
Basic Income
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Gross Income

● Gross income is all income received in the form of money, goods, 
property, and services that is not exempt from tax. 

● It includes income from sources outside the U.S. or from the sale of a 
primary residence, even if part or all of that income can be excluded. 

● Gross income may include part of Social Security benefits received 
and certain scholarship and fellowship grants.

● Income that is taxable must be reported on a taxpayer’s return and is 
subject to tax. 

● Income that is nontaxable may have to be shown on a taxpayer’s 
return but is exempt from tax.
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Types of Income
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Earned income

any income received for work, such as wages or 
business/self-employment income

Unearned income

any income not earned from work, such as unemployment income or 
income produced by investments, such as interest on savings, 

dividends on stocks, or rental income



Basic Income

● Wages or Salary

● Scholarships

● Interest/Dividends from: 
checking/savings accounts, 
bonds, CDs, brokerage

● Refund of state/local income 
taxes

● Alimony income or separate 
maintenance payments

● Disability income
95

● Unemployment 
Compensation

● Social Security or Railroad 
Retirement Benefits

● Other Income:

○ Gambling

○ Royalties

○ Election Worker

○ UAW Legal Plan

#
#
#
#
#
#
#
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Wages or Salary



Wages or Salary (Form W-2)
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Wages or Salary (Form W-2)

● Employers must report wages and other employee compensation on 
Form W-2. 

● Taxpayers must bring a W-2 for every job they worked in. All W-2s are 
reported to the IRS, so we must match their records. 

○ The amount on Form 1040, line 1a should be the total of Box 1 of 
all W-2 forms.

○ Always enter all amounts shown on the W-2, including federal and 
state tax withholding and any entries in Box 12.

● Employers are not required to mail Forms W-2, but they must make 
them available to employees by January 31.
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Form W-2: Box 12 Codes
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There are numerous code letters that the employer can use to designate certain items, such as:
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Scholarship Income



Scholarship Income (Form 1098-T / Form W-2)
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Note: Form 1098-T is not an income document, but scholarship amounts are reported on this form.



Scholarship Income (Form 1098-T)

● Scholarships and fellowships may be fully or partially taxable, or nontaxable. 

● Taxable amounts include: 

○ Payment for services 

○ Money used for personal living expenses, such as room and board. If the taxpayer 
received Form W-2 for the scholarship or fellowship it is considered earned 
income. 

● Form 1098-T lists qualified tuition and related expenses paid to the school. 

○ If scholarships or grants exceed the qualified educational costs, some of the grant 
or scholarship may be taxable to the student (not the taxpayer claiming the student 
as a dependent).
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Interest Income



Interest Income (Form 1099-INT)
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Interest Income (Form 1099-INT)

● Common sources of taxable interest income are checking and savings 
accounts, certificates of deposit (CDs), savings certificates, U.S. 
government bonds, interest on insurance proceeds, and loans that the 
taxpayer makes to others. 

● Total taxable interest income is reported on Form 1040, Line 2b

● If total taxable interest is over $1,500, the tax software will add a 
Schedule B to taxpayer’s tax return. 

● If a taxpayer received less than $10 in interest, the financial institution 
might not issue Form 1099- INT. 

○ Even if the taxpayer did not receive Form 1099-INT, they must still 
report all of their taxable interest income, including any interest paid 
by the IRS. 105



Interest Income (Form 1099-INT)

● Examples of tax-exempt interest income include interest from bonds that 
are exempt from federal tax such as, state political subdivisions, District 
of Columbia and port authorities.

● Reported to taxpayer on Form 1099-INT, Box 8

● Reported to taxpayer on Form 1099-INT, Box 8

● Note: Boxes 10-13 are now in scope for the program, with exceptions. 

○ As always, check Publication 4012 before entering to determine if the 
return is in scope. 

● Read the taxpayer’s Form(s) 1099-INT carefully; both taxable and 
tax-exempt interest may be listed.

106



107

Dividend Income



Dividend Income (Form 1099-DIV)
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Dividend Income (Form 1099-DIV)

Ordinary Dividends:
● Ordinary dividends are corporate distributions paid out of the earnings 

and profits of a corporation.

○ The most common type of distribution from a corporation or a mutual 
fund. 

○ They are not capital gains. 

○ Assume that any dividend on common or preferred stock is an 
ordinary dividend unless the payer tells you otherwise.

● Reported to taxpayer on Form 1099-DIV, Box 1a and are reported on 
Form 1040, Line 3b
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Dividend Income (Form 1099-DIV)

Qualified Dividends:
● Qualified dividends are ordinary dividends that qualify for lower, long-term 

capital gains tax rates.

● Reported to taxpayer on Form 1099-DIV, Box 1b and are reported on 
Form 1040, Line 3a
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Dividend Income (Form 1099-DIV)

Capital Gain Distributions:
● The owner’s portion of the capital gains that were realized when a mutual 

fund or real estate investment trusts (REIT) sold assets.

● They are taxed at the lower long-term capital gains rate, regardless of 
how long the taxpayer holds the shares.

