fund for tax years beginning on or after January 1, 2017. Income tax forms will not
include a space for this checkoff for tax years beginning on or after that date. (Effective July
1, 2018, the lowa election campaign fund will cease to exist, and no distributions may be
made from the fund after that date. References to the lowa election campaign fund
throughout the Code are eliminated effective July 1, 2018.)

* lowa updated the definition of “Internal Revenue Code” for lowa tax purposes to clarify that
references to the Internal Revenue Code found in the lowa Code do not include any
changes to the Internal Revenue Code enacted after January 1, 2015. Unless otherwise
specified in the lowa Code, changes to the Internal Revenue Code enacted after January 1,
2015, including changes with retroactive applicability or effectiveness, do not apply for lowa
tax purposes.

» lowa clarifies that a nonresident with less than $1,000 of income allocated to lowa may not
be required to file an lowa income tax return. Nonresidents are still required to file lowa
income tax returns if their income allocated to lowa is $1000 or more and their total net
income exceeds the statutory minimum filing threshold. Residents are still required to file
lowa income tax returns if their total net income exceeds the statutory minimum filing
threshold

* The 2017 standard deduction for single taxpayers or married taxpayers filing separately will
be $2,000. The 2017 standard deduction for married filing jointly taxpayers will be $4,920.

New for 2018:

* On or after January 1, 2018, an individual may establish a first-time homebuyer savings
account by opening an interest-bearing savings account with a financial institution and
designating the account as a first-time homebuyer savings account. The account holder
must designate one individual as the beneficiary of the account. The designated beneficiary
must be a first-time homebuyer. A married couple filing jointly may establish a joint first-time
homebuyer savings account. An individual may establish more than one account as long as
each account has a different designated beneficiary. An individual may be both the account
holder and the designated beneficiary of the same account. An individual may also be the
designated beneficiary of more than one account.

Beginning with tax year 2018, the account holder of a first-time homebuyer savings account
may claim a deduction for lowa individual income tax equal to the amount of contributions
the holder made during the tax year to the holder’s accounts. The deduction for
contributions is subject to two limits. First, the deduction for contributions is subject to an
annual deduction limit of $4,000 for married taxpayers filing a joint return and maintaining a
joint first-time homebuyer savings account, and $2,000 for all other taxpayers. The annual
deduction limits are adjusted annually for inflation, beginning in calendar year 2018. Second,
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the deduction for contributions is subject to a lifetime limit of ten times the account holder’s
annual deduction limit. Additionally, the account holder may deduct interest received from
the account holder’s first-time homebuyer savings accounts.

Deductions for a first-time homebuyer savings account are only available to an account
holder until January 1 of the tenth calendar year after the calendar year in which the account
holder opened the account, or until funds are withdrawn for a purpose other than to pay the
designated beneficiary’s qualifying home purchase expenses, whichever occurs first.

Any amount withdrawn from a first-time homebuyer savings account for a non-qualifying
purpose during the tax year must be added to the account holder’s lowa net income for that
year, to the extent the amount was previously deducted as a contribution. Any amount
remaining in the account on January 1 of the tenth calendar year after the account was
created is considered withdrawn for a non-qualifying purpose on that date. Any withdrawal
that must be added to the account holder’s net income is subject to a 10% penalty, unless
the withdrawal was made due to death of the account holder or due to a garnishment, levy,
or other order.

LAW CHANGES
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TaxSlayer (TS)

Some Hints Regarding TS

TaxSlayer maintains a knowledge base for guidance on individual items to help someone using the
software. No link has been located within the TS Pro training version of the software, but it may be
within the active version. If one wishes to access the site directly, use www.taxslayerpro.com/kb. There
may be some differences between the screens referenced within the knowledge base and the TY
software since the knowledge base appears to be for a prior year.

To find a calculator is TS, click the taxpayer name in the upper left. Choose Helpful Tools.

Pay very careful attention to things such as phone numbers, dates or social security numbers. The
method for entering each may vary as follows:

» Dates are entered with a digit representing the month, e.g. “3” for March. Then one must
tab to the next field. A two digit entry e.g. “03” for March will not work.

« A phone number is entered with the three digit area code followed by the three digit
prefix followed by the four digit suffix. TS automatically tabs from the first field to the
second and then to the third.

« A SSNis entered with three digits followed by tabbing and then two digits followed by
tabbing and then four digits. In some situations, it will tab automatically!

Be careful making changes. For example if one entered a pension gross distribution of $23,000, TS will
automatically show the taxable amount as $23,000. If the gross distribution was mistyped and was
actually $28,000 one will return to the gross distribution box and make the change. Note that the
taxable amount DOES NOT CHANGE automatically and remains as $28.000 until actually specifically
changed. One should verify any of these matters. If the change is not made, TS should eventually show
you a screen similar to that shown in Figure 1- Warning Screen.

A We have some concerns with your Form 1099-R.

The taxable amount entered is less than the gross distribution. If this distribution was part of an annuity plan where part of the total

distribution is not taxable, then please select "Continue” below.

If you rolled over all or part of the gross distribution into another qualifying plan, please select "Cancel”, check the box under

"Rollover or Disability" and enter the rollover amount.

If these are correct, please select Continue below. If not correct, please select Cancel.

Cancel Continue

Figure 1- Warning Screen

Be very careful with the choice of filing status with the federal return. If you complete the state return
and subsequently change the federal status, TS will remove all state returns and you must add the
state(s) and complete again.

TS Screens

IMPORTANT: TS will reveal screens that are based upon the information that has been entered to that
point. For example, if one selects a filing status of “single,” the screen shown in Figure 2 - Info Screen

GENERAL TAXSLAYER INFO
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for Single Filling Status will be revealed. It is totally different than the screen one gets for a filing status
of “married filing jointly” which is illustrated in Figure 3 - TP Info Screen for MFJ Filing Status and Figure
4 - Spouse Info Screen for MFJ Filing Status. This is true for many other items within the lowa return.

The screen captures herein will be examples from both the returns filed as “single” and those filed as
“joint” (or MFSCR). Not every possible screen can be displayed, so expect some variations that will
depend upon client data entered to that point.

CAUTION: All screen captures and TS guidance herein are based upon
the version of TS as used in the practice lab. Obviously there may be
some differences because of software updates and within the actual live
version of TS.

ADVISORY: Some counselors have found that certain TS features di
not work when using the latest version of Internet Explorer or
Microsoft Edge. TS recommends the use of Google Chrome.

GENERAL TAXSLAYER INFO



Page |13

Taxpayer Information

Primnary First Marme *

Lt I *

‘Social Security Number *

23 |-| 00 |-| DOMA

Dt of Birth *

MM ¥ oD T

Dormpetion *

[ Check here if the Taxpayer can be claimed as a dep=ndent on somecne else's return.

O Check here if Taxpayer was over age 18 and a fulltime student at an =ligible 2ducational institution.
O Checi here if Taxpayer is blind.

O Check here if Taxpayer is dec=ased.

O Check here if the Taxpayer wishes to comtribute 53 to the Presidential Election Campaign Fund.

O Check here if the Taxpaysr or Spouse served in 2 Combat Zone during the curment tax year.

[0 Chedk here if Taxpayer was a nonnesidert alizn for any part of the pe=ar.

Address and Phone Number

[ Checi: here if Stateside Military address.

O Check here if foreign address
Addrees (Mumber nnd Street) *

Apartment

City, Town, or Post Office

- Phage Salect - W

Reident Stwte no of 12312007 &

Sarfix [, B, et}

—_—

Figure 2 - Info Screen for Single Filling Status

GENERAL TAXSLAYER INFO
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Personal Information

Filing Status

Taxpayer Information

Primary First Name * i
|
Last Mame * Suffix (Jr, Sr, efc)
—_
Social Security Mumber *
123 |- 00 |-| 0000
Date of Birth *

MM W DD W Y'Y

Occupation *

[0 Check here if the Taxpayer can be claimed as a dependent on someone else’s return.

O Check here if Taxpayer was over age 18 and a full-time student at an eligible educational institution.
O Check here if Taxpayer is blind.

[0 Check here if Taxpayer is deceased.

[0 Check here if the Taxpayer wishes to contribute 53 to the Presidential Election Campaign Fund.

[0 Check here if the Taxpayer or Spouse served in a Combat Zone during the current tax vear.

[0 Check here if Taxpayer was a nonresident alien for any part of the year.

Figure 3 - TP Info Screen for MFJ Filing Status (top half of screen)

GENERAL TAXSLAYER INFO
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Spouse Information

Spouse Ficst Mome * Ml

Lmvst Marme * Bl v, Br, et )
- W

Socisl Security Mumber *

Diwrte of Birth *

MM DD v FYYY

Derupetion *

O Check here if the Spouse can be claimed as a depandent on somecne else's reburn.

O Chedk here if Spouse was over age 18 and a fulktime student at an =ligible =ducational institution.
O Check here if the Spouse is blind.

O Check here if Spouse is deceased.

O Check here if the Spous= wishes to confribute $3 to the Presidential Election Campaign Fund.

O Check here if the Spouse was 2 nonnesident alien for any part of the ye=ar.

Address and Phone Number

O Chedk here if Stateside Military address.

O Check here if foreign address
Addres (Nomber snd Strest) *

~Fleuge Salect - v

Resident Sintr aw of 12731720107 *
Nong W
Derytirme: Telephone Mumber *

i 1

Secondery Telephons Number

" .
. .I

Figure 4 - Spouse Info Screen for MFJ Filing Status (bottom half of screen)

GENERAL TAXSLAYER INFO
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Overview for lowa

This section has been added in an effort to acquaint the reader with TaxSlayer software. Experienced
hands will note that it can be very different from the software previously in use. Therefore care should
be used as one starts to make use of the new package. One point must be made and that is, quite
simply: READ EVERY LINE ON EACH SCREEN AND MAKE NO ASSUMPTIONS!!! The quality
review will be extremely important this year. After of period of actually using the software, the logic of its
construction will become more evident and work will progress faster. Make no assumptions as to what
will happen when an entry is made or modified. The state software, in particular, was constructed with
most other states’ usual procedures in mind. lowa has some unique features within its return (e.g.
married filing separately on a combined return (MFSCR)) and also the requirement for a number of
items to be prorated based upon the income of each individual.

The following is not a discussion of the federal return, except where it could affect the return for lowa.
Keep in mind one thing: you must add the state return(s) for every taxpayer. While one does enter the
state of residence, for December 31st, when completing the taxpayer’s personal information, this does
not result in adding that state to the taxpayers return!

There are some differences between the way TS works for the federal return and for the state:

¢ When you choose Summary/Print on the left side and see the federal 1040, you can click on
any blue amount to take you to the source of the amount (most of the time). No similar
navigation can be done for state returns.

e To see state forms (or federal forms other than the 1040), choose Summary/Print on the left,
Select “View/Print”. This will give you a pdf of the return. There are five shortcut links in the left
menu column Income, Deductions, Other Taxes, Payments & Estimates, and Miscellaneous
Forms.

¢ On the vertical navigation bar are nine shortcut links: Basic Info, Federal Section, Health
Insurance, State Section, Summary/Print, e-file, 2017 Amended Returns, Save and Exit
Return.

e State estimated payments are actually under the Federal Section since the amount can affect
the federal tax. Click “Payments & Estimates” and then “State Estimated Payments.”

When you finish entering information for the federal return, TaxSlayer will display “Your Federal Return
is Complete!” You may also click State Section in the vertical navigation bar to access this page.

If the taxpayer does not need a state return, click Continue to Summary, otherwise, click Add State
Return(s).

Just a brief caution before starting the state. IF the federal filing status is changed after beginning the
state return, TS will automatically delete all state returns!

The state selection screen provides two options for selecting the state: you may click on the state within
the map or you may select the state from the drop-down list. REMEMBER to click on Continue in order
to proceed from this point. One should always click Continue in order to have the software record the
data entered.

OVERVIEW FOR IOWA



Select your State Return

Please select the state that you would like to complete below.

Only states that accept tax returns for which you have not already created a state tax return are listed here. The following states do not
have individual income tax returns:
Alaska, Florida, Mevada, New Hampshire, South Dakota, Tennessee, Texas, Washington and Wyoming

=y o

\ A
QS =

Choose State

T

Figure 5 - Adding A State to the Return
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TS is set up so that you only deal with one state at a time. Completion of that state will allow you to
access this page again and select a second state such as one may do for a non-resident filing for

lllinois.

TS will now provide access to the Figure 6 - Initial lowa Input Screen

lowa Return

Basic Infermation

-

R
Subtcacion rm ncome
ltomized Doductions
Coutn -
s
SR—
e

Figure 6 - Initial lowa Input Screen

You will need to first select “Basic Information” and enter the appropriate data (see Figure 7 - Basic
lowa Information). Following that, click on each item, in turn, and complete the data entries.

OVERVIEW FOR IOWA
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lowa Return

Basic Information

Maos! of your Personal Information is carried (o your lowa retum from your Federal returmn. Please complete the additional information below as they apply lo your tax return.

Select the County where you lived on December 31st

AT YEAR / HON RESIDENT i

Select your School District as of December 315t

Enter Spouses Income

Select your Filing Status

Married filing a Joint Returr W

< Cancel @

Figure 7 - Basic lowa Information

The following discussion focuses on those items that are required for the lowa return.

Take care to enter the correct county and school district. For example, if one entered Clinton County
and Davenport School District, you will probably not find out about the error until you are completing the
state portion of the tax return. When entering the county, one can enter the first letters of the county
name. A single letter will not do, e.g. typing an “S” will get the first county with that name and not Scott
County. In this case, it would be Sac. If you type the “S” and then realize the need for more letters and
subsequently type a “C”, you will find yourself with Calhoun County. Thus one must type an adequate
number of letters without pausing between the entries. In this case, type “SCO” and you will get the
desired result. The same holds true for the school district.

Note that one may select a filing status for returns filing either as MFJ or MFSCR. Alternatively, one can
set the option to “-select-* and allow the software to select the best option.

After saving this data, you will be returned to the Figure 6 - Initial lowa Input Screen. Now click on the
next item in the list and address the items therein. Continue until all have been addressed.

Some items of particular note are those adjustments that might be needed to allocate particular items to
the correct individual if filing MFJ or MFSCR.

]
OVERVIEW FOR IOWA
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Note that particular attention is needed on the “ltemized Deductions” screen wherein one can direct the
health insurance to either the Schedule A or to the Form 1040 as shown in Figure 8 - Health Insurance
Allocation.

Health Insurance Deduction

Figure 8 - Health Insurance Allocation

Health Insurance Deduction

Do you want to carry Medical & Dental Insurance Deduction to lowa, Schedule A?

No v

The medical and dental insurance amounts are automatically pulled as a 50/50 split for joint filers filing a combined tax return. If you
would like to use a different allocation of expenses in accordance to lowa law, enter the amount allocated to each spouse below.

Enter the amount to adjust the 50/50 split

Taxpayer; | $500 / Be sure you have determined the
return is to be filed as MFSCR
Spouse: | $-500 before making these adjustments. It

will be necessary to view the pdf
print files (Summary/Print) unless
you have directed that filing status.

{ Cancel @

Figure 9 - Health Insurance adjustment for MFSCR

Now comes a part where extreme care is warranted. We all know that completing an lowa return is not
as simplistic as completing a single page. Despite the fact the heading is “Congratulations! You have
completed your standard lowa state return!” we are not yet done. Read each item on this page and
determine whether any apply to your client. For example if the client “Lived or worked in another
state(s)” there may be a need to file a part-year or nonresident return such as when lllinois withholding
is mistakenly taken for an lowa resident. In this case, the taxpayer would want to file an lllinois
nonresident return to recover the money withheld. One might think that all you need do is click on the
line to be taken to the data entry area, but that is not the case. IF ANY of the listed items applies, click
on “YES,” otherwise click on “No.” For example, we want to be sure any health insurance payments are
properly reflected on Line 19 of the IA 1040 and we know that many IPERS pensions have a different
state amount than the federal taxable amount. These and other topics will be discussed on the pages
that follow in association with the appropriate line number on the 1A 1040.

