For Use in Preparing Tax Year 2005 Returns
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RETURN PREPARATION PROGRAMS
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e Military Volunteer Income Tax Assistance (M-VITA)
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Pending Legislation

At the time this publication went to print, legislation providing relief for persons im-
pacted by recent natural disasters was in the process of being passed and implemented.
The training material includes draft tax forms that did not take the proposed legislation
into account. Therefore, the legislation will cause various forms, tables, and worksheets
to change. Additional guidance will be issued in the form of a supplement.

The IR Mission

Provide America’s taxpayers
top quality service by helping
them understand and meet
their tax responsibilities and
by applying the tax law with
integrity and fairness to all.

WIRS

Department of the Treasury
Internal Revenue Service

www.irs.gov

TaxWise® is a copyrighted software program owned by Universal Tax Systems, Inc.® (UTS). All
screen shots that appear throughout the official Volunteer Income Tax Assistance (VITA) and Tax
Counseling for the Elderly (TCE) training materials are used with the permission of UTS. The
screen shots used in this publication—or any other screen shots from TaxWise or its affiliated pro-
grams—may not be extracted, copied, or distributed without written approval from the IRS SPEC
Office of Education and Product Development.

Confidentiality Statement:

All tax information you receive from taxpayers in your VOLUNTEER capacity is strictly con-
fidential and should not, under any circumstances, be disclosed to unauthorized individuals.



Introduction to the Volunteer Assistor’s Test

USE 2005 VALUES for Deductions, Exemptions, Tax or Credits
for all answers on the Test.

All tax return preparers and quality reviewers must be certified to volunteer in the
Volunteer Return Preparation Program. Four training courses are available for
certification: Basic, Intermediate, Advanced or Military/International. Successful
execution of this test will accomplish the certification for each course.

Please complete this test on your own. Taking the test in groups or with outside
assistance could prove to be a disservice to the people you have volunteered to help.
You may use any reference materials available to you as a volunteer to complete this
test. Please remember to round to dollars. Test answers have been rounded up or
down at the point of entry on the return.

The Test is comprised of three segments.
You must complete all three segments for VRPP certification.
Segments 1 and 2 are universal for all volunteers.
Segment 3 is completed based on the training course (Basic, Intermediate,
Advanced or Military/International) chosen.
The net effect — you must answer 30 objective questions and prepare two tax returns at
an overall 70% proficiency to complete VRPP certification.

Segment 1 (1 Point for each Question) Possible 30 Points
30 True/False, Multiple Choice and Objective Questions covering
Tax law and administrative procedures.

Segment 2 (3.5 Points for each Question) Possible 35 Points
5 Questions based on the completion of the VRPP Universal Tax Return
5 Questions based on the Quality Review of a completed return

Segment 3 (3.5 Points for each Question) Possible 35 Points
10 Questions based on the completion of a tax return associated to the volunteer’s
course:
e Basic Problem 1: VITA Basic will certify the completion of wage earner type
returns such as Forms 1040EZ, 1040A and simple Form 1040.

¢ Intermediate Problem 2: VITA/TCE Intermediate will certify completion of wage
and pension earner type returns and more complex Form 1040.

e Advanced Problem 3: VITA/TCE Advanced will certify the completion of the full
scope of returns prepared by the Volunteer Return Preparation Program.

e Military Problem 4: VITA Military will certify the completion of the full scope of
returns presented by members of the Armed Forces, Reserve and National
Guard.

¢ International Problem 5: VITA VECTA will certify the completion of returns for
customers (non-Military) living outside the United States and assisted by



volunteers working at U.S. Embassies and Consulates or other areas through the
Volunteer Return Preparation Program.

What to do when you complete your test:

After you have completed your test, please transfer all answers to the tear-out Test
Answer Sheet. Forward the completed Test Answer Sheet and the completed
Volunteer Agreement/Certification Sheet to your sponsor or instructor as directed for
grading.

Do not send your entire test booklet unless otherwise directed.
You will receive your Test Answer Sheet back with your results.

In order to certify as a VRPP preparer or quality reviewer you must score 70
points on the test. Grading the test as a whole will validate not only your working
knowledge of tax law but your skills in applying the law to a variety of customer
situations.

If you do not achieve a score of 70 or more, you should discuss it with your Instructor
or Training/Site Coordinator. After discussion, you may, if you choose take a retest to
become certified to prepare the returns. If you choose to take the retest, your Instructor
or Training/Site Coordinator will provide you with the retest booklet.

Using Software to Take the Test

All Social Security Numbers, Employer Identification Numbers and routing/account
numbers in this document are depicted as XXX-XX-XXXX, XX-XXXXXXX OF XXXXXXXX
accordingly.

Volunteers using tax preparation software to complete the test should replace the x’s as
directed by the software. All taxpayer names and street addresses use names from a
listing of colleges/universities as provided by IRS manuals. Use your city, state, and zip
code when completing any of the forms.

Volunteers who use tax preparation software to complete the test or retest need to be
aware of their version of software. Only the final 2005 version of software will generate
the correct answers for 2005 tax returns.

YOU MUST USE 2005 VALUES (with or without using software) TO BE
CERTIFIED FOR PREPARING OR REVIEWING 2005 TAX RETURNS.

