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HELPFUL TIPS FOR OUT OF SCOPE TOPICS ON 

2014 IRS BASIC CERTIFICATION EXAM 
(Out Of Scope For Savefirst Basic Volunteer Preparation At Site) 

 
Some topics on the IRS’s VITA Volunteer Basic Certification will remain out of scope for SaveFirst Basic 

volunteers.  
 

The certification exam is open-book and open-note. You should consult the information below to aid you in 
responding to questions and scenarios in the IRS Basic Certification exam.  

 
As a reminder, a SaveFirst Intermediate or Advanced certified volunteer or Impact Alabama Staff member will 

prepare the topics below at the SaveFirst tax sites. 
 
 

RETIREMENT INCOME: IRAS AND PENSIONS 
Taxpayers who received income during the tax year from a retirement account (IRA, pension, etc.) will 
receive a Form 1099-R to report on their tax return. Most taxpayers receive this after they retire, but some 
taxpayers may have made an early withdrawal from a retirement account.  
 
How to enter into TaxWise: 
Enter all information in TaxWise exactly as it appears on the taxpayer’s 1099-R. 
 

! From Form 1040, link from Line 16 Pension to a Form 1099-R 
! Enter the following information (if provided on the taxpayer’s 1099-R form) into the 1099-R on 

TaxWise 
• Gross Distribution 
• Taxable Amount 
• Boxes in line 2b (check in TaxWise if checked on taxpayer form) 

• Taxable Amount Not Determined  
• Total Distribution 

• Federal Income Tax Withheld 
• Distribution Code(s) 
• Total Employee Contributions 

! Check on the 1040 in TaxWise to make sure that the amount pulled through to Line 16. 
 
Form W4-P: Withholding Certificate for Pension or Annuity Payments. The form allows taxpayers to tell 
payers the correct amount of federal income tax to withhold from payments.  
 
Additional Tax on IRAs, Other Qualified Retirement Plans, etc. can be found in the Other Taxes section of 
the Form 1040, Page 2 on Line 59. A taxpayer who makes an early withdrawal from a 401(k) may have 
an additional tax penalty that will appear here. 
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Practice Exercise 1: Sarah Brown 
 
Sarah Brown is single with no dependents. In December 2013, she lost her job. Since she was unemployed, 
Sarah cashed in her 401(k) savings from her previous employer and used the money for household 
expenses. She received the following 1099-R. Since she is before retirement age, this is considered an early 
distribution, indicated by the Code 1 in Box 7 of the 1099-R. Sarah does not qualify for any exception to 
the additional tax on early distributions.  
 
Enter the basic taxpayer information into TaxWise and create the 1099-R for Sarah. 
 

 
 
 
Practice Questions for Exercise 1 Sarah Brown Scenario: 
1.1) What is the amount that appears on Form 1040 Line 16b Taxable Amount? _______ 
1.2) What is the amount of Total Earned Income on Form 1040 page 1? _____ 
1.3) What is the amount of Total Income on Form 1040 Line 22? ________ 
1.4) What is the amount of additional tax on IRAs, other qualified retirement plans, etc. on Form 1040 

Line 59? _____ 
1.5) What is the amount of Federal income tax withheld on Form 1040 Line 64? ______ 
1.6) Sarah must pay a 10% additional tax on the distribution from her 401(k) because she is under 59 

½ years old and does not qualify for an exception. 
Circle one:   True  or  False 

 
Additional Practice Exercise for 1099-R Review: 
2.1) Sarah’s sister, Kerry, receives an annual distribution from her retirement account but does not have 

any tax withheld so she always has a balance due every year. Kerry can submit a Form W4-P to 
have tax withheld on her pension. 
Circle one:   True  or  False 
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ENTERING INTO TAXWISE: 

 
Form 1040 "  Line 16 "  Link to Form 1099-R 
Enter information into 1099-R in TaxWise exactly as it appears on the taxpayer’s 1099-R form. 
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ITEMIZED DEDUCTIONS 
 
The following items are eligible as part of an itemized deduction. You should include these on the taxpayer’s 
return if they choose to itemize. 

• Unreimbursed doctor bills for the taxpayer, spouse, and dependents 
• Unreimbursed prescription drugs for the taxpayer, spouse, and dependents 
• Donations to a church or eligible nonprofit 
• The fair market value (FMV) of non-cash items donated to charity 
• Home mortgage interest from a Form 1098 
• Real estate taxes from a Form 1098 

 
The following items are not eligible as part of an itemized deduction. You cannot include these on the tax 
return if a taxpayer chooses to itemize. 