OVERVIEW FOR IOWA
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Basic Screens for the lowa Return

The starting screen for lowa is presented below. Examples of the screens available upon clicking the
various all of the images to understand the location for entering items. Then review each of the screen
examples to understand where information is to be placed. More detailed screens will be discussed and
illustrated during the presentation of specific material that follows.

]
OVERVIEW FOR IOWA
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Additions To Income

Al income entered on your Federal return is carmied to your state return. If you selected Married filing separate on this combined retum as your filing status, income that is not already assigned will be split 50% to each spouse. To adjust the spit, enter
the smaount to allocate to each spouse below.

Capital Gain (Loss)

Spouse: | §

Other Gains (Loss)

S —

Rents, Royalties, Partnerships, etc

S Co—

Other Income
Taxpayer:|§

Spouse: | §
Other Income not included on Federal return (1)

Other Income not included on Federal return (2) Begn

Other Income

Taxpayer: $§

Spouse: | $
Other Income not included on Federal return (1)
Other Income not included on Federal return (2)

Amounts already entered for Health Insurance Expenses, Medicare Premiums from 1099-SSA and Self Employed Health Insurance
are automatically carried to your lowa Return.

IF you received reimbursement from Health Reimbursement Arrangements (HRAs), enter the amount as a negative number here to
reduce the Health Insurance Deduction by the repayment amount.

IF you paid additional insurance premiums that are not already listed above, enter that amount as a positive number here to increase
the Health Insurance Deduction amount. DO NOT include any amounts that were paid on a pretax basis.

Health Insurance Deduction Adjustment

Taxpayer: §

Spouse: |$_|

< Cancel

A}

/
Read the instructions carefully. Entries here should be relatively uncommon, since most clients would
have entered ALL health insurance costs in the Federal section.
This is not the place to make the adjustment for Spousal allocation of health insurance premiums.

Figure 10 - Additions to Income

OVERVIEW FOR IOWA
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By default, the adjustment(s) below are split 50/50 between taxpayer and spouse. If you would like to allocate them yourself, enter the amounts below. If the total does not equal the federal amount the system will still use the default values.

Payments to an IRA, KEOGH or SEP
Taxpayer:| $0

Spouse: | $

One-Half of Self-Employment Tax
Taxpayer:| $0

Spouse:| §

Penalty on Early Withdrawal of Savings
Taxpayer:| $0

Spouse:| §

Alimony Paid
Taxpayer:| $0

Spouse:| §

Moving Expense Deduction

Taxpayer:| $0

Spouse:| §

Student Loan Interest Deduction

Taxpayer:| §

Spouse: | $

By default, the acjustment(s) below are spiit 50/50 between taxpayer and spouse. If you would like to allocate them yourself, enter the amounts below. If the total does not equal the federal amount the system will still use the default values.

Payments to an IRA, KEOGH or SEP

Taxpayer:

Ll

Spouse:

One-Half of Self-Employment Tax

Penalty on Early Withdrawal of Savings

Taxpayer:

Spouse!

[

Alimony Paid

Taxpayer:

I

Spouse!

IMoving Expense Deduction

Taxpayer:

Spouse:

|

Student Loan Interest Deduction

Taxpayer:

|

|

Spouse:

Screen Example 1 — Subtractions from Income

e ——
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ltemized Deductions

I lowea Filing status if Married Filing a Jaint retum, then only enter amounts in the Taxpayer column below:

Federal Tax Additions and Deductions

Health Insurance Deduction

Enter your 2016 Federal Income Tax Refund. [ff you owed last year on the Fedesal return, please enter 0)

-
e

Enter Seif-Employ=d/Household Taxes included in Federal tax paymenis

S
e a—

Enter additional Federal Extimated Tax Payments

e C—
S C—

Enter additional Federal Tax Paid in 2017 for 2016 or prior years

S —
S

Expen==s for care of disabled relative (Hote: The total combined maxdimum deduction is Fmited to 55,000)

A
S —

De=cription for Expenses for care of dissbled relative
[ |

Adoption Expenses (Note: Only the sxpens=s which moo=eds 3% of your total lowa net income may be deducted)

.
S Ca—

De=cription of Adoption Expenses

Mileage deduction for Charitable purposes (Not=:lowa allows you an additional deduction for automobile mil=age driven for charitshle organizstions. Please refer to instructions for workshest)

repo i
S C—

|owea Ieemized Deductions

Adpust state and local income tax paid (+/-)

L]

Screen Example 2 — ltemized Deductions
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lowa State Return
Credits

learn more

Certain credits are automatically calculated and carried from your Federal return to your lowa return. Below are additional credits
that are available through the state of lowa. Please review each section and complete the necessary information as it is applicable
to your tax situation.

Tuition and Textbook Credit

Early Childhood Development Credit
Other Credits - Form 148

Credit for Taxes Paid to Another State

Volunteer Firefighter/EMS Credit

1A 4136 - Motor Fuel Tax Credit

Screen Example 3 - Credits

Enter any voluntary contribution amounts to the organizations listed below. This amount will add to your total balance due or reduce the amount of your refund. The amount
you contributed on your 2017 and include it as a charitable contribution on your 2018 return.

Fish/Wildlife Contribution

I

State Fair Contribution

I

Firefighters/Veterans

I

Child Abuse Prevention

I

Screen Example 4 - Contributions

e ——
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Payments

Your state withholdings and payments are automatically pulled from your Federal return. Please be sure that the state sections are completed on forms such as your W-2s and
1099s for accurate calculations. If you would like to apply all or part of your state refund to next years state tax return, you can come back to this section to enter that amount.
The refund generator will display your refund amount once you have completed and SAVED the State return. To come back, select State Section >> Edit >> Enter Myself >>
Payments. Please note, if you enter an amount that is greater than your refund or you have a balance due on your state, the amount entered here will not be transferred to your
state return.

Indicate the amount of state refund that you would like to apply to your 2018 lowa state taxes

Estimated Payments are pulled from the Federal Return. The lines below are for adjusting those figures if need be. If you have no adjustment leave these lines blank.

Adjustments to Estimated Payments

Taxpayer:

Screen Example 5- Payments

Miscellaneous Forms

Below please find additional forms that are available to add to your state tax retumn.

Estimated Payment Vouchers, Form |A 1040ES Begin

Form IA 2210 Underpayment of Estimated Tax Begin

Screen Example 6 — Miscellaneous Forms

e ——
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The material that follows is a line-by-line discussion of the lowa return. The illustrations that accompany
the discussion are keyed to a particular line and referenced from within that line discussion.

Step 1 Name/Address/Social Security (SS) Number

Name, Address and SS Number(s) will carry over from the federal return.
The type of return must be selected from

Select your lowa Return Residency

Please choose a return type

1 Resident: You are a Resident of lowa if you have a permanent place to live in lowa for the entire
tax year regardless of brief, infrequent absences.

O Part Year: You are a Part Year Resident of lowa if you have a permanent place to live in lowa
during any part of the tax year.

O Non-Resident: You are a Nonresident of lowa if you do not maintain a permanent place to live in
lowa during the tax year.

Figure 11 - Select lowa Residency

One of the first items encountered after selecting the type of return is the need to enter the
county and school district names. This information is required on the state form 1040 and must
be provided to properly calculate any school district surtax on line 54. The county and school
district® to enter are the ones in which the clients lived on December 31 of the tax year. This
does not apply to nonresidents and part-year residents who have moved out of lowa. This
school district is not necessarily the one where their children attended school. Even if the client
does not have children, you must enter the name of the school district. An individual’s voter
registration card is a good reference for the school district. Military personnel would enter the
county of their lowa residence, even if the service member is not physically present in lowa on
the last day of the tax year.

If the client was not a resident on December 31%, “Part Year / Non Resident” should be entered
for the county. That item is first in the drop down list. No entry will be required for the school
district.

If the client was a resident on December 31%, the county and school district should be entered.

*The listing is on the back pages of the lowa 1040 Instructions Book. These can be copied for ready reference at
the site. The listing is not available in the lowa Expanded Instructions. It is also available on the IDR website. In
search box put “school district surtax” and look for the 2016 list.
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TS provides the following guidance while entering the basic information for lowa:

When filing a joint federal return, you are given a choice on how to file your state return. If you select
"Married Filing a Combined Return”, your spouse's income will be allocated to the spouse column
based on the assignment made in the Federal return. If no assignment was made, the income will be
equally split between the taxpayer and spouse. To alter the amount of income allocated to the spouse,
you will need to complete the spouse lines in the subsequent screens for income and deductions that
apply to your return. Note: If you do not choose a filing status, your return will be calculated using both
filing status and it will generate your return using the lowest tax.

e After entering the foregoing, you return to the basic lowa information screen and enter your
2016 Federal Income Tax Refund. If you paid last year on the Federal return you MUST enter a
zero! If you click “Continue” and nothing happens, be sure to scroll over the entire page looking
for the missing items. This procedure should be followed whenever “Continue” does not result in
an action. Errors will probably be indicated in red at the site where there is an error or may have
a red explanation at the top of the page.

Step 2 Filing Status

e See the lowa Expanded Instructions for additional information on filing status.

e Married taxpayers have the option of either filing jointly (status 2) or filing separately (statuses 3
or 4) on the lowa return, no matter how they filed on the Federal return. If both have income,
married couples may reduce their tax liability by using filing status 3 rather than filing status 2.
TS will choose the most advantageous (status 2 or 3) automatically. There is no “what if”
capability in TS. Married filing separately (status 4) is not currently available for lowa within the
current structure of TS unless one has selected that status for the federal return! TS says they
are going to work on providing this capability.®

¢ lowa does not follow the Federal “Injured Spouse” rule. The taxpayers must use filing status 4 to
avoid their refund being used to pay spousal debt*. Also, when using Status 4, lowa requires the
spouse’s income, in addition to the spouse’s SSN, to be listed in Step 2. Failure to list this
income could result in delays processing refunds or in an incorrect calculation of the low-income
exemption and precludes the use of the alternate tax computation for line 39. See filing
guidance in “Attachment J: Special Instructions for Injured Spouse Filings” on page 67.

¢ lowa filing status 4 may also be beneficial in situations similar to those wherein a taxpayer finds
it best to use married filing separately on the federal return.

e Same-sex marriage. Federal returns recognized same-sex marriages beginning with TY 2013.
This means that lowa returns and federal returns may be prepared using the usual procedures
for married couples. That is, married same-sex couples must use filing status 2, 3, or 4.

There is additional discussion of same-sex marriages covering the federal return and states
other than lowa and prior year returns along with federal amendments for those years. See
Attachment B: Tax Treatment of Same-Sex Marriages on page 55.

® Most states require the federal filing status to be used for the state. This is not true for lowa! This is particularly
applicable when there is an injured spouse since protection of one’s refund requires the individual to file
separately.

* At the time this is being drafted, the filling status in the federal return is that used in the lowa return. TS will
check to see whether MFJ or MFSCR provides the lower tax. Injured spouse filings may require special
procedures (Attachment J: Special Instructions for Injured Spouse Filings on page 55).
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Step 3 Exemption Credits

e Each personal exemption credit is $40, with the exception of the additional $20 credit for those
65 or older on or before January 1% following the reporting tax year and/or blind on the last day
of the tax year. Remember: TS carries this over automatically, based on the birthdates input to
the federal return. Dependents filing their own returns should claim a $40 personal exemption
credit even though they are claimed as a dependent on another person’s lowa return. TS will do
this automatically.

Step 4: Reportable Social Security Benefits

The benefits reported here are calculated on line 11 of the lowa Social Security worksheet. TS should
complete this automatically. While Social Security benefits are excluded from income when computing
tax, some Social Security benefits are included as income in determining whether a taxpayer has
sufficient income to file an lowa return, and are included as income for purposes of computing the
alternate tax on line 39.

Step 5 Gross Income

(All taxpayers, including nonresidents, report income from all sources)

Line 1 Wages, salaries, tips, etc

Report the same W-2 income as shown on the Federal income tax return.

Line 2 Taxable interest income

Interest income may be different than on the Federal return. For example, you must enter interest from
U.S. Savings Bonds, but it is not taxable to lowa. If properly entered in TS), the correct taxable amount
will carry to the lowa return. Refer to the lowa Expanded Instructions for detailed information on
exempt securities. Note: A copy of the new lowa Sch B must be attached if total lowa taxable interest is
more than $1,500. lowa no longer allows the federal form to be used. TS will do this automatically
providing all entries are made on the interest statement.

Line 3 Ordinary dividend income

Report the same dividends as shown on the Federal return. In rare situations, dividends may be
different than on the federal return. See lowa Expanded Instructions for more detail, particularly as a
client is reporting mutual fund dividends that are attributable to direct federal securities. Note: A copy of
the new lowa Sch B must be attached if total lowa taxable dividends are more than $1,500. lowa no
longer allows the federal form to be used. TS will do this automatically providing all entries are made on
the dividend statement.

Line 4 Alimony received

Same as on federal return. This is entered through the Income menu of the Federal Section. Note that
Alimony Paid is accessed through the federal menu sequence: Deductions/ Adjustments/Alimony Paid.
Line 5 Business income or loss

From federal Sch C or C-EZ.

Line 6 Capital gain or loss

Enter 100% of any capital gain or loss as reported on line 13 of the Federal 1040. lowa tax law follows
the Federal guidelines on the exclusion of gain on the sale of a principal residence.

Line 7 Other gains or losses

Other gains or losses from federal form 4797 (out of scope).

Line 8 Taxable IRA distributions

IRA distributions to certain military personnel called to active duty may be exempt. Refer to lowa
Expanded Instructions for more detail. Military returns should be completed only by volunteers
certified for Military and authorized to complete those returns.

Line 9 Taxable pensions and annuities

The same amounts of pensions and annuities are taxable for lowa as are taxable for federal, with the
exception of military retirement pay. Retirement pay for military service in the United States Armed
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Forces, the Armed Forces Military Reserve, or the National Guard is eligible for exemption from lowa
income tax and is not included on line 9, without regard for age or disability. The Army, Navy, Air
Force, Marine Corps, and Coast Guard make up the Armed Forces. Only military retirement pay
received from the Defense Finance and Accounting Service (DFAS), or a similar source, is eligible for
the exemption. Retirement pay received from other sources, including the Office of Personnel
Management (OPM), does not qualify for the exemption. In particular, retirement pay resulting from
participation in the Civil Service Retirement System (CSRS) or the Federal Employees Retirement
System (FERS) does not qualify for the exemption.

Do not subtract lowa pension exclusion on this line; it is deducted on line 21. (See *Line 21 Pension
exclusion on page 32).

Railroad Retirement (RR) benefits are not taxable by lowa. You must also use the upper portion of the
Subtractions From Income page to enter the RRB equivalent to SS to be excluded from the state
return.

lowa carries over adjustments and certain deductions from your federal return. Entries made here will add to the amounts
automatically carried over. Other adjustments not listed on your return but allowed as a subtraction from lowa income are also
listed below. Enter all that apply.