You may take this volunteer certification test online
using the Link & Learn Taxes e-learning application

at http://www.irs.gov/app/vita/index.jsp.
or
at www.irs.gov using keyword search: Link and Learn.




Test Answer Sheet Name:
Address:
Instructions: Record all of your answers
on this sheet in the boxes provided below.
Your instructor will tell you where to send (This information is needed to
this sheet for grading. The grader will return your results promptly.)
return this sheet to you.
) A cumulative score covering all
Be sure to include your Completed three Segments of 70 points or
Volunteer Agreement (see next page) more out of 100 is needed for
with this sheet. VRPP tax return preparer or
quality reviewer certification.
Segment 1 — Total 30 points possible
1 2 3 4 5 6 7 8 9 10
11 12 13 14 15 16 17 18 19 20
21 22 23 24 25 26 27 28 29 30
Segment 1 Questions Correct times 1 Point =
Segment 2 — Total 35 points possible
31 32 33 34 35 36 37 38 39 40
Segment 2 Questions Correct times 3.5 Points =
Segment 3 — Total 35 points possible
41 42 43 44 45 46 47 48 49 50

Segment 3 Questions Correct times 3.5 Points =

Certification (IRS or Sponsor Use Only) must achieve 70 + out of 100
Basic | Intermediate | Advanced | Military/International

Total Points
All Segments
Certified
(Yes/No)

Certified by: Date:

Privacy Act Notice

The Privacy Act of 1974 requires that when we ask for information we tell you our legal right to ask for the information, why we are asking for it, and how it will be used. We must also
tell you what could happen if we do not receive it, and whether your response is voluntary, required to obtain a benefit, or mandatory.

Our legal right to ask for information is 5 U.S.C. 301.

We are asking for this information to assist us in contacting you relative to your interest and/or participation in the IRS volunteer income tax preparation and outreach programs. The
information you provide may be furnished to others who coordinate activities and staffing at volunteer return preparation sites or outreach activities. The information may also be used to
establish effective controls, send correspondence and recognize volunteers.

Your response is voluntary. However, if you do not provide the requested information, the IRS may not be able to use your assistance in these programs.



\384n Departmant of the | reasury — IMermal Revenus Servics ol Mo JBE4TH
[RLIL]
sk S0 Volunteer Agreement

{Standards of Conduct —Volunteer Retum Preparation Program)

The mission of the Yoluniasr Retum F'TE'I:IE'H{H'I Frogram e 1 provds free Dasic 15X relim
praparation for alighle faxpavens. Volunisars are the program’s masl valuable resowsos, To
asfabdizh the greates] degres of publc rust Voluntaens have a reasponsibility b provide high
qualily servica and uphold ba highesl of sfica) siandsrds

As a partiapant in the Yaluniear Relum Prepgaralion Program | agras bo e followeng standards
af condhuct:

= | will rmal all taxpayers professionally, » | will gxercise reascnable care in e use and
with gourtasy and respect protacton of equipment and supplies
= | will gafeguard the confidendality of & | will nck solicil business from 1axpavers |
l=epayer informalion asaial or usa e knowledge | have gained
aboul tham for any direct or indirec! personal
= | will apply #a fax laws squilably and panafit for me o any other spacific individusl

acouraley to ha best of my ability
o | will not accapt payment from taxpayers for

o | will only prepare retums wisin tha Ihe sarvices | provide. | may racelva
scopa of my framing and exparience compansalion as an emploves of a program
SRONS
Wiokurl e M Qi) okeloest Sy ared Dl
Hotew Rirssd Adiscs Dt Todkqaiain Berlee
Gy, Sale oo 2 Coele Al Akl
Eponsoing Cegarsalion Hams

This form |s to be refained at the Site or Partnar leval.
Cortification (IRS or Sponsar Usae Only)

Foresgn ShckmbEcholar Har
Hasic Inbermedkale Ay EmC] Mililary ; Trslpd
Part 1 Parl 2 Pard 3 Vollriee
Murmilssr of
Conrac] A
Ceriihed
L= H ]
Mok Agphcale
Caatilies] 17y Dk
Privacy Act Mokics
Tig Peageoy ok il e TS IR g W BT K AT oy G Wl G O e TN G B O T T G, e e J_.'\.'-'Ill:" L o] Ml 8 w0l e Bad
s THET SR B T4 S R O N R D0 N0l Meaeas | NPT VoAl TR ] AFTATY MRS D - THAE 8 EENET | o ML O
A M N T et B T B L 18])
X i Tl i oG] ol G PTG o0 T BB W TR ) T o WA G I D el ) ] e e
& WOV RO o e W | & Pl 1§ I s O Y B0 SR B ek T TERET (RO g B oF RATGHN el gt Trey

LT e ] ST e e s ] T el
. do il iovidss | e Nelprafal riformal 4, T BT moay ool D il D s pmar aliidlares 0 Tsas pluises

et 1%15 |Fas -0

Cal Mo BEE4TH




SEGMENT 1 — All Volunteers

This segment includes a total of 30 objective questions comprised of
15 True/False responses and
15 Multiple Choice responses

Please record all answers on the tear-out Test Answer Sheet located in the
front of the test booklet.