● Reported to taxpayer on Form 1099-DIV, Box 2a

● Be sure to enter this amount onto a Schedule D – our software should do 
it for you automatically! 
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Refund of State / Local Income Taxes



Refund of State/Local Income Taxes (Form 1099-G)
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Refund of State/Local Income Taxes (Form 1099-G)

● Taxpayers who receive a refund of state or local income taxes may 
receive Form 1099-G reporting their refund amount(s). 

● Only taxpayers who itemized and received a federal income tax 
benefit for deducting their state or local income taxes have to include 
their state/local tax refunds in income. 

○ This also applies to taxpayers who received a Michigan 
homestead property tax credit and who itemized and received a 
federal income tax benefit for deducting their property taxes. 

● If the taxpayer did not itemize deductions on the prior year return, or 
did not receive a state income tax refund, there is no need to report 
any of the state income tax refund as income on the federal return.
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Alimony Income



Alimony Income or Separate Maintenance Payments

● Alimony is a payment to or for a spouse or former spouse under a separation or 
divorce instrument. 

○ It may include payments on behalf of the spouse or former spouse, such as 
medical bills, housing costs, and other expenses. 

○ It does not include child support or voluntary payments outside the 
instrument. 

● Alimony income is not reported on a government tax form.

○ Ask if the taxpayer received alimony under a divorce or separation 
instrument. If so, explain that you need the exact amount, since it may also 
be reported as a deduction by the payor, and the two amounts must agree.

● If the taxpayer is unsure whether a payment is alimony or child support, ask if the 
payments will stop once the child is grown.
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Alimony Income or Separate Maintenance Payments

● If the agreement was executed before 1985, refer the taxpayer to a professional 
tax preparer. Alimony income from divorces before 1985 is out of scope.

● Post-1984 and Pre-2019 Divorces:

○ The person receiving alimony must include it as income. 

○ The person paying alimony can subtract it as an adjustment to income. 

○ Both items are reported on Form 1040, Schedule 1. 

○ The date of divorce or separation agreement must also be provided.

● Alimony (court-ordered provision for a spouse after separation or divorce) is no 
longer reportable/deductible for divorce decrees that are executed or revised after 
December 31, 2018.
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Disability Income



Disability Income (Form W-2 or Form 1099-R)
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Disability Income (Form W-2 or Form 1099-R)

● Employers may report disability income on one of the following forms:

○ Form W-2, if the taxpayer has not reached the minimum retirement age set by 
the employer

○ Form 1099-R, if the taxpayer has reached the minimum retirement age

• Some employers report qualified disability income on Form 1099-R with 
Distribution Code 3 in Box 7 regardless of the taxpayer’s age.
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Disability Income (Form W-2 or Form 1099-R)

● Generally, taxpayers who retire on disability must include all of 
their disability payments in income. 

● Disability payments are taxed as wages until the taxpayer reaches 
the minimum retirement age – this age is set by the employer. 

○ After the taxpayer reaches the minimum retirement age, 
disability payments are treated as pension income to 
determine taxability.

○ Minimum retirement age is generally the earliest age at which 
taxpayers may receive a pension, whether or not they are 
disabled. 121
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Unemployment Compensation



Unemployment Compensation (Form 1099-G)
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Unemployment Compensation (Form 1099-G)

● Unemployment compensation generally includes any amount received under 
an unemployment compensation law of the United States or of a state in the 
U.S.

○ Money paid to unemployed workers who lost their jobs due to layoffs or 
retrenchment (the reduction of costs or spending in response to economic 
difficulty).

● Unemployment compensation is taxable. 

○ The total for all unemployment compensation received in Form(s) 1099-G, Box 1 
or Box 5 RTAA, should be entered on Form 1040, Schedule 1. 

○ The amount of withholding from Form 1099-G, Box 4 should be entered on the 
Federal income tax withheld from Forms W-2 and 1099 line of Form 1040.
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Social Security / Railroad Retirement Benefits



Social Security (Form SSA-1099)
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● Social Security benefits are 
reported on Form SSA-1099. 

● Box 5 shows the amount of net 
benefits.
○ Box 5 is pink.

● Social Security benefits are 
reported on Form 1040, Line 6a

● Be sure to also enter any 
income tax withheld from Form 
SSA-1099, Box 6, and any 
Medicare withheld premiums 
shown in the Description box.



Social Security (Form SSA-1099)

● Social Security benefits are payments made under Title II of the Social Security Act. 

○ They include Old-Age, Survivor, and Disability Insurance (OASDI) benefits.

● Social Security benefits include monthly retirement, survivor, and disability benefits. 

○ They do not include Supplemental Security Income (SSI). 

● Some portion of the Social Security benefits received may be taxable. 

○ Generally, if Social Security benefits are the only source of income, then the 
benefits are not taxable. 

○ However, if the taxpayers are Married Filing Separately and lived with their spouse 
at any time during the tax year, 85% of the benefits will be taxable.
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Social Security (Form SSA-1099)

● The taxable amount, if any, of a taxpayer’s Social Security benefits depends upon filing 
status and other reportable income. 

○ Generally, if Social Security (or Social Security equivalent) benefits were the 
taxpayer’s only source of income, the benefits are not taxable.