Pension and Retirement Income Exclusion Begin

1099RRB Income Excluded From Taxable SSA Begin

IA 4562B - lowa Depreciation Accumulated Adjustment Schedule Begin

1) Other Adjustments Begin

2) other Adjustments Begin

Military Retirement Pay Included on Your Federal Return and/or the difference in Federal to State taxable retirement income
from IPERS (lowa Public Employees Retirement System)

lowa Capital Gain Deduction (Form IA 100) Begin

Figure 12 - Subtractions from Income

If the client is a state or local government employee who retired after December 31, 1994, the 1099-R
may show lowa taxable income different than on the federal return. In this case, when entering IPERS
pensions and the lowa taxable amount is different than the federal amount, it will be necessary to
address this in the same location as one addresses the military retirement pay.

Line 10 Rents, royalties, partnerships, estates, etc
Out of scope

Line 11 Farm income or loss

Out of scope
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Line 12 Unemployment compensation

Enter the amount of unemployment compensation that was taxable on the federal return except do not
include unemployment compensation and sickness insurance benefits paid by the Railroad Retirement
Board.

Line 13 Gambling Winnings (this line was formerly taxable SS°)

Gambling winnings are now reported here rather than on line 14. TS should do this automatically for a
W-2G, if entered correctly on the federal return. As this is written, there is no way to enter gambling
winnings that are not reported on a W-2G and have them appear on this line.

Line 14 Other income

Other Income includes all “other income” reported on line 21 of the Federal 1040 except gambling
winnings. TS should automatically insert winnings on the correct line. Following items are “other
income.” See lowa Expanded Instructions for more information. All other items are out of scope.

e Babysitting income not reported on federal Sch C or C-EZ.

e College Savings lowa or lowa Advisor 529 Plan from cancellation of plan.
e Director’s fees

e Executor’s fees

e Jury Duty pay

e Refunds

o Meskwaki “Per Cap” Income (see Meskwaki Settlement Residents — Special Treatment of
Income: “Per Cap” on page 34).

Step 6 Adjustments to Income
All taxpayers, including nonresidents, report adjustments from all sources.

TaxSlayer Basics. With one exception, state adjustments to income are entered in the State Return
data entry section titled “Subtractions from Income” (see Screen Example 1 — Subtractions from Income
on page 0). NOTE: The exception is Line 18 (Health Insurance); see discussion on page 31.

TaxSlayer Hint for Married Couples. State Adjustments to Income have been allocated by TS to each
spouse were in a 50-50 split and may have been changed in the current version. An even split is
frequently incorrect, and will need to be manually adjusted during the data entry for the state return, if
the couple chooses (or might benefit from choosing) Filing Status 3 - Married Filing Separately on this
Combined Return.

Some items may require adjustment to Screen Example 1 — Subtractions from Income.

However, based on experience with the Practice Lab, it appears that IRA/Keogh/SEP contributions and
Self-Employment tax are both allocated properly without any intervention by the preparer.

Line 16 Payments to an IRA

Enter amount claimed on federal return for payments to IRA, SEP, Keogh, SIMPLE, or Qualified plan.
Payments to a ROTH IRA are not deductible. TS hint: Federal data entry for IRA contributions
separates taxpayer contributions from spouse contributions, so should carry over in correct allocation.

® Social Security benefits are no longer taxable beginning with TY 2014.
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Line 17 Self-employment tax
The amount of self-employment tax that was deductible on line 27 of the federal 1040. TS hint: Federal
data for self-employment tax is calculated per earner, so should carry over to the correct spouse.

*Adjustments marked with an asterisk (*) BEFORE THE LINE NUMBER, for lines that
follow, are those likely to require adjustment to spousal allocation.

*Line 18 Health insurance deduction
TS Hint: Data carries forward from federal return, but is split 50-50 between spouses unless the
preparer modifies the split. Surprisingly, this data entry option is not included in the “subtraction from
income” section. Instead...
o If the “Guide Me” method is selected, it is included in the first screen of data for the state return.
o If “Enter Myself” is selected, it is found if you scroll down on the “Additions to Income” screen.

Do not include health insurance premiums that were paid on a pretax basis, any insurance premiums
which are later reimbursed (including the federal Health Insurance Premium Assistance Credit), or are
taken on IA Sch A. It is typically more advantageous to take the deduction here instead of IA Sch A,
due to the Sch A reduction of medical and dental expenses by 10% or 7.5% of Federal AGI Health
insurance premiums include: Medicare Part B, Medicare Part D, Long-Term Care insurance, dental,
vision, accident, hospitalization, etc.

Special Attention is required if Premium Tax Credit is used in current year or prior year return.

Any Excess Advance Premium Tax Credit repayment from line 46 of the federal 1040 will be entered on
line 18 of the IA 1040 in the year paid. Any repayment calculated on the federal return cannot be
included on line 18 of the current tax year IA 1040, but will be entered on line 18 of the return filed for
next tax year. It may be advantageous to note the amount on the face of the taxpayer’s copy of this
year’s return so that it is not overlooked next year.

Before entering the health insurance deduction in the “ltemized Deductions” section of the federal
return, be sure to review last year’s return to determine whether there is any value entered on either
Line 46 or Line 69 of the federal 1040. Line 46 contains the excess advance premium credit that is
being repaid by the taxpayer. Line 69 shows the additional premium tax credit being paid to the
taxpayer.

When entering the health insurance deduction, it is recommended that the amount paid by the taxpayer
be entered in the federal return ONLY AFTER the appropriate adjustment is made using L46 or L69
data from last year’s return.

For example, assume that John is single and anticipated his current tax year household
income to be $28,725. He enrolled into a health care plan via the exchange and it was
determined he was to receive $2,888 of premium tax credit assistance and that he must
pay $2,312. He opted to have all of his credit provided as a monthly advance payment
and he paid the $2,312 personally.

When John filed his taxes, if he reported actual income of $30,000, it would be
determined that he had received a monthly advance payment that was larger than
entitled. Line 46 of the federal 1040 shows he must repay $199. This would not be
entered on the current year’s return, but should be noted as an item for next year’'s
return. It would be entered on Line 18 of the next year’s return since it an additional
amount he is paying, but it actually took place AFTER the current tax year.

On the other hand, assume that John filed his taxes and reported actual income of
$26,000. Here it was determined that he had received less assistance than entitled and

LINE BY LINE




Page |32

Line 69 shows he will be receiving an additional $437. This amount should be noted as
an item for next year’s tax return. It would be entered as “other income” on lowa Line 14
on that return since he is being reimbursed, but the reimbursement took place AFTER
the current tax year.

*Line 19 Penalty on early withdrawal of savings

The penalty is entered on the interest statement.

TS hint: Even though Federal data on penalty for early withdrawal is attached to taxpayer, spouse, or
joint accounts, accurate allocation between spouses does not automatically carry to the state return.
Preparers must allocate penalty on the “subtraction” worksheet according to account ownership.

*Line 20 Alimony paid
Alimony paid will require the recipient's SS number. TS Hint: Allocate to the appropriate spouse on the
state “subtractions from income” screen.

*Line 21 Pension exclusion
lowa pension exclusion is up to $6,000 for individuals who file status 1, 5, or 6 and up to $12,000 for
married taxpayers who file status 2, 3, or 4. Military retirement benefits are automatically exempt and
do not have to be reported on this line. To take this exclusion the pensioner or retirement income
recipient must meet one of the following conditions:

e 55 years of age or older on December 31st of the tax year.

o disabled, or

 asurviving spouse or a survivor® having an insurable interest in an individual who would

have qualified for the exclusion in the tax year on the basis of age or disability.

TS hint: Appropriate spousal allocation must be designated on the “subtraction” worksheet. The rules
below should be consulted.

NOTES:

e Beginning with tax year 2010, only the pension income of the spouse who meets the eligibility
requirements can be shown on line 21. Please see examples below and in the lowa Expanded
Instructions

o Married Separate Filers (filing status 3 or 4): If both spouses have pension income, and both
meet the eligibility requirements, the exclusion of up to $12,000 is prorated between them in the
ratio that each spouse’s pension relates to the total pension received by both spouses. If only
one spouse has pension income and meets the eligibility requirements, that spouse takes the
entire exclusion of up to $12,000. The spouse who has no pension income receives no
exclusion.

Example 1 - Pension Exclusion (Line 21)

John, 50, is retired, and receives a pension of $15,000. John is not disabled. Mary, 55, is
not retired. Will John and/or Mary receive the pension exclusion? No. John does not
qualify for the pension exclusion because of age and Mary does not receive any pension.
Since the spouse receiving the pension was not 55 years of age, no exclusion is allowed
on the lowa return.

® A survivor other than the surviving spouse is considered to have an “insurable interest” if the survivor is a son,
daughter, mother, or father of the annuitant or pensioner.
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Example 2 - Pension Exclusion (Line 21)

Fred and Sue elect to file using filing status 3. Fred is 52 years of age and received a
pension income of $12,000. Sue was 55 years of age and received a pension of $7,000.
Since only Sue was 55 years of age, an exclusion of $7,000 would be allowed on the
lowa return and that would be shown on line 21 in column reporting Sue’s income.

Practical Exercise 1 -Determining Pension Exclusion Amounts (Line 21)
Consider Sam and Lois receive pensions and wish to file using filing status 3. Sam has a

pension of $15,000 while Lois receives a pension of $5,000. Both individuals are at least
55 years of age. Determine the exclusion amounts for Sam and Lois.

*Line 22 Moving expenses
This is out of scope for volunteers, except for individuals certified for Military and authorized to
complete those returns.

Line 23 lowa capital gain deduction

Capital gains from the sales of certain stocks, bonds, and investment property do not qualify. If any
deduction is reported on this line, the applicable Capital Gain Deduction form (1A 100A — IA 100F) must
be completed and included with the return. Each eligibility category has a separate form. (Out of scope)

*Line 24 Other adjustments

There are more than 30 possible adjustments. The following covers some of the more likely
adjustments we may see at our volunteer sites. See the lowa Expanded Instructions for a complete
listing and details. Access to the screen for these adjustments is made through “Subtractions from
Income” and then selecting either of the two “Other Adjustments.”

TS Hint: when you select to enter “Other Adjustments,” allowing you to designate the type of
adjustment within the drop-down menu.

ALERT!
For some of the “other adjustments” typically seen in VITA/TCE sites, a specific designation is present,
(e.g. “College Savings lowa”).

If a specific designation is not present, preparers will need to select some other designation in order to
ensure correct results on the tax return. The recommendation at this time is that one select “Accrual
Method.”

*Student loan interest deduction
TS will complete with the same figure allowed on the federal return. Even though Student Loan
Interest is reported on Line 24 of the finished return, the state-level data is entered on the
bottom half of the regular “subtractions” screen, rather than by selecting “other adjustments.”
TS Hint: For married couples, the correct amount for each spouse must be entered on the
“subtractions from income” screen.
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College Savings lowa Advisor 529 Education Savings Plans
If the client or spouse participate in the College Savings lowa 529 Plan (lowa Educational
Savings Plan Trust) or the lowa Advisor 529 Plan, each participant may deduct an amount
contributed not to exceed the 2017 amount of $3,239 per beneficiary. These are lowa Section
529 Plans. Please note: A rollover from the 529 plan of another state does qualify toward the
deduction for lowa income tax. For tax years beginning on or after 1-1-2015, contributions made
by the lowa income tax return filing deadline (April 30), excluding extensions, can be treated as
being made on the last day of the preceding calendar year and deductible on that year’s return.
Contributions can only be deducted one time.

Meskwaki Settlement Residents — Special Treatment of Income: “Per Cap”
Many members of the Meskwaki tribe receive unearned "Per Cap" income each year,
distributed by the tribe. It is reported on a 1099-MISC. For those who reside off the settlement, it
is simply reported as "other income" on Federal Line 21, which transfers appropriately to lowa
Line 14. It is taxable for federal purposes.
HOWEVER, for those who actually reside ON the settlement in Tama County, the income is
NOT taxable for state purposes. In these cases, it should be entered on Federal Line 21, but
then entered as an adjustment to income on lowa Line 24, so that it is not included in lowa
Taxable Income.
In addition, certain other income is exempt from lowa tax for Meskwaki members residing within
the settlement (see following). All exempt income should be included as an adjustment on lowa
Line 24, ensuring that it will not be taxed.

e American Indians’ Residing on the Settlement of their own tribe®
= Taxable Income:

o Wages for working off the settlement

o Income from business or real estate located off the settlement
* Income Exempt from lowa tax:

o Wages from working on the settlement
o Income from business or property located on the settlement

o Interest, dividends, and other income from intangibles, regardless of where the
bank accounts, etc., are located
¢ American Indians Residing off the Settlement
= |f Residents of lowa:

o Taxed in the same manner as other residents. (Income from working on the
settlement is taxable.)
= [f Nonresidents of lowa:

o Taxed in the same manner as other nonresidents. (Income from working on the
settlement is taxable.)

NOTE: Individuals must be members of the Native American Tribes living on their Sovereign
Settlement within the State of lowa to be exempt from income earned from that same settlement
within lowa. If the individual is not a member of that recognized Native American settlement in
lowa, then income from that settlement in lowa is lowa-source income to lowa residents and
nonresidents.

" "Native Americans" means all persons of Native American Indian descent who are members of any recognized
tribe.

8 "Settlement” means all land within the boundaries of any recognized Native American settlement or reservation
within the State of lowa.
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¢ Native Americans Living off the Settlement of their own Tribe
= |f Residents of lowa: Taxed in the same manner as other residents (Income from
working on the settlement is taxable.)
» |f Nonresidents of lowa: Taxed in the same manner as other nonresidents (Income
from working on the settlement is taxable).

Disability income exclusion
The client may exclude from lowa tax a portion of the disability pay received in the tax year if
meeting ALL of the following conditions:
The client received disability pay, and
The client was not yet 65 when the tax year ended, and
The client retired on disability and was totally and permanently disabled, and
On January 1 of the year following the reporting tax year, the client had not yet reached
the age when his employer’s retirement program would have required him to retire.
If the client meets all of these conditions IA form 2440 MUST be completed and included with
the tax return in order to take this exclusion. A doctor’s statement must accompany each year’s
return attesting to the taxpayer’s complete and permanent disability. The recommended
procedure is to complete the tax return, prepare it for paper filing, and provide copies to the
client. This must include a copy of the face of IA Form 2440°. Be sure to provide the client with a
copy of the instructions for the 2440. Ask the client to get the doctor’s signature and then
include with the IA 2440 to the lowa return and mail the completed return.

Educator expenses (K-12)
lowa frequently passes coupling legislation after the start of the New Year and makes it
retroactive to the tax year in question. Therefore, preparers might advise clients that they might
wish to submit an amendment if they file before any authorization. Alternatively, they might opt
to wait awhile to see what happens.

Health savings account (HSA)
The deduction from line 25 of the federal 1040 is entered here.

In-home health care
To the extent included in lowa gross income, deduct any State Supplementary Assistance
payments received for unskilled in-home health-related care services to a family member.
Supplemental assistance payments are exempt from state income tax to the extent that the
caregiver is not a licensed health care professional. This includes medical doctors, doctors of
osteopathy, physician assistants, psychologists, podiatrists, chiropractors, physical therapists,
occupational therapists, nurses, dental hygienists, optometrists, speech pathologists and
audiologists.
A member of the caregiver’s family includes a spouse, parent, stepparent, child, stepchild,
brother, stepbrother, sister, stepsister, lineal ancestor such as grandparent or great-grandparent
and lineal descendent such as grandchild and great-grandchild and those previously described
relatives that are related by marriage or adoption.

Military
Members of the armed forces, armed forces military reserve, and the National Guard in an
active duty status can exclude pay received from the federal government for military service
performed. (Out of scope unless certified for military and authorized to complete those returns).

