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VITA Site Information for Your Base 
 
Client ID Number:   ________________________________ 
Electronic Filing Identification Number (EFIN): ______________________ 
Tax Center Coordinator: Name ________________________________ 
    Phone  ________________________________ 
 
Volunteer Hotline     
(Volunteers only – not for the taxpayer) 
 
California Franchise Tax Board (FTB)   800.522.5665 
Federal Internal Revenue Service (IRS)  800.829.8482 
 
Public Assistance    (Taxpayers can call here) 
 
FTB from within the United States   800.852.5711 
FTB from outside the United States    916.845.6500 
FTB automated assistance    800.338.0505 
For federal (IRS) tax questions    800.829.1040 
From TTY / TDD (persons with disabilities)  800.822.6268 
 
Website 
 
California Franchise Tax Board (FTB)   ftb.ca.gov 
 
In the search field enter the underlined word or number: 

• VITA, Volunteer Income Tax Assistance 
• Live Chat for online assistance 
• 5135, VITA Military Reference Guide 
• 5137, VITA Military Training Manual 
• 2335, VITA Military Worksheet 

 
Internal Revenue Service (IRS)  irs.gov 
TaxSlayer Training System  https://vita.taxslayerpro.com/IRSTraining 
Link and Learn Certification  https://www.linklearncertification.com/d/ 
 
Correspondence 
If you write to us, be sure your letter includes your/Clients social security number and your 
daytime and evening telephone numbers. Mail your letter to: 
 

FRANCHISE TAX BOARD 
PO BOX 942840 
SACRAMENTO CA 94240-0040 

 
 
 
 
For more information concerning training materials, send an e-mail to 
Shawntae.Tyler@ftb.ca.gov or call 800.522.5665. 
 
 

http://www.ftb.ca.gov/
https://www.ftb.ca.gov/individuals/vita/volunteer/index.shtml
https://www.ftb.ca.gov/aboutFTB/Live_Chat.shtml?WT.mc_id=Contact_Info_General_LiveChat
https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml
https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml
https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml
http://www.irs.gov/
https://vita.taxslayerpro.com/IRSTraining
https://www.linklearncertification.com/d/
mailto:Shawntae.Tyler@ftb.ca.gov
https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml
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Volunteer Information 
 
We keep accurate records for managing the program. Complete the information on the other side 
of this page and return to the California state trainer from the Franchise Tax Board (FTB). This 
information helps us to determine the number of volunteers we train at each base and to give 
recognition for your volunteer work. 
 
Student Notes   

https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml
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Objective 
 
Volunteers 
 

1. Define the scope of the VITA Military Program. 
2. Understand your volunteer responsibilities. 
3. Understand the privacy and disclosure policy. 
4. Identify and locate the reference materials available. 

 
California Tax Law 
 
The volunteer will determine or understand: 
 

1. The key terms related to California tax law of residents, nonresidents, part-year 
residents, domicile, community property, and separate property. 

2. Income taxable by California. 
3. When to apply the Military Pay Adjustment. 
4. When to apply the Military Spouse Relief Act. 
5. The modified adjusted gross income. 
6. The taxpayers filing requirements. 
7. The proper filing status. 
8. The filing due dates. 
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Class Schedule – CA VITA Military Training 
 
Day 1 
 
0730 – 0800 Introduction; Instructor’s Bio 
0800 – 0830 Volunteer Information 
0830 – 0845 Break 
0845 – 1200 California Tax Law 
1200 – 1300 Lunch 
1300 – 1400 California Tax Law 
1400 – 1415 Break 
1415 – 1600 Grasp Step by Step Exercise 
 
Day 2 
 
0730 – 0800 Review prior day 
0800 – 0900 Review California web site – tax forms 
0900 – 0915 Break 
0915 – 0930 Log on to TaxSlayer 
0930 – 1030 Exercise 1 and Review 
1030 – 1200 Exercise 2 and Review 
1200 – 1300 Lunch 
1300 – 1400 Exercise 3 
1400 – 1415 Break 
1415 – 1500 Exercise 3 and Review 
1500 – 1600 Exercise 4 
 