● A portion of the benefits is taxable if total income (including tax-exempt interest), plus 
one-half of the benefits received, is more than certain base income amounts, which 
vary based upon the taxpayer’s filing status.

● The taxable portion of Social Security benefits is never more than 85% of the net 
benefits the taxpayer received. In many cases, the taxable portion is less than 50%.

● Enter the amounts from each Form SSA-1099 and the software will compute the portion 
that is taxable, if any
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Social Security - Taxable Portion

Fifty percent of a taxpayer's benefits may be taxable if they are:

● Filing single, head of household or qualifying widow with $25,000 to $34,000 income.
● Married filing separately and lived apart from their spouse for all of 2021 with $25,000 to 

$34,000 income.
● Married filing jointly with $32,000 to $44,000 income.

Up to 85% of a taxpayer's benefits may be taxable if they are:

● Filing single, head of household or qualifying widow or widower with more than $34,000 
income.

● Married filing jointly with more than $44,000 income.
● Married filing separately and lived apart from their spouse for all of the tax year with more 

than $34,000 income.
● Married filing separately and lived with their spouse at any time during the tax year
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Social Security - Lump-Sum Payments

● Lump-Sum Payments means the taxpayer was paid in the current year as back pay for previous 

years.

● If Box 3 on the SSA-1099 shows broken down amounts for prior years, the taxpayer received a 

Lump Sum Payment. 

● Two ways to figure out taxable portion of the Social Security Benefits when Lump-Sum payments 

are involved:

○ First option: report the whole payment in the year it was received. Complete the Social 

Security Benefits Worksheet as usual by including the entire lump-sum payment as normal.

○ Second option: treat the payment as received in the earlier year(s) by figuring whether any 

part of these benefits is taxable based on the earlier year's income. Will need the tax return for 

the year(s) the lump sum payment is received for.

■ Use the method that results in the lower taxable benefits.
130



Railroad Retirement Benefits (Form RRB 1099-R)

● Railroad Retirement Benefits (RRBs) are benefits paid to railroad 
employees working in jobs that are covered by the Railroad 
Retirement Act (RRA). 

● The RRA benefits have two components: 

○ Tier 1 (Social Security equivalent benefits) and 
• Reported on Form RRB-1099 and are treated the same as Social Security benefits on 

the tax return

○ Tier 2 (treated as a qualified employee plan). 
• The tier 2 benefits are reported on Form RRB 1099-R.

● We do not see these types of benefits very often.
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Other Income



Other Income

● Income that does not have its own line on Form 1040 is generally 
reported on the Form 1040, Schedule 1.

● Even if the taxpayer does not receive an income document from the 
payer, the taxpayer is required to report the income if it is taxable.

● Examples of other income are:

○ Gambling income

○ Royalty Income

○ Election Worker Income

○ UAW Legal Services
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Gambling Income (Form W2-G)
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Gambling Income (Form W2-G)

● The taxpayer may receive one or more Forms W-2G reporting 
gambling winnings. 

○ Gambling winnings not reported on Form W-2G also need to be 
reported on Form 1040 as income.

● Total gambling winnings must be reported as other income. 

● If the taxpayer also had gambling losses or expenses, the losses or 
expenses can only be deducted on Schedule A if the taxpayer 
itemizes, and only to the extent of gambling winnings.

● Gambling winnings include lotteries and raffles.
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Royalty Income (Form 1099-MISC)

● Royalty income is in scope for the VITA/TCE programs only when the 
source document of the royalty income is reported on Schedule K-1 or 
Form 1099-MISC, Box 2, Royalties, with no associated expenses.

○ Box 2 royalties from the taxpayer’s own personal services are 
generally reported on Schedule C. 

○ Examples include authors and composers. 
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Election Worker Income (Form 1099-NEC)

● Individuals who receive payment for services performed as an election worker should 
report those payments as wages on the federal tax return. 

● According to the IRS, government entities must file a Form W-2 for election workers 
who receive payments of $600 or more, even if no FICA and income tax were withheld. 

○ However, we are seeing that City of Detroit and some other government entities 
are reporting these payments on Form 1099-NEC, Nonemployee Compensation.

● Income received as an election worker is not self-employment income and should not 
be subject to self-employment tax. 

○ In addition, it is earned income and should be included in the calculation for the 
earned income tax credit and the additional child tax credit. 

● A workaround is required in TaxSlayer to achieve the proper reporting on the tax return 
for payments received for services performed as an election worker.

○ Instructions on how to handle this income are available on our resources page. 137



UAW Legal Services (Form 1099-MISC)
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● If a client comes in with a 1099-MISC that is received from the UAW-FCA-FORD-GENERAL 
MOTORS LEGAL SERVICES PLAN TRUST, this income would be reported as OTHER INCOME 
and not reported as miscellaneous income.



Thank you for your participation  in 
this presentation!

This material has been developed by  Accounting 
Aid Society and is protected by the  copyright laws 
of the United States.

Photocopies or reproductions of this material  are 
prohibited without the written  authorization of 
Accounting Aid Society.
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END