° Download a copy of the form from the IDR web site. Copies can be kept at the preparation site. Be sure the
client gets the back (instructions) of the form. This form is not readily accessible within TS.
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Tuition and fees deduction
The federal provision has expired and this deduction is no longer available. If the federal
government authorizes these items, lowa frequently passes coupling legislation after the start of
the New Year and makes it retroactive to the tax year in question. Therefore, preparers might
advise clients that they might wish to submit an amendment if they file before any authorization.
Alternatively, they might opt to wait awhile to see what happens.

Small Business Health Insurance
Do not include any deduction for the small business health insurance tax credit that was not
allowed as a deduction on the federal return (out of scope).

Nonresident Utility Workers
Effective with TY2015, the income a nonresident individual earns for performing emergency
response work for an electric utility in lowa under a mutual aid agreement between lowa and the
state in which the nonresident lives is excluded from lowa individual income tax. Income
received by a nonresident individual for training by an electric utility in lowa is also excluded.

In addition, if a nonresident qualifies for the income exclusions above, the nonresident is not
subject to withholding by the electric utility for those sources of income. The electric utility must
apply to the Department for an exemption from withholding and the Department must determine
that the income exclusion applies to the nonresident.

Line 25 Total adjustments

Total Adjustments from lines 16 through 24 are added.

Line 26 Net income

Net Income is obtained by subtracting line 25 from line 15. Enter the result.

Step 7 Federal Tax Addition and Deduction

Lines 27, 28, and 33 require special attention. Volunteers: you may need to help taxpayers understand
that the Federal tax addition and deduction will balance out from year-to-year to result in a correct net
deduction for Federal tax paid.

Line 27 Federal income tax refund

Typically last year’s refund is entered here, but Line 27 must also include all federal refunds received
during this tax year, including any received for earlier years.

Modify the Federal Refund Amount: Exclude any part of the refund that is received due to

refundable credits [Earned Income Credit, Additional Child Tax Credit, First-Time Home-Buyer

Credit, Existing Homebuyer Credit, Refundable Education Credit, or Net Premium Tax Credit].

Do not include the Federal refund in the following situations:

¢ Do notinclude any federal tax refund received for any year in which the client was a
nonresident or not required to file an lowa return.

e Do not include any part of the federal refund received in a year for which the client was
eligible for the lowa Low-Income Exemption; that is, the client's income was below the
minimum threshold for paying lowa tax.

¢ Do notinclude any federal refund received for a year in which the client’s lowa tax was
calculated using the alternate tax computation. Volunteers may need to compute the tax for
the refund year since there is no indication on the form to show whether the alternate tax
computation was used.

Do Include

e Any refund (or portion) which was retained by the government to pay a debt owed by the
client (e.g. child support, student loans, repayment of First-Time Homebuyer Credit).

e Any portion of the federal refund received due to the motor vehicle fuel tax credit.
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When a married couple files separately (status 3 or 4) for lowa, but filed jointly on the
Federal return for the year of the refund, the refund received last tax year must be divided
between the spouses in the ratio of the spouses’ lowa net incomes in the year for which the
refund was issued. Note: The sum must be prorated in this manner, even if the couple divided
the actual refund differently. See Attachment D: How to Prorate on page 57.

Tip: You must have a copy of the taxpayer’s prior year lowa return to make this calculation.

Practical Exercise 2- Prorating prior-year refund for married separate filers (Line 27)
The previous year tax return shows:

Line 26 Col B: $12,000

Line 26 Col A: $18,000

Federal refund adjusted per state instructions $960

What is Line 27 Col B for the current tax year?
What is Line 27 Col A for the current tax year?
on page 70.

Line 28 Self-employment, Household Employment, other federal taxes
Do not overlook this line. Federal self-employment tax, federal household employment taxes and other
federal taxes are not allowed as a deduction in this step of the lowa return. Taxpayers can deduct their
entire withholding, estimated payment, and additional federal tax paid amounts on lines 31, 32, and 33,
but certain amounts must be added back on line 28, including the following:
o Excess advance premium tax credit repayment reported on line 46 of the federal 1040
Federal self-employment tax reported on line 57 of the federal 1040
Unreported social security and Medicare tax on line 58 of the federal 1040
Additional tax on IRAs and other qualified retirement plans reported on line 59 of the federal
1040
Federal household employment tax reported on line 60a of the federal 1040
First-time homebuyer credit repayment reported on line 60b of the federal 1040
Individual responsibility payment reported on line 61 of the federal 1040
Additional Medicare tax from the federal form 8959
Other additional federal taxes reported on line 62 of the federal 1040

Line 31 Federal Tax Withheld

TS will carry all federal tax withheld on W-2 and 1099 forms when correctly entered. Additional
information concerning possible adjustments is contained within the instructions for line 28. Please
consider that information.

Line 32: Federal estimated taxes paid in the tax year

TS does not prorate any federal estimated tax payments. Consequently, all federal estimated tax
payments made must be divided between spouses in the same ratio as their incomes not subject to
federal withholding for the tax year. The total amount will fill from the federal return if entered in the
Federal Payments and Estimates section. Refer to Attachment D: How to Prorate on page 59 for
guidance on pro rating data.

It is important to enter the amounts as an adjustment to the original amount showing on the state
return. For example, lllustration 1 - Adjustment of Estimated Taxes is used to ensure estimated tax
payments are attributed to the correct individual.
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That is, an adjustment either adds or subtracts the amount entered from the amount shown for the TP
and spouse on Line 67! Take care to ensure you are aware of the filing status for the state return. If
MFSCR, then the payments will need to be prorated between the individuals. On the other hand, if the
filing status is MFJ, you can create an error by making entries. That is, the amount shown as a negative
can result in an error since it will be subtracted, but if that individual is the spouse, it will not show up
since it results in a negative value and it will therefore be ignored since there are no entries in the
Spouse column on the IA 1040. An illustration of that follows:

1P SP
Total Payments Made $400
TS split (TS automatic allocation) $200 $200
Let's assume for lowa it should be $100 $300
Make adjustment as follows -100 +100
Value after adjustment $100 $300
Values shown if MFSCR is filing status 100 300
Incorrect values shown if MFJ is filing status 0 300

lowa State Return
Payments

learn more

Your state withholdings and payments are automatically pulled from your Federal return. Please be sure that the state sections
are completed on forms such as your W-2s and 1099s for accurate calculations. If you would like to apply all or part of your state
refund to next year's siate tax return, you can come back to this section to enter that amount. The refund generator will display
your refund amount ence you have completed and SAVED the State return. Te come back, select State Section >> Edit >> Enter
Myself >> Payments. Please note, if you enter an amount that is greater than your refund or you have a balance due en your
state, the amount entered here will not be transferred to your state return.

Indicate the amount of state refund that you would like to apply to your 2016 lowa state taxes [3‘

Estimated Payments are pulled from the Federal Return. The lines below are fer adjusting those figures if need be. If you have no
adjustment leave these lines blank.

Adjustments to Estimated Payments

Taxpayer

Spouse

lllustration 1 - Adjustment of Estimated Taxes

Line 33: Additional federal tax paid for prior years

With TS this is entered in the Basic lowa Information section.

Do not include: Any portion of a payment that covered penalty or interest charges.

Do include: Any additional tax payments (for any prior year) made by check, credit card, or electronic
transfer are entered here. Also, it is important to include additional tax that was paid from refundable
credits via the client’s prior-year tax return (This is easy to overlook). See “Attachment E: Calculating
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Additional Federal Tax Paid (IA Line 33)” on page 60. Additional information concerning possible
adjustments is contained within the instructions for line 28. Please consider that information.

Example 3- Calculation of additional federal tax (Line 33)
A close look at this client’s prior-year federal return shows that the client “owed” an
additional $2,000 tax, which was “paid” from the client’s refundable credits.

Line 61 Total Tax $2,500
Line 62 Federal Tax Withheld $500
Line 63 Estimated Tax Payments $0
Note that the taxpayer still owes federal tax ($2,500 - $500) $2,000
Taxpayer's refundable credits include:

Line 64 EITC $2,000
Line 65 Add’l Child Tax Credit $500
Line 66 American Opportunity Credit $200
Total Refundable Credits $2,700
Line 74 Amount to be refunded $700

Analysis: Even though the client received a $700 federal refund for that year, the client
actually “paid” $2,000 extra in federal tax for that year. The amount of $2,000 should be
entered on 1A 1040 Line 33.

Practical Exercise 3 - Calculation of additional federal tax paid (Line 33)
A taxpayer’s Federal return, for last year, shows the following:

Line 61 Total tax

Line 62 Tax withheld

Line 63 Estimated tax

Line 64a Earned income credit

Line 65 Add’l Child Tax Credit

Line 66 American opportunity credit

Line 73 Amount overpaid

Determine the amount to be shown on IA line 27
Determine the amount to be shown on IA line 33

e ——
LINE BY LINE



Page |40

Practical Exercise 4 - Additional Federal Tax Paid for Multiple Years (Line 33)
Taxpayer filed 3 years’ tax returns last year (the 2016 filing year and two prior year
returns) and received refunds of $200, $700, and $1,900. Use the taxpayer’s federal
returns from those years to calculate the amounts to be entered on lines 27 and 33 of
their current year lowa return. Note: no self-employment tax was paid in any of those
years.

TIP: Figure each year separately, and then total the results.
2016 Federal 1040

Line 61 Total Tax $1,400

Line 62 Taxes Withheld $1,600

Line 63 Estimated Taxes $0

Line 74 Amount to be refunded $200

First Prior Year Federal 1040

Line 60 Total Tax $1,800

Line 61 Taxes Withheld $1,400

Line 62 Estimated Taxes $0

Line 64 Earned Income Credit $700

Line 74 Amount to be refunded $300

Second Prior Year Federal 1040

Line 60 Total Tax $0

Line 61 Taxes Withheld $500

Line 62 Estimated Taxes $0

Line 65 Additional Child Tax Credit $300

Line 74 Amount to be refunded $800

What figure should be entered on Line 27 of this current year IA 1040?
What figure should be entered on Line 33 of this current year IA 1040?

Line 34 Deduction for federal taxes
Add lines 31, 32 and 33

Line 35 Balance

Subtract Line 34 from line 30

Step 8 Taxable Income

Background for Deductions:
Taxpayer can itemize for lowa even if he/she did not for Federal (and many do!). If one spouse
itemizes, then both must itemize.

Information transfers from Deductions input in the Federal section

Also, some taxpayers may not qualify to itemize on federal, but since the lowa standard deduction is
relatively small, they may qualify on the state return. Consequently, it is a good idea to enter all
deductions even though one cannot itemize for the federal return. Everything will flow over from the
Federal Sch A. If you should need to file the lowa return on paper, you must print out the lowa Sch A
and include it with the return. Use of the lowa Sch A is mandatory when itemizing deductions. The
Federal Sch A MAY NOT be substituted for the state form.
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For guidance on the following out of scope topics, see lowa Expanded Instructions:

e Taxpayers with bonus depreciation/Section 179 must reflect this on the lowa Sch A.

e School Tuition Organization, Charitable Conservation Tax Credit Contributions, Farm to
Food Donation Credit and Endow lowa Tax Credit: Do not include as an itemized deduction
any contributions for which a credit is claimed on line 52 of the 1A 1040.

o Injured Veterans Grant Program Contributions: These contributions do not qualify as
itemized deductions.

o Taxpayers with the mortgage interest credit deduction can claim on their lowa return a
deduction on the appropriate line 9a or line 9b of Sch A for all home mortgage interest paid
in the tax year and not just the home mortgage interest that was deducted on the federal
Sch A.

¢ When federal AGI is more than $309,900 for married filers ($154,950 for married taxpayers
filing separate returns) or qualified widow(er), $284,050 for head of household filers and
$258,250 for single filers and the taxpayer itemizes deductions since an ltemized Deduction
Worksheet must be used.

Line 37 Deductions

Itemized deductions
lowa follows Federal guidelines for Sch A itemized deductions with certain exceptions. To
complete lowa Sch A, enter all information in the federal Itemized Deductions section and follow
the federal 1040 instruction book or Pub 17. The lowa Sch A is the required form for the lowa
return. The federal form may not be used. TS should take care of this for e-filing and when
printed for a return to be mailed to the state.

State Sales and Use Tax— lowa is not currently coupled for tax year beginning on or after
January 1, 2015.

Medical, Dental and Insurance Expenses
lowa allows Health Insurance premiums paid to be fully deducted as an Adjustment to Income
on Line 18 when you properly answer No to the TS question “Do you want to carry Medical and
Dental Insurance Deduction to lowa Schedule A?” One hundred percent of the amount paid for
health insurance premiums is deductible on line 18, 1A 1040. It is generally to the client’s
advantage to take this deduction on line 18 instead of IA Sch A. Note that if one spouse pays
the entire cost of these expenses through their wages, it is reported for that spouse. If both pay
health or dental insurance premiums through their wages, each spouse will claim what that
individual paid. Take care to make note of the filing status assigned by TS. If one were to make
the entries as shown in before determining whether the filing status of MFSCR is being used, it
could result in incorrect data on Line 18.

Vehicle Registration Fee Deduction and Worksheet
If you itemize deductions, a portion of the automobile or multipurpose vehicle annual registration
fee you paid during the tax year may be deducted as personal property tax on your lowa
Schedule A, line 6, and federal Schedule A, line 8.

This deduction is for annual registration fees paid based on the value of qualifying automobiles
and multipurpose vehicles. Multipurpose vehicles are defined as motor vehicles designed to
carry not more than 10 people, and constructed either on a truck chassis or with special
features for occasional off-road operation [lowa Code section 321.1(44)].
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Annual registration fees on the following vehicles are not deductible: pickups (model year 2009
or older), motor trucks, work vans, ambulances, hearses, non-passenger-carrying vans,
campers, motorcycles, or motor bikes.

0 Newer Vehicles:
Use the following worksheet to calculate the deductible amount of annual registration
fees paid in the tax year for qualifying automobiles and multipurpose vehicles (model
year 2007 or newer), pickups (model year 2010 or newer).°

More specifically, only 2010 and newer trucks that weigh in at 10,000 pounds or less
when empty are registered based on weight, list price, and model year. All other trucks
are still subject to a registration fee based on weight. Consequently, certain 2010 model
year and newer trucks may use the Vehicle Registration Deduction Worksheet.

1% For tax years 2008 and earlier, pickup truck registration fees could not be taken as an itemized deduction,
because the fees were structured as a flat fee and were not based on value. However, beginning with the 2009
tax year, there was a change in the registration fee structure for pickups.
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1. Enter the actual annual registration fee paid. 1.

2. Take the weight of your automobile and divide it by
250. The weight is found on your automobile registration | 2.

certificate.

3. Subtract line 2 from line 1. This is the deductible

amount for line 37.

o Example
Malia purchased an automobile from Jennifer.
The actual fee Malia paid to register the automobile at the courthouse was $150.
The weight of the automobile is 3,000 pounds.
The deductible amount is calculated as follows:

1. Enter the actual annual registration fee paid. 1. 150

2. Take the weight of your automobile and divide it by
250. The weight is found on your automobile registration 2. 12

certificate.

3. Subtract line 2 from line 1. This is the deductible
3. 138

amount.

Practical Exercise 5 - Calculation of deductible vehicle registration fee (Line 37)
A taxpayer has a Toyota Camry SE several years old. It weighs 3,200 pounds. The
registration fee for this tax year was $205. Calculate the deductible part of this expense:

Enter the registration fee paid
Divide weight of vehicle by 250
Subtract to get deductible amount

o Older Vehicles:
For qualifying automobiles and multipurpose vehicles (model year 2006 or older) the
deductible amount is 60% of the annual registration fees paid in the tax year.