• Medical expenses that have already been reimbursed 
• Donations to political candidates 
• Homeowner’s insurance 

 
 

HIGHER EDUCATION EXPENSES:  
EDUCATION CREDITS AND TUITION & FEES DEDUCTION 

Taxpayers with higher education expenses (POST-high school only) may be eligible for either a deduction of 
their tuition and fees or one of two education credits.  

• A taxpayer may only claim one of these tax benefits (Lifetime Learning Credit or American 
Opportunity Credit) 

• Only out-of-pocket expenses can be claimed as eligible expenses.  
o Amounts paid with scholarships and grants are not eligible expenses (since the taxpayer is 

not actually paying those expenses). 
o Expenses paid with loans or savings do count as out-of-pocket expenses. 

• Room and board are not eligible expenses for any of these benefits 
• If not required for course enrollment, a parking permit is not an eligible expense for any of these 

benefits 

American Opportunity Credit Lifetime Learning Credit 

Up to $2,500 credit per eligible student Up to $2,000 credit per return 

Available for the 1st 4 years of college Available for all years 

Student must be pursuing a degree or 
recognized education credential 

Student does not need to be pursuing 
a degree or credential 

Student must be enrolled at least half time Available for one or more courses 

No felony drug conviction on student’s 
record 

Felony drug conviction does not 
factor 

Expenses include tuition, fees, and required 
course materials (includes required books) 

Expenses include only tuition and fees 
(no books) 
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Practice Exercise 2: Marsha Brady Scenario 
 
Interview Notes 

• Marsha is single and employed as a clerk. 
• Marsha earned $35,000 in wages, and had no other income. 
• In 2014, she took a computer class at the community college to improve her job skills. 
• She has receipts showing she paid $1,250 for tuition, $250 for a course book, and $75 for a 

parking permit. Marsha paid all expenses from her savings. She did not receive any assistance or 
reimbursement. She received a Form 1098-T showing $1,250 in box 1. 

• She ordered her course book from an online bookseller.  
• The parking permit was not a requirement of enrollment. 
• Marsha does not have enough deductions to itemize. 
• Marsha is a U.S. citizen with a valid social security number. 

 
Practice Exercise 2: Marsha Brady Scenario Questions 
 
2.1) Which education benefit is Marsha eligible to take? 

a . American opportunity credit  
b . Lifetime learning credit  
c . Both the American opportunity credit and lifetime learning credit 
d. She does not qualify for any education benefit 

 
 
2.2) Which of the following are Marsha’s qualified educational expenses for  

the lifetime learning credit? 
a . $1,250 in tuition  
b . $250 for course book  
c . $75 parking permit  
d . $1,500 for tuition and course book 
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Practice Exercise 3: Ewan McGregor Scenario 
 
Interview Notes 
 

• Ewan McGregor’s wife moved out in 2013. Ewan will not file a joint return with his wife. 
• Ewan has paid all the costs of keeping up the home. His son, Carl, did not work and provided less 

than 50% of his own support. 
• Ewan has never taken a distribution from a retirement account and is not a student. 
• In 2014, Carl was a first year student at Brown College, an eligible educational institution. He is 

pursuing a degree in Computer Science. Carl used the proceeds of a student loan to purchase 
course-related books for $1,500, pay $9,000 for room and board, and pay the $1,000 tuition not 
covered by his scholarship. Carl does not have a felony drug conviction. 

• Carl lived in a dorm on campus during the school year. Carl lived with Ewan before he started 
attending college and during school breaks. 

• The terms of Carl’s scholarship state that it must be used to pay qualified tuition. 
• Ewan wants to know if he has enough deductions to itemize. He gives you receipts and statements 

for the following items he would like to deduct: 
o Unreimbursed doctor bills for Ewan: $600 
o Unreimbursed prescription drugs: $1,100 
o A statement received through his church showing donations made throughout the year 

totaling $1,450    
o Receipt for donation of furniture in good, used condition to Goodwill. The estimated fair 

market value is $270 
o Online receipt for a $150 donation to the local candidate for governor 
o Ewan paid $1,400 for homeowner’s insurance 
o Home mortgage interest (on Form 1098) 
o Real estate taxes (on Form 1098) 

• Ewan is repaying a student loan from his technical school education. The loan was for qualified 
education expenses at an eligible institution. 

• Ewan and Carl were covered all year under a health care plan through Ewan’s employer. 
• Ewan did not itemize deductions last year. 
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First, enter the taxpayer information in the Interview section; answer questions on the Schedule EIC and 
Dependents worksheet; and enter all income from Ewan during the year. 

 
Carl’s Higher Education Expenses: 
 

• Since Carl is Ewan’s Qualifying Child, Ewan can claim the educational expenses paid for Carl at 
Brown College.  

• Carl is attending an eligible institution, is enrolled at least half-time, is in his first year of college, is 
pursuing a degree, and does not have a felony conviction. Thus, Ewan can claim the American 
Opportunity Credit for Carl’s qualifying expenses. 

 
Which of Carl’s expenses are qualifying expenses for the American Opportunity Credit? 
 

• Course-Related Books: $1,500     
 

• Room and Board: $9,000     
 

• Tuition and Fees from Form 1098-T: $6,000 
o Carl received scholarship or grant money. You must subtract the scholarship/grant amount 

from the tuition and fees amount to determine how much was paid out of pocket. 
o $6,000 - $5,000 = $1,000 
o Out of Pocket Tuition and Fees: $1,000 qualifying expense for Education Credit      

 
Add up Carl’s total qualified expenses for the American Opportunity Credit: _____ 
 
Entering Information for American Opportunity Credit into TaxWise: 
 
Link from 1040 Page 2, Line 50 Education Credits "  Form 8863 
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Go to Page 2 of the 8863 and complete the student and educational institution information from the 
1098-T, as shown below. 

 
Answer questions 23 through 26. In Line 27, enter the total qualified expenses (as we calculated above 
in our notes.) TaxWise will now calculate everything else automatically. 
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Return to the 1040 Page 2 and see where TaxWise calculated the Nonrefundable portion of the 
Education credit on Line 50.  
 

And then scroll down to see the refundable portion of the education credit in the Payments section of 
the 1040 Page 2 on Line 68. 

 
Ewan is also paying a student loan for qualified education expenses at an eligible institution, found on 
his 1098-E. This amount can be taken as an adjustment to income 
 
Link From 1040 Pg. 1, Line 33 Student loan interest deduction "  1040 Wkt2 
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In the first section, Student Loan Interest (Postsecondary Education), enter $800 (from box 1 of Ewan’s 
1098-E) on line 1 in the Taxpayer column. 
 

 
Return to the Form 1040 Pg 1 and scroll down to line 33 to see the student loan interest adjustment on 
line 33. 
 

 
 
 
 
Now, let’s enter Ewan’s Itemized Deductions. 
 
Which of the following can Ewan itemize? 

• Unreimbursed doctor bills for Ewan: $600 
• Unreimbursed prescription drugs: $1,100 
• A statement received through his church showing donations made throughout the year totaling 

$1,450    
• Receipt for donation of furniture in good, used condition to Goodwill. The estimated fair market 

value is $270 
• Online receipt for a $150 donation to the local candidate for governor 
• Ewan paid $1,400 for homeowner’s insurance 
• Mortgage Interest from Form 1098: $6,552 
• Real estate taxes from Form 1098: $1,954 
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To Enter Itemization in TaxWise, go to “A Detail” on the left-hand navigator.  
 
Here you will enter qualified medical expenses. 

 
 
Then scroll down to enter qualified charitable cash contributions. 
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Then scroll down further to enter qualified NON-cash contributions (in the Other Than Cash 
Contributions section) 
 

 
Now, go to “Sch A” on the left-hand navigator.  
 
 
Here, we will enter real estate taxes from Form 1098. Scroll to the “Taxes You Paid” section and enter 
on line 6.! 
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Now, scroll down to the “Interest You Paid” section, and enter home mortgage interest from Form 1098 
on line 10. 

 
 
 
 
Exercise 3 Questions for Ewan McGregor Scenario 
 
3.1) What is Ewan’s total tax deduction on Schedule A, line 9? $______ 
 
3.2) What is Ewan’s total deduction for charitable contributions on Schedule A, line 19? $________. 
 
3.3) To compute the American opportunity credit, which of Carl’s following expenses qualify? 
 a . Tuition and fees paid by the scholarship  
 b . Room and board  
 c . Course-related books  
 d . All of the above 
 
3.4)    What is the amount of Evan’s student loan interest deduction from Form 1040, page 1? $________ 