True/False

For questions 1 through 15, determine whether each of the following statements
is true or false (select a or b) and record your answers on the answer sheet
located in the front of the test booklet.

a. True

b. False

1. Wages reported on Form W-2 and unemployment compensation reported on
Form 1099-G are considered taxable income.

2. Tom is single, a full time student, 21 years old and is claimed as a dependent by his
parents. He earned $3,500, and had $209 withheld on his Form W-2. He had $988 of
dividends reported on Form 1099-DIV. Tom must file a federal income tax return.

3. Robert is single, 67 years of age, and blind. His standard deduction is $7,250.

4. Henry and Louise are married, did not live together during 2005, and will file Married
Filing Separately. Henry had Social Security benefits of $13,000 and other taxable
income of $10,000. Louise had Social Security benefits of $12,000 and a Form W-2
reporting wages of $10,000. Both are required to file a federal income tax return.

5. David and Tracy have lived apart since April 11, 2005 and legally separated on July
21, 2005. Their son, Tom, lives with Tracy who maintains a home for the two of them.
Tom is 22 years old, single, and a full-time student. All are U.S. citizens. Tracy should
file Married Filing Separately.

6. William’s wife passed away in November 2004. He has one child, Eric, who he can
claim as a dependent. William kept up a home for himself and Eric for all of 2005.
William filed a joint return in 2004, and remains unmarried. He should file Single on his
2005 federal income tax return.

7. The 1040 series of forms provide a space to designate a “Third Party Designee.”
Because you prepared the tax return, the taxpayer asks you to be listed as the
designee. You may agree to this request.

8. An employer determines the amount of federal income tax to withhold based on
information submitted by the employee on a Form W-4.



9. Adjusted gross income is the total income listed as taxable on the return minus
adjustments to that income.

10. Contributions to traditional IRAs may be deductible as adjustments to income on
Form 1040 or Form 1040A.

11. The following five tests must all be met to claim an exemption for a dependent:
Member of Household or Relationship Test; Citizen or Resident Test; Joint Return Test;
Gross Income Test; and Support Test.

12. Louise is single and turned 65 on January 1, 2006. She earned $8,300 during 2005.
Louise must file a federal tax return for 2005.

13. Cynthia will file as Head of Household and has adjusted gross income of $34,525.
She has the following expenses: state and local income taxes of $3,500; home
mortgage interest of $5,300; and cash donations to her church of $800. She should take
the standard deduction.

14. John’s only income in 2005 was from wages and $34 in interest reported in Box 1 of
a Form 1099-INT from his bank. He must report the interest on Schedule B.

15. Two taxpayers may claim the same exemption provided the dependent lived for 6
months of the year with each taxpayer.

For questions 16 through 30, determine which of the answers presented is
correct and record your answers on the answer sheet located in the front of the
test booklet.

16. Which of the following is taxable income on the federal return?
a. Child support

b. Veterans’ disability benefits

c. Federal income tax refunds

d. Wages, salaries, bonuses, and commissions

e. Workers’ compensation

17. John’s taxable income is $18,000. His filing status is single. Using the tax tables,
what is John’s federal income tax?

a.o

b. $2,331

c. $2,339

d. $2,346

e. $2,354

18. Where does the Site Identification Number appear on the tax return?
a. Beside the signature block

b. Third party designee block

c. Paid preparer’s section

d. Adjusted gross income block

e. None of the above



19. Sarah wants her refund deposited in her checking account. What information is
needed?

a. Routing number

b. Account number

c. Name of bank

d. Bothaand b

e. None of the above

20. To ensure the most accurate information is used to prepare tax returns, which of
the following questions should you ask a taxpayer?

a. Are you married or single?

b. Do you have children or anyone else who lives with you?

c. If others live with you, do you provide over half the cost of keeping up the home or do
you provide more than 50% of their overall support?

d. Are any of the children full time students?

e. All of the above

21. Which of the following is not considered earned income for Earned Income Credit
purposes?

a. Wages from Form W-2

b. Strike benefits paid by the taxpayer’s union

c. Alimony

d. Disability paid by an employer prior to minimum retirement age

e. Form 1099 MISC non-employee compensation

22. Tom and Brenda are John’s parents and claim him as a dependent on their joint
return. John’s grandmother Mary made the payment for his tuition and fees directly to a
qualified college. John is a full-time student in his junior year and received no
scholarship or grant. Who has the right to claim the education credit?

a. John

b. Tom and Brenda

c. Mary

d. Tom, Brenda, and John

e. John and Mary

23. Bethany and Tim are divorced. Their daughter, Lynette, is 12 and has lived with
Bethany for 2 years. Bethany and Tim’s divorce decree gives Tim the right to claim
Lynette as a dependent. Who can claim Lynette for Earned Income Credit?

a. Bethany

b. Tim

c. Both Bethany and Tim

d. Neither Bethany nor Tim

e. Lynette



24. Mary and her two children, both under 19 years of age, lived with her boyfriend,
Derrick for all of 2005. The children are not Derrick’s children, but he provides support
for them. Mary did not earn any income in 2005, but Derrick made $20,000 at his job.
Can Derrick claim the children for EIC?