Deductions (Line 27 of lowa Schedule A):
If itemizing deductions for lowa, one should consider the following:

Adoption Expenses (out of scope):
If the client adopted a child during the tax year, he/she may be eligible for an additional itemized
deduction for a portion of the adoption expenses paid during the tax year. This deduction is
taken in the year that the expenses are paid even if the child is not placed in the client's home
during that year or if the adoption does not occur (out of scope). The deduction is not available
for amounts on which the lowa Adoption Tax Credit is claimed.
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Care for Disabled Relative:
Expenses, not to exceed $5,000, incurred in caring for a disabled relative in the client's home
may be deducted. The expenses which may be claimed are those for the care of a person who
is the client’s grandchild, child, parent, or grandparent. The disabled person must be unable, by
reason of physical or mental disability, to live independently and must be receiving or be eligible
to receive medical assistance benefits under Title XIX of the U.S. SS Act.
An itemized schedule of expenses must be included with the return and may include items such
as food; clothing, medical expenses not otherwise deductible, and transportation for medical
reasons (see IRS guidelines for medical mileage rate). Expenses not directly attributable to the
care of the relative, such as rent, mortgage payments, interest, utilities, house insurance, and
taxes cannot be included. Only expenses which are not reimbursed may be claimed.
A statement from a qualified physician certifying that the person with the disability is unable to
live independently must be submitted with the return the first year a deduction is taken and
every third year thereafter. These expenses are also entered lowa State Return page as shown
in Error! Reference source not found. on page 26.

Mileage Deduction
Mileage deduction for charitable purposes (note this is an additional deduction — it is the
difference between the federal rate or 14 cents and the State rate of 39 cents). In TS, enter total
charitable mileage on the Federal Sch. A, but you must also enter the dollar value of the lowa
charity mileage deduction on the lowa State Return page (illustrated above). This would be
multiplying the charity miles used on Federal Sch A by $.25 per mile.

Standard Deductions
Tax year 2017, the standard deduction is:

FiliNg Status 1: ..ovvveeeiieiiiiiciiiieeee et e $2,000
Filing Status 3 & 4: oo $2,000 for each spouse
Filing Status 2, 505 6: ...ccvvvviiiiiieeeee e e e $4,920

Step9 Tax Credits and Checkoff Contributions

Line 39 Tax
Taxpayers using filing statuses 2, 3, 4, 5, or 6, without a net operating loss, may be able to use
an alternate tax computation. The client may owe less tax by completing the worksheet to
compute tax liability. Refer to lowa Expanded Instructions for detailed instructions. TS will
calculate this automatically.
Taxpayers who file status 4 and do not provide the other spouse’s income in Step 2 cannot use
the alternate computation.

Line 40 lowa lump-sum tax
Out of scope.

Line 41 lowa alternative minimum tax
Out of scope.

Line 42 Total tax
Add lines 43, 44 and 45.

Line 43 Total exemption credits
Total exemption credit amounts from Step 3.
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Line 44 Tuition and textbook credit
The tuition and textbook credit has no income limits. Taxpayer must provide you the amount of
expenses. Maximum credit is 25 percent of the first $1,000 paid for qualifying expenses for each
dependent (max is $250 credit per child). Applies to dependents K-12. Some items may or may
not qualify, so be sure to check “Attachment F: Tuition and Textbook Credit (Line 44)” on page
61 and lowa Expanded Instructions. See also Line 59 on page 47 for preschool and pre-K
children. NOTE: Although Pre-K programs are typically run by the school district, Pre-K
expenses are not eligible for the K-12 credit. Instead, qualifying expenses can be applied to the
Early Childhood Development Credit (Line 59). This credit can only be taken by the TP claiming
the dependent. Any unused part of this credit cannot be used by any other TP.
This, and other unique lowa credits, is elected by clicking Yes to the following State page
(MNlustration 3 below):

Enter the Form Number...

lowa State Return

EDIT

Illustration 2 - Note the Item Titled Credits

Credits

Certain credits are automatically calculated and carried from your Federal return to your lowa return. Below are additional credits
that are available through the state of lowa. Please review each section and complete the necessary information as it is
applicable to your tax situation.

Tuition and Textbook Credit Begin

Early Childhood Development Credit Begin

Other Credits - Form 148 Begin

Credit for Taxes Paid to Another State Begin

Volunteer Firefighter/EMS Credit Begin

IA 4136 - Motor Fuel Tax Credit

Illustration 3 — Click on the credit desired
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Line 45 Volunteer firefighter/EMS/Reserve Peace Officer credit
A tax credit of up to $100 is available for volunteer firefighters, volunteer EMS personnel and
reserve peace officers. A volunteer firefighter must be an active member of an organized
volunteer fire department in lowa who has met minimum training standards. Volunteer EMS
personnel must be individuals trained to provide emergency medical care, who are certified as
first responders, and have been issued certificates by the lowa Department of Public Health.
Reserve peace officers must be state certified. Full-time firefighters who volunteer for another
fire department are also eligible for the credit. A person who volunteers as a firefighter, for a fire
department by which they are employed, is eligible for the credit if they are employed in a
capacity other than as a firefighter. A person who volunteers as an EMS personnel member, for
a department by which they are employed, is eligible for the credit if they are employed in a
capacity other than as an EMS personnel member. A person who volunteers as a reserve
peace officer, for a department by which they are employed, is eligible for the credit if they are
employed in a capacity other than as a peace officer. The tax credit equals $100 if the volunteer
served for all of the tax year. The credit is prorated based on the number of months the
volunteer served, and is rounded to the nearest dollar. If an individual is both a volunteer
firefighter and a volunteer EMS, or Reserve Peace Officer, the credit is limited to $100 in total.
The individual is required to have a written statement from the fire chief or other appropriate
supervisor verifying that the individual was a volunteer fire fighter or volunteer emergency
medical services personnel for the months for which the credit is claimed. The credit is limited to
the tax liability for the tax year, and there is no carry forward of any excess credit to a
subsequent tax year. Remember, only one credit is allowed if the individual is a multiple
volunteer. Information for the credit is input as shown in Illustration 4.

lowa Return

Volunteer Firefighter EMS Credit

Number of months served as a Volunteer Firefighter/EMS

Taxpayer: |0 |Spouse: [0

Illustration 4 - Volunteer Firefighter/EMS Credit

Line 50 Out of state tax credits
All income an lowa resident earns is taxable to lowa to the same extent that it is taxable on the
federal return even if the income was earned in another state, a local jurisdiction in another
state, or foreign country. If another state, a local jurisdiction in another state, or foreign country
taxes that same income, then the lowa resident may be able to claim a credit on this line. This is
computed on form IA 130. The IA 130 is calculated automatically by TS when you add an
additional State tax return.

See lowa Expanded Instructions and Attachment K for detail on the Wynne Decision. This
change in the placement of the IA 130 was required because of a US Supreme Court decision.
This decision can also affect returns for the TY 2012, 2013 or 2014. See “Attachment N: The
Wynne Decision — out-of-state tax credit
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" on page 72 for a more complete explanation. Because of this decision, it is important that the
site coordinator specifically authorize the preparation or amendment of any return for prior years
wherein the out-of-state tax credit is involved.

Line 52 Other nonrefundable lowa credits
Out of scope. If client requires IA form 148, refer to a paid preparer. See lowa Expanded
Instructions.

Line 54 School surtax
Any school district surtax or emergency medical services (EMS) surtax are computed
automatically providing the correct school district is entered on the lowa Form 1040. At this time,
only Appanoose levies an EMS surtax. The EMS surtax is included in the school district surtax
list.

Line 57 Contributions
Voluntary contributions may be made in the categories as shown in lllustration 5 below. The amount
increases the total tax amount.

lowa State Return

Contributions

Enter the Form Number...
) o

earn more

Enter any veoluntary contribution amounts to the organizations listed below. This amount will add to your total balance due or
reduce the amount of your refund. The amount you contributed on your 2015 and include it as a charitable contribution on your

2 =
Summary/Print 2016 retumn
Fish/Wildlife Contribution s
State Fair Contribution $

Firefighters/Veterans $

Child Abuse Prevention *

lllustration 5 - Voluntary Contributions

Step 10 Credits!!

Line 59 Fuel tax credit
Out of scope.
Line 60 Child and Dependent Care credit OR Early Childhood Development Tax credit
¢ Eligible clients may take only one of the two credits, and are advised to choose the most
advantageous one. Note that effective for TY2015 and subsequent years, the Child and
Dependent Care credit may be taken on the lowa return even if the taxpayer was unable to take
it on the federal return.
e Only taxpayers with net income of less than $45,000 are eligible. Married taxpayers must
consider spouse’s income even if filing separately, or if spouse is not filing at all.
This credit is refundable. Eligible clients are advised to file in order to receive this credit, even if
they are not otherwise required to file.

! Note that the line numbers have been changed beginning with the TY 2015 lowa 1040.
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Child and Dependent Care Credit

TS calculates this amount automatically based on data entered on Federal form 2441. The starting
point to calculate the lowa credit is line 9 of Federal Form 2441. To ensure the state credit is
considered, all child care information should be entered on the federal return.

Early Childhood Development Credit

The client may take a credit equal to 25% of the first $1,000 of qualifying expenses for each
dependent aged three through five. (Maximum credit is $250 per child). The entry screen is shown
as lllustration 6. This can be accessed from Credits (see lllustration 2) on the lowa return

lowa State Return
Early Childhood Development Credit

The Early Childhood Development credit is equal to 25% of the first $1,000 of qualifying expenses paid in 2015 for each

dependent from the ages of three through five. The amount entered will not be prorated, you must prorate the amount before
inputting.
To claim the Early Childhood Development Credit, select YES and enter the credit amount Yes M
below
Early Childhood Development Credit $250

Illustration 6 - Early Childhood Credit

Tuition and required supplies for preschool (including Pre-K) are the most common qualifying
expenses. In addition, certain expenses incurred by families to promote child development may
qualify (instructional materials for a learning activity, educational activities such as museums, drama
or art programs, etc.). See lowa Expanded Instructions for more details on qualifying expenses.

Expenses that do NOT qualify:
e Membership fees, or food or lodging expenses relating to child development/educational
activities outside the home (e.g. museum membership, or lunch costs for a zoo trip).
¢ Any expenses related to the teaching of religious tenets.

Line 61 Earned income tax credit
The lowa Earned Income Tax Credit is refundable and is calculated automatically by TS.
This credit is available only to taxpayers who qualify for the federal Earned Income Tax
Credit (EITC). The lowa EITC is 15% of federal EITC.
Line 62 Other refundable credits
Out of scope.
Line 64 Reserved for future use.
Line 65 Taxpayers trust fund tax credit
A tax credit can normally be claimed for each taxpayer who files a tax return when there are available
funds. The amount for TY 2017 is unknown as this is being written.
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lowa income tax withheld.

Line 67 Estimated and voucher payments
Estimated tax payments made for the tax year are entered on Payments and Estimates section
of the Federal section in TS. Click “State Estimate Payments” on the screen in lllustration 7.
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Enter the Form Number...

Payments and Estimates

Federal Estimated Payments for 2015

State Estimated Payments

Other Federal Withholding

Other State Withholdings

Underpayment of Estimated Tax

Apply Overpayment to Next Year's Taxes
Vouchers for Next Year's Estimated Payments

Amount Paid with Extension

BEGIN

Illustration 7 - Federal & State Payments and Estimates

This will open in screen shown in lllustration 8. This includes all tax year estimated tax
payments, to include any payment made in January 2018 for the prior calendar tax year and any
payments made with the IA 1040V Payment Voucher for 2017. Also include any amount applied
to your 2017 tax lowa estimated tax from line 71 on your 2016 lowa income tax return.

Enter the Form Number...

Basic Information

Payments - State Estimated Payments

Amount Applied from Prior Year Refund

Estimated State Tax Paid on{4/15/2015)

Estimated State Tax Paid on(6/15/2015)

Estimated State Tax Paid on{9/15/2015)

Estimated State Tax Paid ON or BEFORE(12/31/2015)
Estimated State Tax Paid AFTER(12/31/2015)

State Name

$100

lllustration 8 - Entering State Payments

LINE BY LINE
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Step 11 Refund or Amount You Owe

Line 71 Refund

Amount to be refunded: If paper filing, mailing address for returns is at the very bottom of the form.
Direct deposit of lowa refunds is available only on electronically filed returns and can be deposited in
only one account.

Line 72 Applied to next year

Amount to be applied to client’s estimated tax for the next tax year.

Line 73 Tax owed

Amount of tax owed.

Line 74 Penalty

The penalty for underpayment of estimated tax.

Note to Volunteers: Do not allow the software to assess this penalty.

Line 75 Penalty and interest

Penalty and Interest should be shown as zero. See Line 74 above.

Line 76 Total due

Total Amount due. If paper filing, mailing address for tax due returns is at the very bottom of the form.

Note: ePay (direct debit) -- file and pay electronically. For more information log on at
https://tax.iowa.gov/. ePay is for final individual/corporation income tax payments and is also available
for estimated individual/corporation payments

Miscellaneous Topics

Who Must File an lowa Return?

A client must file an lowa return if they were a resident or part-year resident of lowa during the tax year
and meet any of the following requirements. Nonresidents, see items f and g below.

In meeting the filing requirements below, you must add back the pension exclusion (line 21, 1A 1040)
and the reportable Social Security benefits from Step 4 of the IA 1040 (out of scope if any lump-sum
distribution separately taxed on federal form 4972 or any net operating loss carryover). The SS amount
must be included even though SS is no longer taxed by the State of lowa.

The military retirement pay, unlike other pension income, is not included in the calculation of the filing
threshold.

Note to married couples: Incomes of both spouses must be included when determining who must file,
even if choosing filing status 4, married filing separately.

a. The client had a net income (line 26 of the |A 1040) of more than $9,000 and the filing status is
single. ($24,000 if 65 or older on the last day of the tax year)

b. They had a net income (line 26 of the IA 1040) of more than $13,500 and the filing status is
other than single. ($32,000 if client or spouse is 65 or older on the last day of the tax year.)

c. The client was claimed as a dependent on another person’s lowa return and had a net income
on line 26 of the 1A 1040 of $5,000 or more.

d. The individual was in the military service with lowa shown as the legal residence even though
stationed outside of lowa. For information about military spouses, please see information on the
Military Spouses Residency Relief Act. Military returns are out of scope for volunteers except for
individuals certified for military and authorized to complete those returns. See lowa Expanded
Instructions for additional information regarding military personnel.

e. The client is subject to lowa lump-sum tax. (out-of-scope)

The client was a nonresident or part-year resident and the net income from lowa sources (line
26 of the IA126) was $1,000 or more, unless below the income thresholds above. In the case of
married nonresidents, the spouses’ combined income is used to determine if their income is
high enough to require them to file an lowa return. To understand “lowa-source income,” see
the instructions for lines 1-26 of the 1A 126.

g. The client was a nonresident or part-year resident and subject to lowa lump-sum tax or lowa
alternative minimum tax (even if lowa-source income is less than $1,000).

