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 i  •  Course Information

INDIVIDUAL INCOME TAX: FIGURING YOUR 
TAXES AND CREDITS

7KLV�FRXUVH�FRYHUV�KRZ�WR�¿JXUH�\RXU�WD[�DQG�KRZ�WR�¿JXUH�WKH�WD[�RI�FHUWDLQ�FKLOGUHQ�ZKR�KDYH�XQHDUQHG�
LQFRPH��,W�DOVR�GLVFXVVHV�WD[�FUHGLWV�WKDW��XQOLNH�GHGXFWLRQV��DUH�VXEWUDFWHG�GLUHFWO\�IURP�\RXU�WD[�� 

LEARNING ASSIGNMENTS AND OBJECTIVES 

As a result of studying each assignment, you should be able to meet the objectives listed below each 
individual assignment.

SUBJECTS

How to Figure Your Tax
Tax on Unearned Income of Certain Children
Child and Dependent Care Credit
Credit for the Elderly or the Disabled
Child Tax Credit/Credit for Other Dependents
Education Credits
Earned Income Credit (EIC)
Premium Tax Credit (PTC)
Other Credits

6WXG\�WKH�FRXUVH�PDWHULDOV�IURP�SDJHV���WR���
&RPSOHWH�WKH�UHYLHZ�TXHVWLRQV�DW�WKH�HQG�RI�HDFK�FKDSWHU
$QVZHU�WKH�H[DP�TXHVWLRQV���WR���

Objectives:

• 5HFRJQL]H�YDULRXV�DOWHUQDWLYH�PLQLPXP�WD[�DGMXVWPHQWV�DQG�SUHIHUHQFH�LWHPV
• 5HFDOO�WKH�UXOHV�UHODWHG�WR�WKH�WD[�RQ�XQHDUQHG�LQFRPH�RI�FHUWDLQ�FKLOGUHQ
• 5HFDOO�KRZ�WR�¿JXUH�WKH�FKLOG�DQG�GHSHQGHQW�FDUH�FUHGLW
• ,GHQWLI\�ZKR�TXDOL¿HV�WR�WDNH�WKH�FUHGLW�IRU�WKH�HOGHUO\�RU�GLVDEOHG
• 5HFDOO�WKH�OLPLWV�RI�WKH�FKLOG�WD[�FUHGLW�
• ,GHQWLI\�WKH�UHTXLUHPHQWV�IRU�DQG�EHQH¿WV�RI�WKH�$PHULFDQ�RSSRUWXQLW\�FUHGLW�DQG�WKH�OLIHWLPH�OHDUQLQJ�
FUHGLW�

• 5HFDOO�WKH�OLPLW�RI�LQYHVWPHQW�LQFRPH�WR�TXDOLI\�IRU�WKH�HDUQHG�LQFRPH�FUHGLW�
• 5HFRJQL]H�ZKR�LV�HOLJLEOH�WR�FODLP�WKH�SUHPLXP�WD[�FUHGLW�
• ,GHQWLI\�YDULRXV�QRQUHIXQGDEOH�DQG�UHIXQGDEOH�FUHGLWV�DYDLODEOH�IRU�LQFRPH�WD[�SXUSRVHV
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NOTICE

$OO�UHIHUHQFHV�WR�,56�IRUPV�DQG�OLQH�QXPEHUV�WKURXJKRXW�WKLV�FRXUVH�DUH�EDVHG�RQ�SULRU�\HDU�RU�
GUDIW�IRUPV�DYDLODEOH�IURP�WKH�,56�LQ�ODWH�������7KHUH�LV�D�SRVVLELOLW\�VRPH�RI�WKHVH�UHIHUHQFHV�
ZLOO�FKDQJH�.