a. Yes

b. No

25. Jessica is a 23 year-old single mother with a two-year-old child. They lived together
in their Boston apartment for all of 2005. Jessica made $15,000 at her job and had no
other income. Does she qualify for EIC?

a. Yes

b. No

26. Martino has two children, both under the age of 19. Martino and the children all
lived with his mother, Charlotta, during 2005. Martino and Charlotta both have earned
income under $23,000. Who can claim the children for EIC?

a. Martino

b. Charlotta

c. Martino and Charlotta may agree to each claim different children

d. Any of the above

e. Either Martino or Charlotta

27. Ellen is divorced and lives with her two daughters, 7-year-old Terri and 16-year-old
Jennie. Which of the following is a qualifying expense for the Child and Dependent Care
Credit?

a. Sending Terri to a private elementary school

b. Sending Terri to an overnight summer camp

c. Paying Jennie to care for Terri

d. Paying for after school care at the Learning Center Day Care for Terri

e. Paying for after school care at the Learning Center Day Care for Jennie

28. A taxpayer brings the following items to document the Social Security Numbers for
all individuals listed on their return. Which of the following is an acceptable substitute
for the original SSA cards?

a. A letter completed by a day care provider listing the Social Security numbers for the
children

b. An original form W-2 or form 1099-Misc

c. The numbers detailed on an original letter from the SSA

d. A list, typed by the taxpayer, of the names and Social Security numbers

e. None of the above

29. Which of the following statements regarding standard and itemized deductions is
correct?

a. The standard deduction reduces the amount of taxable income.

b. The standard deduction is not the same for all taxpayers.

c. If itemized deductions are greater than the standard deduction, it is usually in the
taxpayer’s best interest to itemize deductions.

d. All of the above

e. None of the above



30. Under which of the following circumstances should you recommend that the
taxpayer adjust the amount of withholding and/or estimated payments they will have for
20067

a. Taxpayer had no tax liability for 2005 and has $50 per month withheld from his/her
pension during 2006. The taxpayer states they have received a refund every for the last
4 years.

b. Taxpayer had dividend and interest income in addition to his pension and had no
withholding during 2005. His tax liability was $1,997. Upon completing his return, you
discover he must pay an Estimated Tax Penalty.

c. Taxpayer had withholding of $120 and estimated tax payments of $700 in 2005. He
had a total tax liability in 2005 of $900.

d. The taxpayer has a usual annual income of $6500 pension and social security of
$5460. The taxpayer does not generally have any withholding or estimated payments.
In 2005, the taxpayer sold all of his Series E & EE savings bonds with a resulting tax
liability of $1,500.

e. Both aand b.



SEGMENT 2 — All Volunteers

This segment includes two activities:

Activity A - Return Preparation
&
Activity B - Quality Review

ACTIVITY A - VRPP UNIVERSAL RETURN PREPARATION

For questions 31 through 35, use the Brenda Bradford scenario information to
complete an individual tax return with any required forms, worksheets, and
schedules. Select the most correct response and record your answers on the
answer sheet located in the front of the test booklet.

Brenda Bradford is a single mother with a son, Franklin, who is a full time student at the
local university. He lives at home and is in his second year of college. The university
classifies him as a sophomore. You ask if Franklin had income to contribute to his
support. Brenda tells you he did not.

gOCIAL SECURIT) gOCIAL SECURITy

R e K- E - KRN
Thits rsrrleer Nas e aetebdahed ion This nurmbser bas besen establishad for
BRENDA ELLEN BRADFORD FRANKLIN BRIAN BRADFORD

In addition to the Social Security Cards, Brenda hands you an Interview and Intake
Sheet she has completed. You ask Brenda if she wants $3 to go to the Presidential
Election Campaign Fund, and she says no. When asked, Brenda states she is a
custodian at Hamilton High School. In addition to her W-2s, Brenda also gives you a
statement she received from the State University and asks you what she should do with
it.

10
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31. What is Brenda’s Filing Status?
a. Single

b. Married Filing Joint

c. Married Filing Separately

d. Head of Household

e. Qualifying Widow

=g for your records)

Depaiterent of I Tiaysry - Inons Aoaras Sorva

32. What is the total amount of income on Brenda’s return?

a. $26,051
b. $23,088
c. $24,786
d. $1,265

e. $24,353

33. What is Brenda’s taxable income?
a. $24,088
b. $13,153
c. $10,653
d. $11,003
e.$ 9,388

34. What is the amount of tentative education credits (Form 8863, line 7)?

a. $340
b. $640
c. $988
d. $1,349
e. $1,698
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35. What is Brenda’s Earned Income Credit, if any?
a. $0

b. $1063

c. $2,567

d. $2,293

e. $1,271

Segment 2 - ACTIVITY B — Quality Review

Quality Review - Many volunteers must act as both preparer and reviewer at their site.

Questions 36 through 40 are designed to gauge your skill in detecting errors in a
prepared return.

Review the following completed return for Joseph and Roberta Flint.
The return has at least two critical errors.

What is a Critical Error?

Critical errors are those, which incorrectly report the income, adjustments, any tax or
credit on the taxpayer’s return; significantly slow the processing of the return; and
negatively impact the issuance of any refund due the customer.

Examples:

— incorrectly calculating, transcribing, adding/subtracting income or deductions,

— errors in determining whether taxpayer qualifies for various adjustments, deductions
or credits, etc.

— incorrectly completing critical taxpayer, dependent or provider information including
name, address, SSN, bank account numbers or other data.

Based on the following completed tax return and supporting information shown
for Joseph and Roberta Flint, determine whether each of the following statements
is correct or incorrect or not applicable (for this return) and record your answers
on the answer sheet.

a. Yes
b. No
C. Not Applicable for this return

36. Are the names, address, and social security numbers of all individuals shown on
this return correct?

37. Is the correct standard or itemized deduction amount entered?
38. Is the Child Tax Credit amount correct?
39. Is the Earned Income Tax Credit amount correct?

40. Are all Federal Withholding amounts entered correctly?
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SEGMENT 3
RETURN PREPARATION BY COURSE

This segment includes 10 responses to questions related to an individual tax return
prepared by you.

For questions 41 through 50, use the scenario associated with your training path
as follows:

PROBLEM 1 for Basic

PROBLEM 2 for Intermediate
PROBLEM 3 for Advanced
PROBLEM 4 for Military

PROBLEM 5 for International

Please complete an Individual tax return including any necessary forms,
worksheets, and/or schedules based on the information in the scenario. After
completing the return, answer the questions relating to the problem and record your
answers on the answer sheet located in the front of the test booklet.

1. VITA - BASIC Problem

Miguel is a single parent. He provides all the support for his children, Pedro and Tina,
who live with him. Miguel has completed an Interview & Intake Sheet to help with the
preparation of his return.

Miguel says he is a journalist. He indicates he would like any refund directly deposited
in the bank and provides you a check. He gives you all the information documents he
has received and says that he has no other income.

After looking at his documents, you ask him if his EIC was disallowed or reduced in the
past two years and he tells you it was not. After being asked, he also states he did not
receive any distributions from his retirement plan. Miguel tells you he does not want $3
to go to the Presidential Election Campaign Fund.

During the interview, you determine Miguel does not qualify for any adjustments to his
total income. You also review his expenses and determine it is not to his advantage to
itemize deductions. Miguel states that the childcare receipts are for Pedro and Tina.
He paid the same amount for each child. Miguel states he did not forfeit any of his
dependent care benéefit.
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gOCIAL SECURIT)

Thirs niemibeer has besin eolablished for
MIGUEL |. AMARILLO

gOCIAL SECURITY,

This numiser hae besn eslablahed o

PEDRO MITCHELL AMARILLD

GOCIAL SECURITY,

R - M

This rumbs fias haen eslabishan

TINA ANNE AMARILLO

Annual Statement — 2005 Amarillo Family

QUALITY Child Care
5540 Wilson Drive
Your City, State ZIP

Total Amount Received $4,000.00

March 31% $1,000
June 30" $1,000
September 30™ $1,000
December 31% $1,000

EIN XX-XXXXXXX

Pedro & Tina Amarillo

higuel 1. Arman llo
155 W, First Strest
Your City, State ZIP
(512) 444-5555

Pay 1o tha
Order of

1254

Date

Dollars

Bank Of Asbury
Far;
OO0 DD11111222334 1234
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41. What is Miguel’s Filing Status?
a. Single

b. Married Filing Joint

c. Married Filing Separately

d. Head of Household

e. Qualifying Widow

42. What is the total amount of income on Miguel’s return?
a. $21,151
b. $21,085
c. $26,051
d. $23,157
e. $24,353

43. What is Miguel's Adjusted Gross Income?
a. $23,088
b. $21,085
c. $22,786
d. $20,050
e. $21,151

44. What is Miguel’s taxable income?
a. $4,088
b. $3,153
c. $4,701
d. $4,251
e. $3,388

45. What is the amount on Miguel’s Form 2441 Line 37?
a. $1,500
b. $2,000
c. $3,000
d. $4,000
e. $5,000

46. What is the amount on Miguel’s Form 2441 Line 87?
a.0.35
b. 0.31
c.0.28
d.0.25
e.0.20

47. What is the total tax amount due on Miguel’s return?
a.0

b. $470

c. $565

d. $660

e. $710
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48. What is Miguel's Earned Income Tax Credit amount?
a. $2,967
b. $2,839
c. $2,808
d. $2,797
e. $2,987

49. What is the Additional Child Tax Credit amount?
a. $1,550
b. $1,513
c. $1,059
d. $1,530
e. $2,000

50. What is Miguel’s refund or balance due?
a. Refund of $5,018

b. Refund of $4,885

c. Balance due of $5,055

d. Balance due of $125

e. Refund of $5,235
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2. VITAITCE -
INTERMEDIATE PROBLEM

Alice and Jim Post are filing a joint return. Alice works as a Clerk in an appliance store
and Jim is an Electrician. They each have a Form W-2. The Posts have completed an
Interview & Intake Sheet to help with their return preparation. They do not want $3 to
go to the Presidential Election Campaign Fund.

Jim also explains that he has done some pick-up work as a handyman. He worked off
and on during 2005 on a couple of home fix-up projects. He made a total of $1300 and
is unsure of how to handle the income. Jim has a list of expenses related to his
handyman work.

The Posts have three children, Joe, Marie and Martha. Joe is a high school
sophomore, Marie is in sixth grade and goes to after school care during the school year
and Martha is in day care while Alice and Jim work. In addition to day care expenses,
Alice and Jim give you a list of expenses and state they have itemized deductions in
past years and ask if you can help them with this year.

gOCIAL SECURIT)

LSO O 8
Thiss nurmbes hias hesn b iabfished Tor

Jim A, Post

oOCIAL SECURIT)y

K B K KA

Thits numbss fias ban a6ablshesd Tor

Alice C. Post

gOCIAL SECURIT)

MR- KKK KKK

This numbar had Dae a6 RDlshad o

Joe C. Post

oOCIAL SECURIT)

HHR XK - XX
This reimbss Ras bean aslabiished for

Marie C. Post

¢OCIAL SECURIT)

KKK KKK KKK
This number has been established for

Martha D. Post

29



Annual Statement — 2005

Concord Child Care EIN XX-XXXXXXX
4014 Hamilton Lane
Your City, State ZIP

Jim & Alice Post
1010 North Franklin
Your City, State Zip

Marie Post — After School Care $ 1,650
Martha Post — Day Care $ 4,250

Expenses provided by the Taxpayer:

Unreimbursed Doctors bills $460

Unreimbursed Prescriptions $275

Medical insurance premiums $950 (Coverage on Alice’s job)
Life insurance premiums $675

Stop smoking treatment plan $475

Funeral costs for his Mother $4,500

Home mortgage interest $8,290

Property tax — personal residence $2,400

Credit card interest $345

Cash contributions to church $850

Cash contributions to Senate re-election campaign $250
Tax preparation fee for 2004 taxes $125

Interest for personal car $585

Clothing donated to charity (fair market value) $175
Cash donated to Mary Green, a homeless person $75
Additional State Income Tax (paid in 2005) $975
Personal property tax portion of vehicle license fee $385
Gambling losses of $450

Jim’s Handyman Work
Total Income - $1300

Expenses

Tools - $173

Supplies - $32

Mileage — 136 miles in and around town (Total of 13456 miles driven in 2005)

The Posts bought Jim’s truck in November 2002 and he has used it for some pick-up
work each year. Note: All of Jim’s business related travel was before 9-1-2005.
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41. What is the Posts’ Filing Status?
a. Single

b. Married Filing Joint

c. Married Filing Separately

d. Head of Household

e. Qualifying Widow

42. What is the net profit, if any, from Jim’s work as a handyman?
a. $1,300

b. $0

c. $1,040

d. $ 695

e. $1,240

43. What is the total amount of income on the Posts’ return?
a. $63,929
b. $63,995
c. $59,786
d. $63,940
e. $64,353

44. What is the Posts’ Adjusted Gross Income?
a. $63,866
b. $63,918
c. $62,900
d. $62,880
e. $64,353

45. What is the amount on the Posts’ Schedule A, line 1?
a. $1,685
b. $2,160
c. $2,835
d. $3,209
e. $6,660

46. What is the amount on Posts’ Schedule A, line 287
a. $14,260
b. $15,829
c. $13,560
d. $19,985
e. $14,985

47. What is the Posts’ taxable income?
a. $48,088
b. $43,153
c. $32,881
d. $34,353
e. $32,956
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48. What is the amount of Posts’ Child & Dependent Care Credit?
a. $980

b. $780

c. $1000

d. $5,900

e. None of the above

49. What is Jim’s Self-Employment tax, if any?
a. $154

b. $204

c. $0

d. $147

e. $162

50. What is the Posts’ refund or balance due?
a. Refund of $4,244

b. Refund of $4,114

c. Balance due of $4,244

d. Balance due of $43

e. Refund of $4,124
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3. VITA/TCE - Advanced Problem

Esther Lincoln asks you to prepare her return. She is a retired school teacher, who was
widowed in 1999 and has not remarried. She does not want $3 to go to the Presidential
Election Campaign Fund. Mrs. Lincoln has completed an Interview & Intake Sheet to
assist with her return preparation. She made estimated tax payments of $450 per
quarter (a total of $1,800) in 2005.

Mrs. Lincoln retired from the Salem Public School System on December 10, 2004 and
received her first pension check on January 2, 2005 and has received monthly checks
ever since. In addition to her pension and Social Security benefits, Mrs. Lincoln
received $400 in interest income in 2005 and sold some stock. She had purchased 100
shares of AEP stock on June 1, 2003 for $8,456. She sold 30 shares of AEP on May 2,
2005 for $4,522 and wants to know how to handle this on her return.

Mrs. Lincoln also informs you that on February 18th 2005 she sold a lake lot for $6,500
cash to a friend of the family. It was a fair market transaction with no selling expenses.
Mrs. Lincoln explains that she acquired the property through inheritance from her father.
He had originally purchased the lot for $1,000 in 1976. Mrs. Lincoln’s father died on
June 1% 1984. The fair market value of the property in 1984 when she received title
from her father’s estate was $3,000. Mrs. Lincoln asks if there is anything she needs to
report with this sale.

Mrs. Lincoln tells you that in the fall of 2005 she began a small business making
specialty teddy bears. She grossed $4200. She had some expenses including $600 for
supplies, shipping $300, business phone and internet services $120 and $60 in bus
tokens and taxi expenses for business related travel as she does not drive. If entitled to
a refund, Mrs. Lincoln wants it deposited into her checking account.

oOCIAL SECURIT)

This numiber has been estabiished for
ESTHER LINCOLMN
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FORM SSA-1000 - SOCIAL SECURITY BEMEFIT STATEMENT

2005
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41. What is Mrs. Lincoln’s Filing Status?

a. Single

b. Married Filing Joint
c. Married Filing Separately
d. Head of Household

e. Qualifying Widow

CepEraTEd | of e Tomwary - Feedd Rinsds o forics

42. What is the amount of Mrs. Lincoln’s net capital gain or loss, if any?

a. $3,000
b. $3,500
c. $5,485
d. $4,522
e. $5,015

43. What is the amount of Mrs. Lincoln’s taxable pension, if any?

a. $28,792
b. $25,288
c. $23,347
d. $25,316
e. $27,347
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44. What is the net profit or loss from Mrs. Lincoln’s business, if any?
a. $0

b. $3,820

c. $3,120

d. $4,200

e. $3,180

45. What is the total amount of income on Mrs. Lincoln’s return?
a. $36,051
b. $43,550
c. $44,786
d. $41,265
e. $42,105

46. What is Mrs. Lincoln’s Adjusted Gross Income?
a. $44,786
b. $41,765
c. $43,650
d. $41,884
e. $42,105

47. What is the Mrs. Lincoln’s standard deduction?
a. $6,250

b. $5,000

c. $10,000

d. $6,050

e. $7,300

48. What is Mrs. Lincoln’s taxable income?
a. $34,088
b. $33,153
c. $32,394
d. $34,353
e. $32,434

49. What is Mrs. Lincoln’s total tax?
a. $4,656
b. $4,976
c. $4,731
d. $4,326
e. $4,663

50. What is Mrs. Lincoln’s refund or balance due?
a. Refund of $259

b. Refund of $134

c. Balance due of $266

d. Balance due of $259

e. Refund of $119
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4. VITA - Military Problem

Marjorie North comes in to the Base Tax Center for help with her 2005 tax return. Mrs.
North is married to SFC Michael North. SFC North is an Army Reservist activated in
May 2005 and deployed to Iraq in June 2005. The North’s have been married for twelve
years and have one daughter, Talynn, age 7. Mrs. North shows you not only her ID
card but also a completed Power of Attorney to file the return on behalf of her husband.
She has also completed the Tax Center’s Intake Sheet to provide details for the return
preparation.

In civilian life, Michael is a teacher at Furman High School. Marjorie is a software
development programmer and has been able to continue to work with her company via
remote access. Their W-2's are shown below. They do not need a state return
prepared; they did not itemize deductions last year; and if they are due a refund, they
want it mailed to their current address. The Norths do not want $3 to go to the
Presidential Election Campaign Fund.

Marjorie states that Michael did spend $385 on school supplies for his classes at
Furman. Additionally prior to be activated, Michael attended 5 monthly drills in 2005
at a site downstate 120 miles (240 miles roundtrip) from home. He would drive down
after school on Friday one weekend a month staying at a local motel on Friday and
Saturday nights (10 nights total) at a flat cost of $45 per night. His meal expense record
shows a total of $237 spent during the time he was away for the drills. Michael’s car
was purchased originally June 16 2003. The total miles driven on the car for 2005 were
16540.

When the North’s moved to their first post-of-duty, they chose to not sell their home.
They listed the house for lease with a realty company. It was available for rent (placed
in service) at $700 per month and immediately rented on July 1, 2005.

Rent collected in 2005 - $4,200
Real Estate company fees - $375

July to December Yard Maintenance & Repairs $465
Annual Real Estate Taxes - $630
Annual Mortgage Interest - $2472

The Realtor computed the 2005 depreciation to be $1,782.

The basis for depreciation is the value of the property [$90,000] less the value of the
land [$6,000], which is not depreciable. The Realtor used a 27.5-year recovery period,
straight-line method.
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Michael L. North

gOCIAL SECURIT)
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Marjorie £. North
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This rismiber has boesn esmbliskesd for

Talynn C. North

Annual Statement — 2005

Quality Child Care
4014 Washington Street
Your City, State ZIP

EIN XX-XXXXXX

Marjorie North
123 Main Street

Your City, State Zip

Talynn — After School Care $ 1,650
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41. What is the Norths’ Filing Status?
a. Single

b. Married Filing Joint

c. Married Filing Separately

d. Head of Household

e. Qualifying Widow

42. What is the amount on the Norths’ Schedule E, line 267
a. $4,200

b. $27

c.$0

d.-$1,524

e.-$5724

43. What is the total amount of income on the Norths’ return?
a. $46,051
b. $43,088
c. $44,786
d. $45,546
e. $44,353

44. What is the Norths’ Adjusted Gross Income?
a. $44,241
b. $45,296
c. $43,991
d. $45,546
e. $46,200

45. What is the Norths’ standard or itemized deduction?
a. $5,724

b. $7,300

c. $10,000

d. $8,435

e. $2,390

46. What is the Norths’ taxable income?
a. $24,088
b. $24,641
c. $21,653
d. $24,353
e. $27,341

47. What is the amount of Norths’ Child & Dependent Care Credit?
a. $330

b. $0

c. $495

d. $1,650

e. None of the above
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48. What is the total tax on the Norths’ return?
a. $1,464
b.$1,112
c. $1,380
d. $1,760
e. $1,660