—h
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Nonresident and Part-Year Resident Returns
The completion of returns for nonresidents or part-year residents can be a complicated procedure that
can involve multiple returns and substantially different rules than for lowa.
Example 1: Consider a married couple residing in Kansas with the husband employed in that state and
the spouse employed in Kansas City, MO. This couple obtains lowa employment and moves into lowa
during the tax year. These clients would have the following returns:

o Kansas part-year resident (taxpayer has option of choosing nonresident filing using special

instructions)

e Missouri nonresident (Kansas City, MO also has a city tax)

¢ lowa part-year resident

e Federal return
Example 2: Consider a retired, married couple who resides in lllinois and has only pension income and
gambling winnings from lowa. The clients wish to file their federal return for their refund and to also file
a state of lowa return since lowa taxes were withheld from their winnings. This couple must file the
federal return, a state of Illinois (resident) return and an lowa (nonresident) return. The lllinois return is
required since they are lllinois residents who filed a federal return.
Example 3: Consider an individual who resides in lowa and is employed in lllinois. His income is
sufficient to require tax returns. His lllinois employer withholds and submits lowa taxes. This individual
will file a federal return and an lowa return. No lllinois return is required since there is a reciprocity
agreement between the states of lowa and lllinois. This is the only state with which lowa has such an
agreement. See lowa Expanded Instructions for additional information.
Example 4: Consider an individual who resides in lowa and is employed in lllinois. His income is
sufficient to require tax returns. His lllinois employer mistakenly withholds and submits Illinois taxes and
does not withhold and submit lowa taxes. This individual will file a federal return and an lowa return.
There must also be a nonresident lllinois return filed in order to secure a refund of the mistakenly
withheld taxes. The TP will undoubtedly not get an lowa refund and will have to pay his lowa taxes. If
the returns are being filed early enough, the lIllinois refund might be received before the lowa tax
payment must be made (normally April 30™).
The process of filing returns involving other states can be quite complex as the foregoing examples
illustrate. Additionally, the e-filing of returns for other states may follow different procedures and should
not be undertaken without knowledge of the state’s requirements and the appropriate permissions.
Accordingly, volunteers should not undertake nonresident or part-year resident returns without the
proper training and the approval of the site leadership. lowa nonresidents and part-year residents are
required to file form 1A 126 and could also be required to file form IA 130. Information is available within
the lowa Expanded Instructions.

Supporting Documentation

When e-filing, supporting documents / explanations must be retained with the I1A 8453 until the IDR
specifically requests them. This would apply to all of the documentation “required” to be submitted such
as the physician statement for a disabled person or the list of expenses for care of a disabled relative in
the TP home. lowa follows the revised federal procedure and does not require VITA / TCE volunteer
preparers to retain the 1A 8453, but instead to provide it and supporting documentation to the taxpayer
for retention™.

Amending a Return
o If the original return requested a refund, wait until the client receives the refund before filing an
amended return to make sure no errors were made on the original return.
e Processing time: Amended returns usually take at least six months to process.

'2 please refer to lowa Department of Revenue Publication 41-180, lowa Modernized e-File (MeF) Developer
Guide and Information for eFile Providers at tax.iowa.gov.

LINE BY LINE
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e Amendment Forms: To amend any return using paper forms, use an IA 1040X or the
appropriate-year IA 1040 with the word “Amended” written at the top. Include an explanation of
the change(s). Include the federal 1040X and any amended supplementary federal or lowa
forms.

e Caution: Do not send amended returns with the current-year return.

e Additional Tax Owed: If the client owes additional tax with the amended return, calculate the tax
due and include both check and the IA 1040XV payment voucher with the amended return. The
client may make the tax payment online through ePay (free direct debit) on the lowa
Department of Revenue website or with a credit / debit card.

e Penalties: No penalty for additional tax is due if the client voluntarily files an amended return
and pays all tax due prior to any contact by the Department. However, interest will be due.

Volunteers cannot prepare an amendment unless approved by their site leadership and they must have
been certified at the appropriate level for the year being amended.

lowa Quality Review

All returns should be subject to an independent quality review. Refer to “Attachment A: lowa Quality
Review Sheet for ” on page 54. There is no requirement to provide the taxpayer a copy of a completed
review sheet unless the site leadership determines that is appropriate. Leaders may wish to print and
laminate several review sheets for use at the site.

State Only E-Files Using TS

It is now possible to submit an lowa return without having previously e-filed the federal return; however,
it is necessary to complete the federal return since that is the source of information within the lowa
return. See Attachment I: Creating a State Only Return for E-File.

Accrued Interest Paid (AIP) on Bonds

This information is provided to identify clients who may benefit from the recognition of AIP. At the time
of a bond sale, the accrued interest that the seller is owed for the period from the last coupon date to
the date of sale is paid to the seller by the buyer. It is usually automatically added to the seller’s interest
income total as reported by the brokerage firm, and the seller does not have to make any further
adjustments on the tax return. The accrued interest the buyer paid is returned to the buyer in full at the
next coupon date that occurs after the purchase date. The buyer can claim the accrued interest paid to
the seller as a reduction of his taxable interest income at the time of the next coupon payment. A likely
area of confusion is that the accrued interest paid at purchase is deductible based only when the bond
next pays interest, which is not necessarily in the same tax year as when the buyer bought the bond or
note. Bonds with AIP are considered to be out of scope for volunteers.

Consumer’s Use Tax

Consumer’s use tax is not a part of the lowa income tax return and is out of scope for volunteer
preparers. The following is provided for general information only since some states include the use tax
as a part of that state’s income tax return, e.g. lllinois or Nebraska.

Sales tax is imposed on a sales transaction of taxable services or goods. The seller of the goods or
services is responsible for collecting, reporting, and remitting the sales tax. The tax is imposed when
the service is first used, or potentially could be first used, in lowa or when the tangible property is
delivered in lowa.

Consumer’s use tax, on the other hand, is imposed after the sale takes place and only on the goods
and services that have not been subjected to sales tax. Taxable goods or services are subject to either
sales or use tax, but not both. In most cases, these are purchases made from an out-of-state supplier
not collecting lowa tax and that are for use in lowa. Ordinarily, the retailer is responsible for collection of
the tax; however, if the retailer is not required by law to collect the tax or the lowa retailer fails to collect
the tax, the purchaser is then responsible for the consumer’s use tax.

Use tax applies to, but is not limited to, purchases made tax free through mail-order catalogs, television
shopping programs, the Internet, toll-free 800 numbers, magazine subscriptions, and untaxed
purchases made while in another state and shipped or otherwise brought into lowa.
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If possession is taken in another state and sales tax has already been paid to the other state on the
goods or services, no additional tax is due if the tax paid is the same or more than lowa’s state rate. If
the tax is less, the buyer owes lowa the difference. It is the purchaser’s responsibility to show where
delivery took place and that the sales tax has been paid.

More information on consumer’s use tax,cluding reporting and payment options, can be found here:
https://tax.iowa.gov/consumers-use.

e ——
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Form
Loc™® Check each item as you verify that step Yes | No | N/A
Current | If the client is receiving Federal EITC, have you prepared an lowa
Year return? lowa EITC is refundable.
Step 1 | Have you selected the correct County and School District Names?
Step 1 | Have you answered the dependent health care questions?
Did you select the correct filing status? Remember that TS follows the
Step 2 | federal status except that federal MFJ can become either MFJ or
MESCR.
Step 2 | If filing MFS, is other spousal data, to include income, being provided?
L2 Is state and municipal interest'® included unless specifically exempt?
L18 Ha_ve you in_cluded a_IIowabIe h_ealt_h insurance_premiums as an
adjustment if not taking as an itemized deduction?
Have you included pension income exclusion for eligible taxpayers
L21 and is it properly prorated? Note: Military pension does not get
included here.
L2a Has the individ_ual made contri_butions to College Savings lowa and
have those adjustments been included?
L27 Was TP eligible for Low-Income Exemption last year? If yes, this line
should be zero (skip to L32).
Was alternate tax computation used last year? If yes, this line should
L27 be zero (skip to L32). (There is a MS Access worksheet that can be
use to make a determination.
Have you included the federal refund received and reduced it by
L27 . ; )
exempt amounts, if applicable? Is it prorated correctly?
132 If estimated payments were made and filing status is 3 or 4, are the
payments prorated correctly?
133 Have any of the client’s refundable credits been used to pay federal
income tax? If so, has that been recognized on this line?
L37 Have you considered itemized deductions, even if not able to itemize
on federal return? Enter all data on federal schedule.
Sch A _If charita_ble mileage was entered on the input sheet for th_e Fed Sch A,
is the adjustment for I1A’s larger amount entered here? This is an
L27 L .
additional 25¢ per mile.
L41 If entry exists, refer to paid preparer.
L44 Have you included tuition and textbook credit (K-12 students)?
Have you considered early childhood development credit as an
L60 alternative to child and dependent care credit (only returns with net
income less than $45K)?
L66 Is the withholding for lowa shown correctly?
L67 Have lowa estimated tax payments been included, if appropriate?
L71 Have you asked the taxpayer if they want direct deposit of their
refund?
L74 L75 If a penalty or interest i_s shown, b_e sure to have Line 19 on Form 2210
as $0. TS should do this automatically.

'3 Refer to 2016 IA Form 1040 for the step or line identification.

!* See instructions for Line 2 (page 34) and lowa Expanded Instructions for a list of exempt items.

QUALITY REVIEW SHEET
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Attachment B: Tax Treatment of Same-Sex Marriages

Update Information

Since the federal government now recognizes same sex marriages, lowa returns for same-sex
marriages will be treated in the same manner as other married couples.

The U.S. Department of the Treasury and the Internal Revenue Service (IRS) ruled that same-sex
couples, legally married in jurisdictions that recognize their marriages, will be treated as married for
federal tax purposes. The ruling applies regardless of whether the couple lives in a jurisdiction that
recognizes same-sex marriage or a jurisdiction that does not recognize same-sex marriage.

The ruling implements federal tax aspects of the June 26 Supreme Court decision invalidating a key
provision of the 1996 Defense of Marriage Act. Under the ruling, same-sex couples will be treated as
married for all federal tax purposes, including income and gift and estate taxes. The ruling applies to all
federal tax provisions where marriage is a factor, including filing status, claiming personal and
dependency exemptions, taking the standard deduction, employee benefits, contributing to an IRA and
claiming the earned income tax credit or child tax credit.

Any same-sex marriage legally entered into in one of the 50 states, the District of Columbia, a U.S.
territory or a foreign country will be covered by the ruling. However, the ruling does not apply to
registered domestic partnerships, civil unions or similar formal relationships recognized under state law.
Legally-married same-sex couples generally must file their 2013 and later year federal income tax
return using either the married filing jointly or married filing separately filing status.

Individuals who were in same-sex marriages may, but are not required to, file original or
amended returns (Form 1040X) choosing to be treated as married for federal tax purposes for
one or more prior tax years still open under the statute of limitations.

Generally, the statute of limitations for filing a refund claim is three years from the date the return was
filed or one year from the date the tax was paid, whichever is later. As a result, refund claims can still
be filed for amendable prior tax years.

Taxpayers of other states face a very confusing venue and lowa volunteers should seek site
coordinator approval before undertaking any returns involving registered domestic partnerships, civil
unions and similar relationships. For example under the lllinois Religious Freedom Protection and Civil
Union Act, partners in a civil union must file a joint lllinois Income Tax return as a married couple.

States may have different procedures for tax filings and may not even recognize domestic partnerships
or civil unions. It should also be noted that domestic partnerships and civil unions are not necessarily
between same-sex partners.

SAME-SEX MARRIAGES
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Attachment C: Entering Interestin TS

Entering interest within TS is process where each federal taxable interest payment is entered on one
screen. There is a different screen for each payer. Federal tax exempt items are entered on a totally
different screen. Start the process in the federal section with the screen for interest and dividend
income (see lllustration 9). Note that the exclusion of interest from Series EE & US Savings Bonds is
where one would enter the information when using the savings bond education tax exclusion.

Enter the Form Number...

Interest and Dividend Income

Interest ar Dividend Income

[Did you earn interest fram a bank in a foreign country?

Exclusion of Interest from Series EE & | US Savings Bonds

lllustration 9 - Interest and Dividend Income

Taxable Interest

lllustration 10 — Federal Taxable Interest shows the screen used to enter interest that is federally
taxable. Note that the 6" line is where one reports the amount of US Savings Bonds interest reported
that is not to be taxed by the state. TS does not automatically report US Savings Bond interest as not
taxable by the state.

Tax Exempt Interest

lllustration 11 - Federal Tax Exempt Interest depicts the screen for entering federally tax exempt
interest. Note that many bonds that are federally tax exempt are taxed by the State of lowa (see
discussion Line 2 Taxable interest income on page 28). Accordingly, it is necessary to add or edit state
taxable interest by clicking on the appropriate item on this screen.

Out of scope bonds. Bonds out of scope on federal returns are also out of scope on lowa returns.
Additionally, for background information, refer to “Accrued Interest Paid (AIP) on Bonds” on page 52.

ENTERING INTEREST
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Interest Income

Type of transaction: Interest Income

Payer's Name: | |

Taxpayer, Spouse, or Joint? Taxpayerﬂ

Interest Income {Box 1) 5
Early Withdrawal Penalty (Box 2) H
Interest on U.S. Savings Bonds and Treasury obligations (Box 3) $

{Note: Enter Taxable amount only)

Federal Tax Withheld (Box 4) $
Foreign Tax Withheld (Box 6) $

Amount of Interest on U.S. Savings Bonds and Treasury Obligations that you want subtracted $
from your state return

Nominee Interest $
0ID Adjustment $
Accrued Interest H]
ABP Adjustment 5
Accrued Market Discount $

Illustration 10 — Federal Taxable Interest

Enter the Form Number...

Schedule B Other Interest

Type of transaction: Tax Exempl Inlerest, Box 8
Payer's Mame: | |

Taxpayer, Spouse, or Joint? | Taxpayer Vi

Interest Income $

lo add/edit state taxable interest items, click here - _

lllustration 11 - Federal Tax Exempt Interest

—
ENTERING INTEREST
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Special attention must be paid to a couple items that were part of the interest statement within TW.

Private Activity Bond Interest (PAB)
This interest is not taxable, but is considered when an AMT calculation is done. From the Main Menu of
the Tax Return (1040), select:

e [ncome Menu

e Interest and Dividends (1099-INT, 1099-DIV

e Interest or Dividends

o Select Tax Exempt Interest Income, Form 1099-INT, Box 8 or Form 1099-DIV, Box 10 and

fill in the information from the Form 1099-INT.

Original Issue Discount (OID)

Original Issue Discount is normally offered on some bonds and similar obligations in lieu of those bonds
earning interest. OID is reported on Form 1099-OID and is to be reported as interest income to the
taxpayer. To input these amounts in TS, from the Main Menu of the Tax Return (Form 1040) select:
TBD

e ——
ENTERING INTEREST
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Attachment D: How to Prorate

Taxpayers using filing status 3 or 4 may be required to prorate (divide) certain entries on the 1A 1040,
such as taxable SS benefits, federal income tax refunds, estimated federal tax payments, itemized
deductions, etc.

Example A: How a husband and wife would prorate a federal refund (Line 27):

Prior Year Federal refund received during current tax year from a jointly-filed return: $1,000

Husband’s net income on the prior year 1A 1040. $15,000
Wife’s net income on the prior year 1A 1040. $30,000
Total net income (husband and wife) on the prior year IA 1040 $45,000

1. Divide wife’s net income by total income. The result is the percent of total income earned by
the wife: $30,000 + $45,000 = 0.667"° (66.7%)

2. Multiply total refund received by wife’s percentage: $1,000 X 66.7% = $667. This is the
wife’s portion of the refund, reported on line 27 in her column.

3. Subtract to find husband’s portion: $1,000 - $667 = $333. Enter on line 27 in other column.

These two amounts are entered on line 27 of the current year IA 1040.

Example B. Federal estimated tax payment proration (Line 32)

Husband has income of $75,000 that is not subject to federal withholding.

Wife has income of $8,000 that is not subject to federal withholding.

Their total income not subject to federal withholding is $83,000.

Their estimated federal tax payments for this year totaled $18,000.

1. Divide the husband’s income by the total. The result is the percent of income earned by the
husband. $75,000 + $83,000 = 90.36% (90.4%) This is the husband's percentage of income
not subject to federal withholding

2. Multiply $18,000 X 90.4% = $16,272.

This is husband’s portion of the estimated tax payments. Enter on line 32.

3. Subtract to find the wife’s portion ($18,000 - $16,272 = $1,728). Enter on line 32 in the other

column.

!> Round to the nearest one-tenth of a percent. Ex: 66.74% becomes 66.7% and 66.75% becomes 66.8%

PRORATING



Page |60

Attachment E: Calculating Additional Federal Tax Paid (IA Line 33)16

Did the taxpayer have a federal tax liability (line 60) on any federal return filed in the tax year (generally this will
be just the return for the prior tax year, e.g. a filing in 2017 for tax year 2016)?

e NO: Record zero on lowa line 33
e YES: Complete calculation for line 33 amount below (since 1040 was not available at the time this was
prepared line numbers and titles are from TY 2016 return®’). Do one worksheet for each year filed.

1. Total Federal Tax Liability (line 63)

2. Less: First-time homebuyer credit repayment (line 60b)
3. Actual Federal tax liability

4. Less: Federal income tax withheld (line 64)

5. Less: Estimated taxes paid (line 65)

6. Line 3 —line 4 — line 5 = Amount not paid by withholding

or estimated taxes (zero if negative)

IF line 6 is zero, skip lines 7-13

7. Earned Income credit (line 66a)

8. Additional child tax credit (line 67)

9. American opportunity credit (line 68)

10.  Total Federal Credits (sum lines 7 through 9 above)

11. The smaller of line 6 and line 10 above

12. Federal taxes paid for any other year tax year filed (during this tax year)

13.  Total Federal Tax Paid (sum lines 11 and 12 and enter this amount on lowa 1040 L33)

'® See the discussion for Line 33 on page 16
" See prior year versions of this manual for earlier years.

ADDITIONAL TAX PAID
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Attachment F: Tuition and Textbook Credit (Line 44)

Taxpayers who have one or more dependents attending Kindergarten through 12th grade in an
accredited lowa school may take a credit for each dependent for amounts paid for tuition and
textbooks. Dependents must have attended a school in lowa that is accredited under

section 256.11, not operated for a profit, and adheres to the provisions of the U.S. Civil Rights
Act of 1964.

Calculating the Credit
Calculate the proper amount of expenses per dependent and multiply the amount — not to
exceed $1,000 — by 25% (.25).

Keep records of your calculation, showing the name of each dependent, school(s) attended,
and an itemized list of qualifying expenses.

Enter the total allowable credit on line 44.

Example

Students Patty and Mark have qualifying expenses of $1,400 and $700 respectively. Their
parents can take a credit of $250 (25% of $1,000 maximum) for Patty and $175 (25% of $700)
for Mark, for a total credit of $425.

Divorced or separated parents
Only the spouse claiming the dependent can claim the amounts paid by that spouse for tuition
and textbooks for that dependent.

Home schooling
Expenses for textbooks or other items for home schooling, tutoring, or schooling outside an
accredited school do not qualify for the credit.

Married Separate Filers:

This credit must be taken by the spouse claiming the dependent. Any
unused part of this credit cannot be used by the other spouse.

TUITION AND TEXTBOOK CREDIT
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ELIGIBLE & INELIGIBLE EXPENDITURES FOR THE IOWA TUITION AND TEXTBOOK TAX CREDIT

EXPENSE ELIGIBLE EXPENDITURES INELIGIBLE EXPENDITURES
Tuition for any K-12 school that is
accredited. Tuition includes any Any amount for food, lodging, or
charges for the expense of personnel, clothing or amounts paid relating to the
Tuition buildings, equipment, and other teaching of religious tenets, doctrines or

expenses that relate to the teaching of
only those subjects legally and
commonly taught in lowa's public
elementary and secondary schools.

worship; amounts for private instruction,
including home schooling, or tutoring
not paid to a school

Textbooks and
Publications

Textbooks and other instructional
materials used in teaching subjects
legally and commonly taught in lowa's
public elementary and secondary
schools, including those needed for
extracurricular activities (including fees
for required textbooks and supplies);
computers, if required

Yearbooks or annuals; textbook fines

Clothing

Rental or purchase of “non-street”
costumes for a play or special clothing
for a concert not suitable for everyday
wear; rental of prom dresses and
tuxedos

Clothes which can be used for street
wear, such as T-shirts for
extracurricular events; clothing for a
play or concert that is suitable for
everyday wear; purchase of prom
dresses and tuxedos

Driver's Education

Only if paid to the K-12 school

Paid to other than a K-12 school

Dues, Fees and
Admissions

Annual school fees; fees or dues paid
for extracurricular activities ; booster
club dues (for dependent only); fees for
athletics; activity ticket or admission for
K-12 school athletic, academic, music,
or dramatic events and awards
banquets or buffets; fees for a physical
education event such as roller skating;
advanced placement fees if paid to high
school; fees for homecoming, winter
formal, prom, or similar events; fees
required to park at the school and paid
to the school

Sports-related socials; special
education programs like career
conferences; special testing like SAT,
PSAT, ACT and lowa talent search
tests; fees paid to K-12 schools for
college credit or special programs at
colleges and universities; advanced
placement fees if paid to a college or a
university

Materials for
Extracurricular
Activities

Materials for extracurricular activities,
such as sporting events, speech
activities, musical or dramatic events,
awards banquets, homecoming, prom,
and other school-related social events

Class rings

TUITION AND TEXTBOOK CREDIT
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EXPENSE ELIGIBLE EXPENDITURES INELIGIBLE EXPENDITURES
Rental of musical instruments for school
or band; music / instrument lessons at a
school; sheet music used in a school; Purchase of musical instruments
. music books and materials used in (including rent-to-own contracts); music
Music : . -
school bands or orchestras for lessons outside of school; sheet music
maintenance of instruments, including for private use
reeds, strings, picks, grease, and other
consumables
Amounts paid are not allowed if they
Religion relate to teaching of religious tenets,
doctrines, or worship
Football, soccer, and golf shoes; other
shoes with cleats or spikes not suitable | Basketball shoes and other shoes
Shoes . .
for street wear for teams associated suitable for everyday wear
with the school
Supplies for

Industrial Arts,
Home Economics
or Equivalent

Cost of required basic materials for
classes such as shop class, mechanics
class, agricultural class, home
economics class, or equivalent classes

Optional expenditures for materials
used for personal projects of the
dependents or for family benefit

Classes
Fees for transportation to and from Travel expenses for overnight trips
Travel school if paid to the school; fees for field | which involve payment for meals and
trips if the trip is during school hours lodging
Uniforms Band and athletic uniforms | c--emememeee

TUITION AND TEXTBOOK CREDIT
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Attachment G: Additional Information Concerning Health Insurance Premiums

There is some slight difference in terminology between the state and the federal tax return regarding
health insurance, such as long term care insurance for nursing home coverage.

The following information was provided by the lowa Department of Revenue and is intended to provide
additional guidance and remove any confusion. The authority for the information is the lowa
Administrative Code cite of 701 - 40.48

Health insurance premiums deduction. For tax years beginning on or after January 1, 1996, the
amounts paid by a taxpayer for health insurance for the taxpayer, the taxpayer’s spouse, and the
taxpayer's dependents are deductible in computing net income on the lowa return to the extent the
amounts paid were not otherwise deductible in computing adjusted gross income. However, amounts
paid by a taxpayer for health insurance on a pretax basis whereby the portion of the wages of the
taxpayer used to pay health insurance premiums is not included in the taxpayer’s gross wages for
income tax or social security tax purposes are not deductible on the lowa return. In situations where
married taxpayers pay health insurance premiums from a joint checking or other joint account and the
taxpayers are filing separate state returns or separately on the combined return form, the taxpayers
must allocate the deduction between the spouses on the basis of the net income of each spouse to the
combined net income unless one spouse can show that only that spouse’s income was deposited to the
joint account. In circumstances where a taxpayer is self-employed and takes a deduction on the 1996
federal return for 30 percent of the premiums paid for health insurance on the federal return, the
taxpayer would be allowed a deduction on the lowa return for the portion of the health insurance
premiums that was not deducted on the taxpayer’s federal return, including any health insurance
premiums deducted as an itemized medical deduction under Section 213 of the Internal Revenue
Code.

For purposes of the state deduction for health insurance premiums, the same premiums for the same
health insurance or medical insurance coverage qualify for this deduction as would qualify for the
federal medical expense deduction. Thus, premiums paid for contact lens insurance qualify for the
health insurance deduction. Also eligible for the deduction for tax years beginning in the 1996 calendar
year are premiums paid by a taxpayer before the age of 65 for medical care insurance effective after
the age of 65, if the premiums are payable (on a level payment basis) for a period of ten years or more
or until the year the taxpayer attains the age of 65 (but in no case for a period of less than five years).

For tax years beginning on or after January 1, 1997, premiums for long-term health insurance for
nursing home coverage are eligible for this deduction to the extent the premiums for long-term health
care services are eligible for the federal itemized deduction for medical and dental expenses,
irrespective of the limitations set forth in Section 213(d)(10) of the Internal Revenue Code. For
example, a 55-year-old taxpayer who paid $1,050 in premiums for long-term health insurance for
nursing home coverage for the 2004 tax year would be allowed a deduction for lowa purposes for the
entire $1,050, even though the limitation for the federal itemized deduction for medical expenses in
Section 213(d)(10) of the Internal Revenue Code for these premiums for this taxpayer is $980.

Amounts paid under an insurance contract for other than medical care (such as payment for loss of
limb or life or sight) are not deductible, unless the medical charge is stated separately in the contract or
provided in a separate statement.

HEALTH INSURANCE INFO
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Attachment H: Tax Brackets for TY 2017

Some counselors like to have the state tax bracket information at hand while discussing lowa returns.
The 2017 lowa Income Tax Bracket Table is therefore provided below:

Taxable Income
Marginal Of Excess

Over But Not Over Tax Rate Over

SO $1,573 $0.00 + ( 0.36% x S0 )
$1,573 $3,146 $5.66 + ( 0.72% x $1,573 )
$3,146 $6,292 $16.99 + 243% x $3,146 )
$6,292 $14,157 $93.44 + 450% X $6,292 )
$14,157 $23,595 $447.37 + ( 6.12% x $14,157 )
$23,595 $31,460 $1,02498 + ( 6.48% X $23,595 )
$31,460 $47,190 $1,534.63 + ( 6.80% x $31,460 )
$47,190 $70,785 $2,604.27 + ( 7.92% x $47,190 )
§70,785 e $4,472.99 + ( 8.98% X $70,785 )

TAX BRACKETS 2017
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Attachment I: Creating a State Only Return for E-File

The IDR participates in the Federal/State eFile program. The federal and state income tax returns may
be filed simultaneously or as two separate transmissions. A transmission of the state return without
transmitting the federal is called a State Only return. lowa requires copies of relevant federal forms and
schedules, even when filing a State Only return. This may be necessary for individuals who have
already filed a federal return, but no state return has been filed. If this is the case, it will be necessary to
create the entire federal return to match that previously submitted. Another possibility is that federal
filing is not required and they are filing the state only for some other reason. In this case, it will still be
necessary to create a federal return since the entry of data into the federal serves to feed the data to
the state.

Once the state return has been fully completed, one continues through the normal process until the
E-File screen becomes available (see lllustration 12). One need only check the box to Send State
Only.

E File B

Return Type -

Your return is now ready to be eFiled to the IRS.
Please make sure that all information you enter below is comrect.

In order for us to transmit your client's return to the IRS you must complete all Steps in the e-File Process.

CAUTION: Your client's return will not be sent to the IRS unless you complete ALL steps. None of the information is
saved until all information is entered and the "Continue” button below is clicked.

To continue the e-File process, please first select a return type and the form will ask for all required information.

Send State Only
Federal Return Type Please Select ﬂ

ERO Information

Efind#: 369258
EroMame#: Practice Lab

Illustration 12 - Preparing a State Only E-file

STATE ONLY RETURN
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Attachment J: Special Instructions for Injured Spouse Filings
1. Afederal taxpayer may be an “injured spouse” if they file a joint tax return and all or part of their

portion of the overpayment was, or is expected to be, applied (offset) to their spouse’s legally
enforceable past-due federal tax, state income tax, child or spouse support, or a federal nontax
debt, such as a student loan.

2. This discussion deals solely with the filing of An lowa return with an injured spouse. IT DOES
NOT apply to innocent spouse relief:

Innocent Spouse (provided for information only — refer applicable clients to paid preparer)
A client may be allowed innocent spouse relief only if all of the following apply.

They filed a joint return for the applicable year(s).

There is an understated tax on the return(s) that is due to erroneous items of the person
with whom they filed the joint return.

They can show that when they signed the return(s) they did not know and had no
reason to know that the understated tax existed (or the extent to which the understated
tax existed).

Taking into account all the facts and circumstances, it would be unfair to hold them
liable for the understated tax.

3. THE PROBLEM: The IRS provides a special form for an injured spouse (Form 8379) and this
form can be included with the e-filing of the federal joint return. On the other hand, the “injured
spouse” designation is not recognized at all by the State of lowa and special procedures must
be followed to avoid having the State of lowa collect a spouse’s refund for payment of debts.

a.

b.

Debts that may be offset from an lowa refund include:

» taxes owed the State of lowa

* taxes owed the Internal Revenue Service

e unpaid child support

e overpayment of unemployment

« fines owed to counties

e unpaid college aid loans

» food assistance/SNAP overpayment

« ADCI/FIP*® overpayment

e any other debt owed to an lowa state or municipal agency
If a spouse’s refund will be used to pay one of the foregoing debts, the taxpayer and
spouse should consider using the IA 1040, filing status 4, “married filing separate
returns” to prevent the taxpayer’s refund from being applied to the spouse’s debt.
It would be wise to first discuss the matter thoroughly with the taxpayer and spouse to
ensure the state will actually use the spouse’s portion of the refund to pay any or all of
the taxpayer’s debt. Additionally, it may also be appropriate to compute the return for
filing status 2 and filing statuses 3 or 4, since the amount of refund owed the taxpayer(s)
may make one option more financially advantageous.

'8 Family Investment Program (FIP) formerly known as Aid to Dependent Children (ADC)

INJURED SPOUSE
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4. The following is a discussion of the method to prepare returns as the capability exists at the time
this is being prepared. Refer to the footnote 4 above on page 3.

a. Prepare the federal return using the MFJ filing status. If another status is to be used,
this discussion does not apply.

b. Complete the state return and let TS determine the best lowa filing status. Review the
amount of federal and state refund available (or additional amount to be paid) using that
status and make a note of that amount.

c. Begin a second (new) return for one of the two individuals and use the MFS filing status
for the federal return. Do not worry; this federal return will not be filed. Complete an
lowa return for the individual and make note of the amount of refund (or additional tax to
be paid).

d. Begin a third (new) return for the other of the two individuals and use the MFS filing
status for the federal. Once again, this federal return will not be filed. Complete an lowa
return for this individual and make note of the amount of refund (or additional tax to be
paid).

e. Now take the original return and determine the total refund (federal plus state).
f. Determine the total refund (federal plus state) for the second return prepared.
g. Determine the total refund (federal plus state) for the third return prepared.

h. Comparing the results of the three foregoing calculations and discussing with the client
will enable the prepared to select the option that best suits the client.