/LPLW�RI�/LDELOLW\�'LVFODLPHU�RI�:DUUDQW\��:KLOH�WKH�SXEOLVKHU�DQG�DXWKRU�KDYH�XVHG�WKHLU�EHVW�
HIIRUWV�LQ�SUHSDULQJ�WKLV�ERRN��WKH\�PDNH�QR�UHSUHVHQWDWLRQV�RU�ZDUUDQWLHV�ZLWK�UHVSHFW�WR�WKH�
DFFXUDF\�RU�FRPSOHWHQHVV�RI�WKH�FRQWHQWV�RI�WKLV�ERRN�DQG�VSHFL¿FDOO\�GLVFODLP�DQ\�LPSOLHG�
ZDUUDQWLHV�RU�PHUFKDQWDELOLW\�RU�¿WQHVV�IRU�D�SDUWLFXODU�SXUSRVH��1R�ZDUUDQW\�PD\�EH�FUHDWHG�
RU�H[WHQGHG�E\�VDOHV�UHSUHVHQWDWLYHV�RU�ZULWWHQ�VDOHV�PDWHULDOV��7KH�DGYLFH�DQG�VWUDWHJLHV�
FRQWDLQHG�KHUHLQ�PD\�QRW�EH�VXLWDEOH�IRU�\RXU�VLWXDWLRQ��<RX�VKRXOG�FRQVXOW�ZLWK�D�SURIHVVLRQDO�
ZKHUH�DSSURSULDWH��1HLWKHU�WKH�SXEOLVKHU�QRU�DXWKRU�VKDOO�EH�OLDEOH�IRU�DQ\�ORVV�RI�SUR¿W�RU�DQ\�
RWKHU�FRPPHUFLDO�GDPDJHV��LQFOXGLQJ�EXW�QRW�OLPLWHG�WR�VSHFLDO��LQFLGHQWDO��FRQVHTXHQWLDO��RU�
RWKHU�GDPDJHV�

7KH�(QG�8VHU�VKDOO�EH�SHUPLWWHG�WR�XVH�WKH�/LFHQVHG�&RQWHQW�IRU�LQWHUQDO�SXUSRVHV�RQO\�DQG�
QRW�IRU�UHVDOH�RU�GLVWULEXWLRQ��7KH�/LFHQVHG�&RQWHQW�LV�SURYLGHG�RQ�DQ�³DV�LV´�EDVLV�DQG�ZLWK-
RXW�DQ\�ZDUUDQWLHV�RI�DQ\�NLQG��H[SUHVV�RU�LPSOLHG��&&+�,1&25325$7('�$1'�,76�/,&(1-
6256�$1'�$)),/,$7(6�',6&/$,0�$//�:$55$17,(6�:,7+�5(63(&7�72�7+(�/,&(16('�
&217(17��(;35(66�25�,03/,('��,1&/8',1*�%87�127�/,0,7('�72��:$55$17,(6�
2)�0(5&+$17$%,/,7<��),71(66�)25�$�3$57,&8/$5�385326(��121�,1)5,1*(0(17��
7,7/(��48,(7�(1-2<0(17�$1'�,1)250$7,21�&203/(7(1(66��&855(1&<�25�$&-
&85$&<�

(QG�8VHU�DVVXPHV�DOO�UHVSRQVLELOLWLHV�DQG�REOLJDWLRQV�ZLWK�UHVSHFW�WR�WKH�VHOHFWLRQ�RI�WKH�/L-
FHQVHG�&RQWHQW�WR�DFKLHYH�(QG�8VHU¶V�LQWHQGHG�UHVXOWV��(QG�8VHU�DVVXPHV�DOO�UHVSRQVLELOLWLHV�
DQG�REOLJDWLRQV�ZLWK�UHVSHFW�WR�DQ\�GHFLVLRQ�RU�DGYLFH�PDGH�RU�JLYHQ�DV�D�UHVXOW�RI�WKH�XVH�RU�
DSSOLFDWLRQ�RI�WKH�/LFHQVHG�&RQWHQW��&&+�DQG�LWV�OLFHQVRUV�DQG�DI¿OLDWHV�DUH�QRW�HQJDJHG�LQ�WKH�
UHQGHULQJ�RI�OHJDO��DFFRXQWLQJ��WD[�RU�RWKHU�SURIHVVLRQDO�DGYLFH�RU�VHUYLFHV��,I�OHJDO��DFFRXQWLQJ��
WD[�RU�RWKHU�H[SHUW�DVVLVWDQFH�LV�UHTXLUHG��WKH�VHUYLFHV�RI�D�FRPSHWHQW�SURIHVVLRQDO�VKRXOG�EH�
VRXJKW�

7KLV�FRXUVH�LV�VROG�ZLWK�WKH�XQGHUVWDQGLQJ�WKDW�WKH�SXEOLVKHU�LV�QRW�HQJDJHG�LQ�UHQGHULQJ�OHJDO��
DFFRXQWLQJ��RU�RWKHU�SURIHVVLRQDO�DGYLFH�DQG�DVVXPHV�QR�OLDELOLW\�ZKDWVRHYHU�LQ�FRQQHFWLRQ�
ZLWK�LWV�XVH��6LQFH�ODZV�DUH�FRQVWDQWO\�FKDQJLQJ��DQG�DUH�VXEMHFW�WR�GLIIHULQJ�LQWHUSUHWDWLRQV��ZH�
XUJH�\RX�WR�GR�DGGLWLRQDO�UHVHDUFK�DQG�FRQVXOW�DSSURSULDWH�H[SHUWV�EHIRUH�UHO\LQJ�RQ�WKH�LQIRU-
PDWLRQ�FRQWDLQHG�LQ�WKLV�FRXUVH�WR�UHQGHU�SURIHVVLRQDO�DGYLFH�

��3DFL¿F�&3(��/3�����

3URJUDP�SXEOLFDWLRQ�GDWH���������
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EXAM OUTLINE

• TEST FORMAT: 7KH�¿QDO�H[DP�IRU�WKLV�FRXUVH�FRQVLVWV�RI����PXOWLSOH�FKRLFH�TXHVWLRQV�
DQG�LV�EDVHG�VSHFL¿FDOO\�RQ�WKH�LQIRUPDWLRQ�FRYHUHG�LQ�WKH�FRXUVH�PDWHULDOV�

• $&&(66�),1$/�(;$0��/RJ�LQ�WR�\RXU�DFFRXQW�DQG�FOLFN�7DNH�([DP��$�FRS\�RI�WKH�¿QDO�
H[DP�LV�SURYLGHG�DW�WKH�HQG�RI�WKHVH�FRXUVH�PDWHULDOV�IRU�\RXU�FRQYHQLHQFH��KRZHYHU�\RX�
PXVW�VXEPLW�\RXU�DQVZHUV�RQOLQH�WR�UHFHLYH�FUHGLW�IRU�WKH�FRXUVH�

• /,&(16(�5(1(:$/�,1)250$7,21��7KLV�FRXUVH�TXDOL¿HV�IRU���&3(�KRXUV�

• PROCESSING: <RX� ZLOO� UHFHLYH� WKH� VFRUH� IRU� \RXU� ¿QDO� H[DP� LPPHGLDWHO\� DIWHU� LW� LV�
VXEPLWWHG��$�VFRUH�RI�����RU�EHWWHU�LV�UHTXLUHG�WR�SDVV��

• &(57,),&$7(�2)�&203/(7,21��:LOO� EH� DYDLODEOH� LQ� \RXU� DFFRXQW� WR� YLHZ� RQOLQH� RU�
SULQW��,I�\RX�GR�QRW�SDVV�DQ�H[DP��LW�FDQ�EH�UHWDNHQ�IUHH�RI�FKDUJH�
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CHAPTER 1: HOW TO FIGURE YOUR TAX

Chapter Objective
After completing this chapter, you should be able to:

• 5HFRJQL]H�YDULRXV�DOWHUQDWLYH�PLQLPXP�WD[�DGMXVWPHQWV�DQG�SUHIHUHQFH�LWHPV�

I. INTRODUCTION

$IWHU�\RX�KDYH�¿JXUHG�\RXU�LQFRPH�DQG�GHGXFWLRQV�DV�H[SODLQHG�LQ�Parts One�WKURXJK�Five��\RXU�QH[W�
VWHS�LV�WR�¿JXUH�\RXU�WD[��7KLV�FKDSWHU�GLVFXVVHV�

• 7KH�JHQHUDO�VWHSV�\RX�WDNH�WR�¿JXUH�\RXU�WD[��DQG

• $Q�DGGLWLRQDO�WD[�\RX�PD\�KDYH�WR�SD\�FDOOHG�WKH�DOWHUQDWLYH�PLQLPXP�WD[��$07��

II. FIGURING YOUR TAX 

<RXU�LQFRPH�WD[�LV�EDVHG�RQ�\RXU�WD[DEOH�LQFRPH��$IWHU�\RX�¿JXUH�\RXU�LQFRPH�WD[�DQG�DQ\�DOWHUQDWLYH�
PLQLPXP�WD[��VXEWUDFW�\RXU�WD[�FUHGLWV�DQG�DGG�DQ\�RWKHU�WD[HV�\RX�PD\�RZH��7KH�UHVXOW� LV�\RXU�WRWDO�
WD[��&RPSDUH�\RXU�WRWDO�WD[�ZLWK�\RXU�WRWDO�SD\PHQWV�WR�GHWHUPLQH�ZKHWKHU�\RX�DUH�HQWLWOHG�WR�D�UHIXQG�RU�
PXVW�PDNH�D�SD\PHQW��

7KLV�VHFWLRQ�SURYLGHV�D�JHQHUDO�RXWOLQH�RI�KRZ�WR�¿JXUH�\RXU�WD[��

Tax.�0RVW�WD[SD\HUV�XVH�HLWKHU�WKH�7D[�7DEOH�RU�WKH�7D[�&RPSXWDWLRQ�:RUNVKHHW�WR�¿JXUH�WKHLU�LQFRPH�
WD[��+RZHYHU��WKHUH�DUH�VSHFLDO�PHWKRGV�LI�\RXU�LQFRPH�LQFOXGHV�DQ\�RI�WKH�IROORZLQJ�LWHPV��

• $�QHW�FDSLWDO�JDLQ�

• 4XDOL¿HG�GLYLGHQGV�WD[HG�DW�WKH�VDPH�UDWHV�DV�D�QHW�FDSLWDO�JDLQ�

• /XPS�VXP�GLVWULEXWLRQV��

• )DUPLQJ�DQG�¿VKLQJ�LQFRPH��VHH�6FKHGXOH�-��)RUP��������

• 7D[�IRU�FHUWDLQ�FKLOGUHQ�ZKR�KDYH�XQHDUQHG�LQFRPH�

• 3DUHQWV¶�HOHFWLRQ�WR�UHSRUW�FKLOG¶V�LQWHUHVW�DQG�GLYLGHQGV�

• )RUHLJQ�HDUQHG�LQFRPH�H[FOXVLRQ�RU�WKH�KRXVLQJ�H[FOXVLRQ�



�������&KDSWHU����+RZ�WR�)LJXUH�<RXU�7D[

Credits. $IWHU�\RX�¿JXUH�\RXU�LQFRPH�WD[�DQG�DQ\�DOWHUQDWLYH�PLQLPXP�WD[��GLVFXVVHG�ODWHU���GHWHUPLQH�LI�
\RX�DUH�HOLJLEOH�IRU�DQ\�WD[�FUHGLWV��

III. ALTERNATIVE MINIMUM TAX 

7KLV�VHFWLRQ�EULHÀ\�GLVFXVVHV�DQ�DGGLWLRQDO�WD[�\RX�PD\�KDYH�WR�SD\�

7KH�WD[�ODZ�JLYHV�VSHFLDO�WUHDWPHQW�WR�VRPH�NLQGV�RI�LQFRPH�DQG�DOORZV�VSHFLDO�GHGXFWLRQV�DQG�FUHGLWV�
IRU�VRPH�NLQGV�RI�H[SHQVHV��7D[SD\HUV�ZKR�EHQH¿W�IURP�WKH�ODZ�LQ�WKHVH�ZD\V�PD\�KDYH�WR�SD\�DW�OHDVW�
D�PLQLPXP�DPRXQW�RI�WD[�WKURXJK�DQ�DGGLWLRQDO�WD[��7KLV�DGGLWLRQDO�WD[�LV�FDOOHG�WKH�DOWHUQDWLYH�PLQLPXP�
WD[��$07���

,Q�������\RX�PD\�KDYH�WR�SD\�WKH�DOWHUQDWLYH�PLQLPXP�WD[�LI�\RXU�WD[DEOH�LQFRPH�IRU�UHJXODU�WD[�SXUSRVHV��
FRPELQHG�ZLWK�FHUWDLQ�DGMXVWPHQWV�DQG�WD[�SUHIHUHQFH�LWHPV��LV�PRUH�WKDQ�

• ���������LI�\RXU�¿OLQJ�VWDWXV�LV�PDUULHG�¿OLQJ�MRLQW��RU�TXDOLI\LQJ�ZLGRZ�HU��ZLWK�GHSHQGHQW�
FKLOG��

• ��������LI�\RXU�¿OLQJ�VWDWXV�LV�VLQJOH�RU�KHDG�RI�KRXVHKROG��RU

• ��������LI�\RXU�¿OLQJ�VWDWXV�LV�PDUULHG�¿OLQJ�VHSDUDWH�

7KHVH�DPRXQWV�ZLOO�EH�LQGH[HG�DQQXDOO\�IRU�LQÀDWLRQ�

Adjustments and tax preference items. 7KH�PRUH� FRPPRQ� DGMXVWPHQWV� DQG� WD[� SUHIHUHQFH� LWHPV�
LQFOXGH�

• $GGLWLRQ�RI�standard deduction��LI�FODLPHG��

• $GGLWLRQ�RI� itemized deductions� FODLPHG� IRU� VWDWH�DQG� ORFDO� WD[HV�� FHUWDLQ� LQWHUHVW��DQG�
SDUW�RI�PHGLFDO�H[SHQVHV�

• 6XEWUDFWLRQ�RI�DQ\�refund of state and local taxes LQFOXGHG�LQ�JURVV�LQFRPH��

• &KDQJHV�WR�DFFHOHUDWHG�depreciation�RI�FHUWDLQ�SURSHUW\��

• 'LIIHUHQFH�EHWZHHQ�gain or loss on the VDOH�RI�SURSHUW\�UHSRUWHG�IRU�UHJXODU�WD[�SXUSRVHV�
DQG�$07�SXUSRVHV��

• $GGLWLRQ�RI�FHUWDLQ�LQFRPH�IURP�incentive stock options��

• &KDQJH�LQ�FHUWDLQ�passive activity loss GHGXFWLRQV��

• $GGLWLRQ�RI�FHUWDLQ�depletion�WKDW�LV�PRUH�WKDQ�WKH�DGMXVWHG�EDVLV�RI�WKH�SURSHUW\��

• $GGLWLRQ�RI�SDUW�RI�WKH�GHGXFWLRQ�IRU�FHUWDLQ�intangible drilling costs��DQG�

• $GGLWLRQ�RI�tax-exempt interest RQ�FHUWDLQ�SULYDWH�DFWLYLW\�ERQGV�
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CHAPTER 1: TEST YOUR KNOWLEDGE
7KH�IROORZLQJ�TXHVWLRQ�LV�GHVLJQHG�WR�HQVXUH�WKDW�\RX�KDYH�D�FRPSOHWH�XQGHUVWDQGLQJ�RI�WKH�LQIRUPDWLRQ�
SUHVHQWHG� LQ� WKH�FKDSWHU� �DVVLJQPHQW��� ,W� LV� LQFOXGHG�DV�DQ�DGGLWLRQDO� WRRO� WR�HQKDQFH�\RXU� OHDUQLQJ�
H[SHULHQFH�DQG�GRHV�QRW�QHHG�WR�EH�VXEPLWWHG�LQ�RUGHU�WR�UHFHLYH�&3(�FUHGLW��

:H�UHFRPPHQG�WKDW�\RX�DQVZHU�WKH�TXHVWLRQ�DQG�WKHQ�FRPSDUH�\RXU�UHVSRQVH�WR�WKH�VXJJHVWHG�VROXWLRQ�
RQ�WKH�IROORZLQJ�SDJH�EHIRUH�DQVZHULQJ�WKH�¿QDO�H[DP�TXHVWLRQ�V��UHODWHG�WR�WKLV�FKDSWHU��DVVLJQPHQW��

�� You may have to calculate and pay the alternative minimum tax (AMT) if your 
WD[DEOH�LQFRPH�IRU�UHJXODU�WD[�SXUSRVHV��FRPELQHG�ZLWK�FHUWDLQ�DGMXVWPHQWV�
DQG�WD[�SUHIHUHQFH�LWHPV��H[FHHGV�D�VSHFL¿HG�DPRXQW��:KLFK�RI�WKH�IROORZLQJ�
is not a tax preference item or an adjustment:

A. FKDQJHV�WR�DFFHOHUDWHG�GHSUHFLDWLRQ�RI�FHUWDLQ�SURSHUW\

B. GHGXFWLRQV�IRU�LQWDQJLEOH�GULOOLQJ�FRVWV

C. WD[�H[HPSW�LQWHUHVW�RQ�FHUWDLQ�SULYDWH�DFWLYLW\�ERQGV

D. LQWHUHVW�LQFRPH�IURP�VDYLQJV�DFFRXQWV
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CHAPTER 1: SOLUTION AND SUGGESTED RESPONSES

%HORZ�LV�WKH�VROXWLRQ�DQG�VXJJHVWHG�UHVSRQVHV�IRU�WKH�TXHVWLRQ�RQ�WKH�SUHYLRXV�SDJH��,I�\RX�FKRRVH�DQ�
LQFRUUHFW�DQVZHU��\RX�VKRXOG�UHYLHZ�WKH�SDJH�V��DV�LQGLFDWHG�IRU�WKH�TXHVWLRQ�WR�HQVXUH�FRPSUHKHQVLRQ�
RI�WKH�PDWHULDO�

�� A. ,QFRUUHFW��&KDQJHV�WR�DFFHOHUDWHG�GHSUHFLDWLRQ�RI�FHUWDLQ�SURSHUW\�LV�DQ�H[DPSOH�RI�DQ�
DGMXVWPHQW�RU�WD[�SUHIHUHQFH�LWHP�

B. ,QFRUUHFW��'HGXFWLRQV�IRU�LQWDQJLEOH�GULOOLQJ�FRVWV�LV�DQ�H[DPSOH�RI�DQ�DGMXVWPHQW�RU�WD[�
SUHIHUHQFH�LWHP�

C. ,QFRUUHFW��7D[�H[HPSW� LQWHUHVW� RQ� FHUWDLQ� SULYDWH� DFWLYLW\� ERQGV� LV� DQ� H[DPSOH� RI� DQ�
DGMXVWPHQW�RU�WD[�SUHIHUHQFH�LWHP�

D. CORRECT. ,QWHUHVW� LQFRPH� RQ� D� VWDQGDUG� VDYLQJV� DFFRXQW� ZRXOG� EH� UHSRUWHG� RQ�
6FKHGXOH�%�DQG�QRW�DV�D�WD[�SUHIHUHQFH�LWHP�


