
Understanding Tax Forms
Changes to Tax Forms & Exercises



Agenda
9:00am – 3:00pm (with breaks)

• Housekeeping & review of handouts
• Review of Income Rules
• Detailed review of new 1040/schedules
• Exercises with policy discussion



Training Guide
This guide is a reference document for you. We will not be 
reviewing all content during this session. This is only a training 
guide and is not policy. Always reference official policy sources.

Exercise Packet
The “official” answers will be posted to the website. The goal is to 
complete all the exercises during this session, but it is ok if we do 
not finish all of them since the answers are being provided. 
https://changewithin.net/worker-resources/self-employment-
resources

Handouts Review

https://changewithin.net/worker-resources/self-employment-resources


Policy Citation, page 2

“It is essential to 
handle each applicant 

with dignity and 
respect.” 

Policy Review 



Qualification Period
The applicant can choose one of three qualification 
periods to calculate the Annual Income amount:
• Most recent 30 days, starting with the application date 

back a full 30 days.
• The last 12 months
• The most recent tax year (using federal tax return).
If only 30 days of income is collected, it must be converted 
to an annual amount. Applicants must be informed they 
can select a different qualification period.

Income Calculation Rules



Verifying Income
All income must be verified except part-time 
employment of youth 18 and younger who are not 
the Head of Household.

If an applicant refuses to produce verification of 
income and does not authorize the CAA to verify 
earnings, the applicant is not eligible for assistance.

Income Calculation Rules



Calculating Income
Gross income is used for income calculations 
except when using the Federal Tax Return for Self-
Employment.

When using the tax return, the NET taxable Self-
Employment Income is used for the Annual 
Amount.

Income Calculation Rules



Self-Employment Income (SEI)
The LIHEAP application form asks the applicant to 
provide their Federal Income Tax Return for Self-
Employment or Farm income. Remember though, 
they can choose last 30 days or last 12 months.

Income Calculation Rules



Self-Employment Income (SEI)
Although a person can choose last 30 days or last 
12 months, our focus for today is the Federal Tax 
Return.

For most income-tested programs, SEI is 
calculated with tax forms because SEI generally 
has large fluctuations throughout the year. A 12-
month window, provides the best income 
evaluation.

Income Calculation Rules



Federal Requirements
Who Must File a Return

Page 5 in 
Packet

The IRS website has an excellent interactive tool to determine if 
an individual is required to file a tax return. It is at: 

https://www.irs.gov/uac/Interactive-Tax-Assistant-%28ITA%29-1

https://www.irs.gov/uac/Interactive-Tax-Assistant-%28ITA%29-1


Iowa Requirements
Who Must File a Return
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Information on who must file can be found at the 
Iowa Department of Revenue website: 

https://tax.iowa.gov/expanded-instructions/who-must-file-2018.  

https://tax.iowa.gov/expanded-instructions/who-must-file-2018


Lines on the 1040 for LIHEAP
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The “New” 1040 Form
The 1040 form is the Federal Tax Return form that is 
used to declare all taxable income sources as well as 
deduction and tax credits.

The 1040 was significantly revised for 2018 tax year. It is 
“simplified” by having less lines. But all the eliminated 
lines have been moved to 4 different schedules. 

Therefore, the “simplified 1040 is more complicated for 
many tax filers, especially those with Self-Employment.



The “New” 1040 Form

New Page 1

Old Page 1 Page 9 in 
Packet



The “New” 1040 Form

• Wages are now Line 1 
• Interest, Dividends, 

Retirement/Annuities, and Social 
Security remain on the 1040. 

• All other income (including SGI) are 
now on Schedule 1

New Page 1
New Page 2
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Line 1: Wages
Line 1 is the sum of all gross wages of all 
individuals listed on the return. The 1040 does not 
identify whose W-2 income is listed.
Current Iowa LIHEAP policy allows the applicant to 
either submit the 1040 or the W-2 statement(s). 

The “New” 1040 Form
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Note: wages on Box 1 
of the W-2 may be 
different than Box 3 
and 5 if pre-tax 
deductions were taken.
For purposes of LIHEAP, 
use Box 1 to calculate 
the gross wages.  

Line 1: Wages

The “New” 1040 Form
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Line 2a and 2b: Interest Income
Interest income is not counted for LIHEAP. This is still a 
valuable line to review as it may indicate a person has/had 
a large amount in a savings or interest-bearing account.

Financial Institutions issue a 1099-INT if the individual 
earned $10 or more in interest on regular interest-bearing 
accounts. 

The “New” 1040 Form
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Line 2a and 2b: Interest Income
Example: Tom has $15,000 in a standard savings 
account. If he does not make any withdrawals and 
has an average interest rate of 2.2%, he will accrue 
about $34 in interest for the year. If the interest rate 
is 1.1%, the annual interest is about $18.
The interest line includes savings, CD’s, savings bonds and other 
interest-bearing accounts, all which have different interest rates so 
one cannot make an accurate assessment of a person’s asset value.

The “New” 1040 Form
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Line 3a and 3b: Dividends
Dividend income is reported on two lines. Line 3b 
lists the total Dividend amount.  Line 3a separates 
out the portion of Line 3b that is qualified which 
may result in a different tax rate. 

The new 1040 has a both a line and letter change for 
dividends but the location of ordinary and qualified 
remains the same.

The “New” 1040 Form
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Line 3a and 3b: Dividends
Only look at Line 3b for LIHEAP.

Only include the dividends in the income calculation 
if the total is $120 or more.

The “New” 1040 Form
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The 1099-DIV is issued to 
report dividends.

Box 1a is the total 
dividend amount, 
transferred to 1040, Line 
3b. Box 1b is the portion 
of 1a that is qualified 
and transferred to 1040, 
Line 3a

Line 3a and 3b: Dividends

The “New” 1040 Form

1,709

1,104

26
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Line 4a and 4b: IRAs, Pensions and Annuities
The new 1040 combines these into a single line vs. 
the old 1040, where IRAs were on its own line. 

These income types are still separated into Total 
distribution amount (4a) and the taxable amount of 
the distribution (4b). 

The “New” 1040 Form
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Line 4a and 4b: IRAs, Pensions and Annuities

The “New” 1040 Form

IRA Distributions are reported on the 1099-R 
and are not always taxable. 
Use Line 4b for LIHEAP calculations.
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Line 4a and 4b: IRAs, Pensions and Annuities

The “New” 1040 Form

Pensions and Annuities are not always taxable. 
Line 4a lists the total amount received for the tax 
year as reported on a 1099-R. The taxable portion 
from 4a is reported on 4b.

Use Line 4b for LIHEAP calculations.
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Social Security benefits received are reported on the 
1099-SSA.

SS benefits were on Line 20a/b on the old 1040.

Use Line 5a (total gross SS payments) for LIHEAP (or 
other verification statements from SSA).  

Line 5a and 5b: Social Security Benefits

The “New” 1040 Form
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Line 6 has two parts: the Schedule 1 income and the 
total of Lines 1 – 5 plus Schedule 1 total. 

If there is any dollar amount (positive or negative), the 
Schedule 1 must be reviewed. 

Schedule 1 is a near duplicate of lines 10 – 22 on the 
old 1040 form. 

Business schedules including C, E, F have not changed.

Line 6: Schedule 1 Income

The “New” 1040 Form
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Line 6: Schedule 1 Income

The “New” 1040 Form

Old 1040
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Line 11: Alimony

There is no tax form produced to for Alimony (no 
1099 form).  Alimony/Maintenance is taxable.

Note: Alimony is not considered a fixed income 
source for LIHEAP.

1040: Schedule 1
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Line 12: Sole Proprietorship Business Income (SGI)

Regular business income/expenses are reported on 
the Schedule C-EZ and Schedule C. 

The total net amount from these schedules is 
reported on Line 12. 

LIHEAP uses the net income listed on Line 12.

1040: Schedule 1
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Line 12: Sole Proprietorship Business Income (SGI)

Line 31 from the Schedule C (or line 3 from the C-EZ) 
is transferred to Line 12 on the 1040 Schedule 1.

If there is more than one Schedule C, the totals from 
all line 31s on the schedules are entered on Line 12 
of Schedule 1.

1040: Schedule 1
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Line 13: Personal Capital Gains

Personal Capital Gains usually recorded on the 
Schedule D and transferred to Line 13 on Schedule 
1. They come form a variety of sources including 
sale of stocks, real estate and other investments. 

Often a business owner will shift Business Capital 
Gains from the 4797 form to the Schedule D. 

Capital Gains are not counted for LIHEAP

1040: Schedule 1
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Line 14: Business Capital Gains

Business Capital Gains are recorded on Form 4797 
and transferred to Line 14 on Schedule 1.

Business Capital Gains/losses come from the sale of 
business property such as cows or the loss of 
property (tractor is junked). 

1040: Schedule 1
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Line 17: Schedule E Income
LIHEAP uses just Line 17 for all sources of income from 
the Schedule E. Income sources include:

Part I: Rental and Royalty Income

Part II: Partnerships & S-Corporations

Part III: Estates and Trusts

Part IV: Real Estate Mortgage Investment Conduits

1040: Schedule 1

Page 17 in 
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Line 17: Rental and Royalty Income
Rental income for Sole Proprietorships is listed in 
Part I of the Schedule E. There may be multiple 
properties for Schedule E. 

Royalty Income are payments made to an owner for 
use of intellectual property.  

1040: Schedule 1
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Line 17: Rental and Royalty Income

1040: Schedule 1
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Line 17: Rental and Royalty Income

If Line 26 matches Line 17 on Schedule 1, there is no 
other income sources on Part II – IV.

1040: Schedule 1
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Line 17: Partnerships and S Corporations – Sched E, II
Partnerships and S Corporations are reported on Part II 
of the Schedule E. You can identify the type of business 
by the code on the Schedule E.

1040: Schedule 1
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Line 17: Partnerships
Partnerships file an Information-Only Tax Return, the 
1065. A K-1 is issued that reports the partner’s share of 
the business income.

The K-1 information is then transferred to the Schedule 
E, Part II and other parts of the 1040 and corresponding 
Schedules.

1040: Schedule 1
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Line 17: Partnerships
The income from the 1040 is transferred to Part II on 
the Schedule E. 

1040: Schedule 1
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Line 17: S-Corporations
S-Corporations file an Information Only Tax Return, 
the 1065.  A K-1 is issued that reports the 
shareholder’s share of the business income.

The K-1 information is then transferred to the 
Schedule E, Part II and other parts of the 1040.

1040: Schedule 1
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Line 17: S-Corporations
On the K-1, income from Box 1, 2, 3, and 4 may be 
reported the Schedule E. Other boxes are reported 
elsewhere on the 1040 and related schedules.

1040: Schedule 1

Page 20 in 
Packet



The 1040 Form

Line 17: S-Corporations
The income from the K-1 is transferred to Part II on 
the Schedule E. 



Line 17: Trusts
Trusts are separate entities with an informational tax 
return filed and a K-1 issued to the beneficiaries. 

The assigned income/loss is then transferred to Part 
III on the Schedule E, Part III. 

Payments from trust funds that make regular
payments to the beneficiary are counted for LIHEAP.

1040: Schedule 1
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Line 18: Farm Income
Sole Proprietorship farms report business activity on 
the Schedule F.

The net income on Line 34 is transferred to Line 18 
on the 1040.

1040: Schedule 1
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Line 19: Unemployment Compensation
Unemployment Insurance Benefits are subject to 
Federal and State income tax.  A 1099-G is issued by 
the state where UIB was collected. 

Note: A person can receive a maximum 26 weeks of 
Unemployment in a year. In Iowa, some people are 
eligible for the Training Extension Benefits to receive 
an additional 26 weeks.

1040: Schedule 1
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Line 21: Other Income

There are may different sources of income that can 
be reported on Line 21. 

When income is reported on this line, the filer must 
describe the income on Line 21. 

1040: Schedule 1
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Line 21: Other Income
Cancelled Debt:

Cancelled Debt is reported on the 1099-C.  This is 
issued when a debt is forgiven such as in a bankruptcy 
or a creditor decides to wipe out the debt. 

The value of the debt is treated similar to a gift, which 
must be taxed.  It is not though “real” income.

1040: Schedule 1
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Line 21: Other Income
Gambling Winnings:

This is reported on a W-2G form. 

LIHEAP counts any taxable gambling winnings (as 
reported on the 1040 form or other verification). 

1040: Schedule 1
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Line 21: Other Income
Jury Duty Pay:

People who are on a jury receive pay from the court.  
This can be a reimbursement for expenses, or it can 
be an actual stipend. In some situations, this can be 
taxable so would be reported on Line 21.

1040: Schedule 1
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Line 21: Other Income
Prizes and Awards:

This is reported on the 1099-MISC if there is any 
monetary value to the prize/award.

1040: Schedule 1
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Line 21: Other Income
Net Operating Loss:

Individuals are able to carry over business losses 
from a previous tax year if the total loss was more 
than what would reduce taxable income to zero.

This is used solely to reduce tax liability.  The NOL 
should not be considered as a genuine loss for the 
year – it is essentially a tax credit. 

1040: Schedule 1
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1099-MISC for Independent Contractors
Individuals who work for other people or businesses are 
either classified as independent contractors or 
employees.

For individuals who are operating a business, they will 
include the 1099-MISC on their Schedule C or C-EZ form, 
but some people will just report the earnings on Line 21 
of the Schedule 1 of the 1040 because they have no 
expenses to report (such as a newspaper delivery person).

1040: Schedule 1
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Tips on Reading Tax Forms
Always ask if a new business/rental started after the tax 
year that is not reflected on the tax form(s).

1. Wages reported on Line 1 of the 1040.
2. SEI is reported on Lines 12, 17 and 18 of Schedule 1 

of the 1040.
3. Check the names on the Schedules to see if there is a          

joint owner.
4. Check the address of the business to see if it is 

operated out of the home.
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Tips on Reading Tax Forms
5. Determine when the business started. If the business 

started during the tax year of the tax form being 
viewed, the income listed is likely not representative 
of a full 12 months of income.

6. Identify if wages were paid to the person out of the 
SEI (generally for Schedule C and S-Corps).

Page 27 in 
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Exercises
We will go through the following exercises 
together.  You can break into teams or work 
individually.

It is not important if we finish all the exercises 
today.  This is the time to ask questions and discuss 
as we go through these examples.

Answers will be posted on the website after the 
training.
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