5. ELECTRONIC FILING: There is an additional complication for the State of lowa returns in TS in
that there is no means whereby the joint federal return can be e-filed along with the two
separate returns (filing status 4) necessary to protect the spouse’s refund from the state. The
usual way of addressing this situation has been to complete the federal return and file that
electronically. The separate state returns for the taxpayer and spouse were then prepared and
can be filed on paper. That procedure can still be used.

6. VERY IMPORTANT: The initial step begins when the federal return is being prepared. Before
starting a return with an injured spouse, ensure that the federal return has the injured party as
the primary taxpayer and not as the spouse. (This was the procedure under TaxWise since a
selection of MFS could be made for one of the joint federal filers. This is not possible at this time
within TS, but it might be a good procedure to file in the anticipation of TS developing the means
to do this filing.

INJURED SPOUSE
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Attachment K: Sample lowa Pension Withholding Form W-4P

owa Department of

|
REVENUE

2017 IAW-4P

Withholding Certificate for Pension of Annuity Payments

https://tax.iowa.gov

Instructions

Eligibility Requirements

Military retirement pay for service in the United States
Armed Forces, the Armed Forces Military Reserve, or the
National Guard is eligible for exemption from lowa
income tax. Only military retirement pay received from
the Defense Finance and Accounting Service (DFAS), or
a similar source is eligible for the exemption.

Railroad Retirement benefits paid by the Railroad
Retirement Board are not taxable on the lowa Return.

If you or your spouse receives a pension, an annuity, a
self-employed retirement plan, deferred compensation,
IRA distribution, or other retirement plan benefits, you
may be eligible for a partial exemption for qualified lowa
residents. To qualify you must be 55 years of age or
older or disabled. If you are a surviving spouse or
survivor of an individual who would have qualified for the
exclusion you may also be eligible for a partial
exemption. To be considered disabled you must be
receiving retirement income on the basis of a
documented disability or you must meet federal or state
criteria for disability. Federal Civil Service annuitants who
want lowa tax withheld from federal pensions should call
the Office of Personnel Management toll free at 888-767-
6738 or e-mail retire@opm.gov.

Withholding Rates

Payers have the option of withholding at a rate of 5%,
using the withholding formula, or using the withholding
tables.

Low-Income Exemption

Taxpayers 65 years of age or older are exempt if:

« You are single and your net income is $24,000 or
less,

« Your filing status is other than single and your total
net income is $32,000 or less. Only one spouse
must be 65 or older to qualify for this exemption.

Note: Pension exclusion and any reportable Social

Security amount must be added to net income for

purposes of determining the low-income exemption.

Taxpayers under 65 are exempt if:

* Your net income is less than $5,000 and you are
claimed as a dependent on another person's lowa
return.

« You are single and your net income is $9,000 or less
and you are not claimed as a dependent on another
person’s lowa return.

« Your filing status is other than single and your total
net income is $13,500 or less.

Claiming No Exemption

lowa income tax will be withheld on the entire amount

of taxable benefits received if this box is checked

below.

Withholding Choices

Unmarried lowa residents may choose to have lowa

tax withheld on the annual taxable amount excluding

up to $6,000. Married taxpayers may exclude up to
$12,000 from the annual taxable amount.

Address

City

State ZIP

lowa Income tax is withheld for lowa residents only.
Are you an lowa resident? Yes (0 No O

| choose not to have lowa income tax withheld from my pension/annuity. ..o ]

Note: If you are an lowa resident and the taxable portion of your annual distribution is greater than $6,000
($12,000 married lowa filers), lowa tax must be withheld if federal tax is being withheld unless you qualify for the

low-income exemption. See Eligibility Requirements above.

| choose to have lowa income tax withheld from my pension/annuity at a rate of 5% (or based on the withholding

formula if the payer so chooses). Select one of the following:

» claiming no exemption (S8 INStIUCHONS) .......cviiiiii i a
» excluding $6,000 in benefits aCH YEaT. ..o O
» excluding $12,000 in benefits each year (married — status 2, 3, 0r 4) ... O
Additional amount, if any, to be withheld from each benefit payment (whole dollars): $, .00

Signature:

Date:

Where to Send the |1A W-4P

Return the completed form to the person who handles your pension/retirement check, or, if planning to retire, your
current payroll officer. If you are a federal employee, return it to the Office of Personnel Management.

44-020 (07/26/16)

PENSION WITHHOLDING
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Attachment L: Requesting a copy of a filed lowa Tax return

Taxpayers may request a copy of a filed lowa return by completing and submitting an lowa Form 4506.
Should a return or payment have been submitted through the eFile & Pay system at www.iowa.gov.tax,
one may view or print returns and payments there. On the eFile & Pay “Main Menu” screen, click on the
View “e” History link(s).

lowa Department of Revenue

£y www.iowa.gov/tax IA 4506 Request for Copy of Tax Return
LS

Note: View or print returns and payments filed through the eFile & Pay system at
www.iowa.qovitax. On the eFile & Pay "Main Menu” screen, click on the View "e" History link(s).

Instructions:
+ Use this form to request copies of lowa returns.
« Submit a separate request for each type of tax return.
« If you are not the taxpayer, please enclose proof of authorization to receive a copy
of the return(s) requested. We need:
o an lowa power of attorney (form 1A2848), or
o if the taxpayer is deceased, proof that you are authorized to represent the decedent.

Note:
+ Requests received without a signature or date will be returned.
« Contact the IRS at 1-800-829-1040 for federal returns.
+ \We may be unable to provide copies of individual income returns more than three years old.
« We will provide a copy of a return and any supporting schedules attached to the return on
which entries were made. We will not copy a page containing only instructions.

Name(s) and address as shown on return:

IMailing address for copy(s): (if different from address above)

Copies of Returns Requested:
Tax Type (one per form) Tax |D or Permit Number Tax Periods

Fee is §5 for each tax return. Number of returns requested: ___~~~ x$5 = |§ .00

Note: Do not send cash. Make check payable to: Treasurer, State of lowa

Payment must accompany this request. Requests received without payment will be returned to the
sender. When you pay by check, you authorize the Department to convert your check to a one-time
electronic banking transaction.

Signature of Taxpayer or Requester: Date
If signed by someone other than taxpayer, authorization is required. See instructions.
Daytime Phone

Mail completed form and check to:
Request for Copy
lowa Department of Revenue

P.O. Box 10413 |
Des Moines |A 50306-0413

B5-504 (0H08/14)

REQUESTING COPY OF FILED RETURN



Attachment M: Answers to Exercises

Practical Exercise 1

SaAM'S PENSION ... e ettt e e e e e e e e e e e e e e e e e eaaaeaees $15,000
LOIS" PENSION......cciiiiiiiiiteie et e e e e eeaaeas $5,000
TOtal PENSION ... e e e e e e e e e e e $20,000

Determine Sam'’s pension to total pension:
15,000/20,000 = 0.750 (75.0%)
Sam will receive 75.0% of the total exclusion amount and Lois will get 25.0%. If both spouses
have pension income, and both meet the eligibility requirements, the exclusion of up to $12,000
is prorated (see on page 57) in the ratio that each spouse’s individual pension relates to the

total pension received by both parties.
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Sam will therefore receive 75.0% of the total exclusion amount; Lois receives 25.0% of the total

exclusion amount.
Sam:
Lois:

Practical Exercise 2

75.0% x $12,000 =
25.0% x $12,000 =

The amounts to be entered on the current year tax form are:

LiINE 27 COI B..ioviieeeeeeeee e
LINE 27 COl Ao

Practical Exercise 3

$384

=12000 / 30000 x 960

=960 - 384

lowa line 27 is used to report the amount of federal tax refunded. The refund is $250; however, all of
the refund is attributable to refundable credits (line 61 is zero). Therefore line 27 is $0.

The entry on line 33 should be $500. The calculation follows. Refer to Attachment E: Calculating
Additional Federal Tax Paid (IA Line 33) on page 60:

1 500 500
2 0 0

3 0 250

4 500 10 500

5 250 11 0

6 0 12 500 (to L33)

Practical Exercise 4

Line 27 ( Fed refund received)

Line 33 (Add'l federal tax paid)

Filing Year $200 $0

First Prior year $0 $400

Second Prior Year $500 $0

Total (Enter on 2014 |IA 1040) $700 $400

Practical Exercise 5
1. Enter the annual registration fee Paid............coooiiiiiiiiii e $205
2. Take the weight of your vehicle and divide it by 250 (rounded) .............eiiieiiiiiiiiiiiiiie e $13
3. Subtract line 2 from line 1. This is the deductible amount.............ccoooooiii i, $192

EXERCVISE ANSWERS
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Attachment N: The Wynne Decision - out-of-state tax credit

The Wynne Decision

Recently the United States Supreme Court issued a ruling in the case of Comptroller of the Treasury of
Maryland v. Wynne, 135 S. Ct. 1787 (May18, 2015). The State of Maryland imposes both a state
income tax and a county income tax on its residents. Maryland allowed a credit for tax paid to another
state to be applied to any state income tax liability. However, the state did not allow that same out-of-
state tax credit to be applied to any county tax liability. The Court found that this practice could lead to
double taxation. As a result, Maryland is changing its practice and refunding money to taxpayers whose
out-of-state tax credits were not properly applied to any county income tax liability.

How does this apply to lowans?

While lowa does not allow counties to impose a separate, local income tax, it does allow school districts
to impose a local “instructional support income surtax” (“the surtax”) upon residents of the district. lowa
counties are also allowed to impose an “emergency medical services (EMS) income surtax” (“the
surtax”). The surtax is based upon the amount of lowa state income tax a taxpayer owes. Like
Maryland, lowa allows a credit for tax paid to another state. The lowa Department of Revenue’s (“the
Department”) previous practice was to calculate the surtax prior to applying the out-of-state tax credit.
This produced a similar result to Maryland’s; that is, lowa’s out-of-state tax credit was only being
applied to state income tax liability, not local tax (surtax) liability. Because this practice is inconsistent
with the Supreme Court ruling, the Department must change its practice. The result is that the out-of-
state tax credit calculated on form IA 130 must be applied prior to other nonrefundable lowa tax credits
and before calculation of any school district surtax or EMS surtax.

Who is entitled to a tax refund?

Any lowa resident who has paid taxes on income earned in any other state, a local jurisdiction of any
other state, the District of Columbia, or a foreign country may be eligible for a refund.

The decision has no impact on lowa residents who earned only wages or salaries in lllinois, as this
state has a reciprocal arrangement with lowa and doesn’t require these lowans to also file or pay
income taxes in lllinois.

What if | live in lowa, but work in a state other than lowa or lllinois? Taxpayers who live in lowa and
earn wages or salaries in another state, other than lllinois, must file income tax returns with both states.
Any lowa resident who worked in and paid taxes to another state, other than lllinois, may be entitled to
a refund for these tax years.

What if | live in lowa, but receive income from another state, other than wages or salaries? Taxpayers,
who live in lowa and receive income, other than wages or salaries, from another state, including lllinois,
must file income tax returns with both states. Any lowa resident who paid taxes in another state may be
entitled to a refund for these tax years.

How do | obtain a refund?

To obtain a refund you will need to file amended tax returns for each applicable year. You may use the
lowa 1040X form for any of those years, but you will need to submit a separate return for each year.

As stated earlier, you must apply the out-of-state tax credit prior to any other nonrefundable lowa tax
credits and before calculation of any school district surtax or EMS surtax. This means on the IA 1040X,
the out-of-state tax credit calculated on form IA 130 should be entered on line 17. You may want to
have a tax preparer or attorney assist you in completing the forms.

For more information, please review the following Frequently Asked Questions (FAQSs):

FAQs

Q: What did the Supreme Court decide in this case?

A: Maryland’s personal income tax on state residents consists of a state income tax and a local tax.
Residents who pay income tax to another state were allowed a credit against the state income tax, but
not against the local tax. The Supreme Court determined this taxing scheme was unconstitutional
because it discriminated in favor of intrastate over interstate economic activity in violation of the

WYNNE DECISION
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dormant Commerce Clause. The Court found this inherently discriminatory as it operates as an
impermissible tariff against residents who earn income in interstate commerce
Q: How are lowans affected by this decision?
A: Residents of lowa who paid income tax in another state and who reside in a school district with
income surtax or a county with an EMS surtax may be impacted by this decision. Also impacted are
lowans who paid income taxes to local jurisdictions in other states.
Q: Will I be able to claim a credit for income taxes paid to local jurisdictions in other states?
A: Yes. Follow the instructions on form IA 130 to claim credit for income taxes paid to other states and
to local jurisdictions in other states.
Q: How can | claim a refund?
A: For years within the statute of limitations, you may request a refund in the following ways:

e |f you have already filed lowa individual income tax returns, file a separate form IA 1040X for

each year you are claiming a refund.

¢ If you have not yet filed an lowa individual income tax return, file form 1A 1040 for each year.
Don’t forget:
You must indicate the tax year on the top of each 1A 1040X.
A completed, signed copy of the income tax return filed in the other state, a local jurisdiction in another
state, or foreign country must also be attached.
If you are claiming credit for taxes paid in more than one state, a separate form IA 130 must be
completed for each state.

Q: Will the lowa Department of Revenue issue refunds automatically?

A: No. You must file a return for each year for which you are requesting a refund.

Q: How far back can I file a claim for refund?

A: Amended returns must be filed within the normal three (3) year statute of limitations.

Q: When can | expect to receive my refund?

A: The Department will process claims for refunds as soon as possible. All claims will be processed in
the order received.

Preparing Returns for TY 2013, or 2014

The following procedures are only applicable for the locations wherein the site coordinator has
specifically authorized the preparation or amendment of returns for the aforementioned years and that
include the out-of-state tax credit'®. You may want to refer the client to a paid preparer to assist in
completing the returns.

Clients who have previously submitted a tax return and who calculated an out-of-state tax credit may
find it beneficial to submit an amendment to those returns. In this case, the out-of-state tax credit should
be entered on line 17 of the IA 1040X. Once again, a scratch pad or override may be necessary to
accomplish this.

9 The affected returns are those that involve the School District Surtax or the EMS surtax. Also affected are
lowans who paid income taxes to local jurisdictions in other states.

WYNNE DECISION
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Attachment O: Marginal Tax Rates for 2017

One of the most common misunderstandings encountered when dealing with income taxes is the concept
of marginal tax brackets, and how they are used to calculate your income tax.

Marginal tax brackets are a progressive tax bracket system, which means that the effective tax rate
increases as taxable income increases. Marginal tax brackets are used to calculate your federal income
tax, as well as lowa state income taxes.

In the media and everyday conversation, you may often hear references to somebody’s “tax bracket” —
for example, “Most full-time employees are in the 25% tax bracket”. This language can help create the
false impression that individuals “in the 25% tax bracket” actually pay a full 25% of their income in
taxes. This is not true, as we will soon see. Due to the nature of marginal income tax brackets, the actual
amount of tax dollars paid by an individual in the top half of the 25% tax bracket is closer to 18% of
their total income.

A marginal income tax means that the actual tax collected on each dollar you earn depends on the total
amount you have earned between the first day of the tax year and the moment you earned that dollar.

Some counselors may find the following lowa marginal rates useful when discussing taxes.

Tax Bracket Tax Bracket Marginal Tax
(Single) (Couple) Rate
$0+ $0+ 0.36%
$1,539+ $1,539+ 0.72%
$3,078+ $3,078+ 2.43%
$6,156+ $6,156+ 4.50%
$13,851+ $13,851+ 6.12%
$23,085+ $23,085+ 6.48%
$30,780+ $30,780+ 6.80%
$46,170+ $46,170+ 7.92%
$69,255+ $69,255+ 8.98%

TAX BRACKETS 2017
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