49. What are the total prepayments on the Norths’ return?
a. $4,405
b. $4,500
c. $4,427
d. $4,320
e. $4,609

50. What is the Norths’ refund or balance due?
a. Refund of $2,963

b. Refund of $2,100

c. Balance due of $2,586

d. Balance due of $2,309

e. Refund of $2,701
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5. VITA — VECTA - International Problem

David and Maria Marshall have lived in Germany since August, 2004. They come in to
the VITA site for help in preparing their 2005 tax return. David is employed as a civilian
contractor by the U.S. Army. In 2005, Maria worked at a local bakery (Guten Tag’s,
520728 Grier Lane, Frankfurt, Germany) and earned the equivalent of $12,000.

David and Maria do not consider themselves bona fide residents of Germany. During
2005, they resided in Germany for the full year, except for a three-day vacation in
France. Their address in Germany is 49084 Brandt Strasse, Frankfurt, Germany. They
have never claimed the foreign earned income exclusion before.

In January, 2005, the Marshalls had a baby, Claire. They filed all the appropriate
paperwork with the U.S. Embassy in Berlin and have Claire’s passport and Social
Security Card available for review. In preparation for the baby, Maria’s Aunt Martha
Stein came to live with them at Christmas in 2004. Mrs. Stein, a German citizen, is
widowed and lives on a very small pension. As Mrs. Stein has lived with the Marshalls
all year, they wonder if she can be claimed on their return. She is after all a blood
relative to Maria and they did pay for virtually all of her support during the whole year.

gOCIAL SECURIT) ¢OCIAL SECURIT)

SO = K- XXX LR O O 8944
This number has been esiablished for This numbesr has been established for
David D. Marshall Maria C. Marshall
HAHX-XX-XXXX

This number has been established for

Claire D. Marshall
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During the tax year did you, your spouse, or anyone in your household:
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Receive & distribution fram an IR of O vee Bl Mo | Abtend college of vooational O ves  [E He
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41. What is the most advantageous Filing Status for the Marshalls?

a. Single

b. Married Filing Joint

c. Married Filing Separately
d. Head of Household

e. Qualifying Widow

42. Can the Marshalls claim Mrs. Stein?

a. Yes
b. No

43. What is the total amount of income on the Marshalls’ return?

a. $59,309
b. $71,309
c. $56,309
d. $55,056
e. $62,822
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44. What is the Marshalls’ Adjusted Gross Income?
a. $71,309
b. $59,309
c. $55,056
d. $56,309
e. $63,122

45. What is the Marshalls’ standard or itemized deduction?
a. $5,724

b. $7,300

c. $10,000

d. $5,000

e. $12,390

46. What is the Marshalls’ taxable income?
a. $36,709
b. $48,709
c. $35,056
d. $43,222
e. $39,709

47. What is the amount of the Marshalls Foreign Earned Income Exclusion, if any?
a. $0

b. $10,000

c. $12,000

d. $71,309

e. $56,309

48. What is the total tax on the Marshalls’ return?
a. $2,300
b. $3,021
c. $4,800
d. $3,779
e. $1,660

49. What are the total payments on the Marshalls’ return?
a. $4,854
b. $4,708
c. $4,800
d. $5,708
e. $3,660

50. What is the Marshalls’ refund or balance due?
a. Refund of $1,075

b. Refund of $1069

c. Balance due of $1,075

d. Balance due of $368

e. Refund of $75
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Blank Forms
For Your Test

The following blank forms can be used to complete the Universal
Problem and the problem for your chosen training course.

The Tax Tables, EIC Tables, and Sales Tax Tables are available
in Publication 678 W, the Comprehensive Problems and
Exercises Workbook.

Please record your answers based on the questions asked on the
Answer Sheet in the front of this Test booklet.
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Understanding Taxes:
Just a Point and Click Away!

Students can
learn about
laxes online @

e http://www.irs.gov/app/understandingTaxes/index.jsp

Learn about..... O

e The History of Taxes
e How to prepare the basic tax return

Instructions on how to prepare a tax return
are also available in Spanish @
www.irs.gov/app/understandingTaxes/jsp/tools_using _hows.jsp.



linking volunteers to

o quality e-learning solutions

E-learning for Volunteer Return Preparation

This VITA/TCE course is available on-line @

WWW.irs.gov
Enter keyword: "volunteer training" or "link and learn"

The benefits.....
® Work at your own pace

® Accessit anytime, anywhere-24/7...it's on the Internet

® Complete your volunteer certification online

Share your opinion.....

Check-out the course and send your comments to
partner@irs.gov