Day 3 
 
0730 – 0800 Review prior day 
0800 – 0900 Exercise 4 and Review 
0900 – 0915 Break 
0915 – 1200 Exercise 5  
1200 – 1300 Lunch 
1300 – 1400 Exercise 5 and Review 
1400 – 1415 Break 
1415 – 1600 Exercise 6 and Review 
 
Day 4 
 
0730 – 0800 Review prior day 
0800 – 0900 Final exam T/F and multiple choice 
0900 – 0915 Break 
0915 – 1130 Final exam problems 
1130 – 1230 Lunch 
1230 – 1530 Finish and review exam problems 
1530 – 1600 Complete training evaluation form 
 

Table of Contents 
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Volunteer Income Tax Assistance Information 
 
Scope of the VITA Military Program 
 
The purpose of the Volunteer Income Tax Assistance (VITA) Military program is to help active 
duty, retired military personnel, and their families prepare their California and federal income 
tax returns. 
 
As a volunteer, you should prepare tax returns at your comfort level of complexity. The California 
tax return follows the federal tax return, and starts with the federal adjusted gross income. 
California treats many tax issues the same, but there are some differences which we emphasize 
in training. Direct clients with complex tax issues to the base legal office, to the Taxpayer Services 
Center, or to professional tax services. We do not train you on complex tax issues. 
 
Link and Learn Taxes 
 
Link & Learn Taxes (https://www.linklearncertification.com/d/) is the IRS web-based program 
providing certification courses for volunteers and a refresher course for returning volunteers.  
The training prepares Volunteer Income Tax Assistance (VITA) and Tax Counseling for the 
Elderly (TCE) partners and volunteers to provide quality tax return preparation services in their 
local communities. 
 
This fun, interactive course teaches you to accurately prepare income tax returns for individuals 
and users can obtain volunteer certification along the way at their own pace! Some tax 
professionals can even earn continuing education credits when certifying at the designated level 
and meeting other specific requirements. 
 
 VITA Courses 
 
The VITA military training covers two certifications, Advanced and Military. Each level is 
summarized below: 
 

• Advanced covers the full scope; wages, pension, investment, social security, child 
dependent care credit, sale of stock, and other filing topics. 

 
• Military requires certification in the Advanced level and covers members of the Armed 

Forces, Reserves, and National Guard, Service Member Civil Relief Act (SCRA), Military 
Pay Adjustment (MPA), Military Spouse Resident Relief Act (MSRRA), Modified adjusted 
gross income limitations, and domestic military topics.  

 
All volunteers and quality reviewers must complete and certify in the Advanced and Military 
courses. Volunteers can only prepare tax returns for the level for which they have been certified.  
 
 
 
 
 
 
 

Table of Contents 
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Volunteer Responsibilities 
 
Volunteers make the program work by fulfilling these responsibilities: 
 

• Complete the federal training and certify on Link and Learn. 
• Attend and complete the state tax training. 
• Be available January through April 18 to provide assistance. 
• Use the IRS and FTB manuals and the reference guides to help you provide accurate 

information to your client.  
• Call the IRS or FTB volunteer hotlines or contact your Judge Advocate General’s (JAG) 

office for answers to federal and state tax questions. 
• Inform your base coordinator of changes in your assistance times or location. 

 
You do not have legal responsibility for the tax returns you prepare. Let your clients know that the 
tax return legal responsibility is theirs. The Volunteer Protection Act of 1997, PL 105-19 exempts 
a volunteer of a nonprofit organization or governmental entity from liability for harm caused by 
an act of omission by the volunteer on behalf of such organization or entity. 
  
Privacy and Disclosure of Information 
 
Your clients provide confidential information with their tax returns and financial information. You 
are not to disclose this information under any circumstances with anyone other than the client. 
You must take actions to erase confidential information on the computer’s hard drive. Volunteers 
are subject to the criminal penalty provisions of 18 U.S.C. Section 1905 for any improper 
disclosures of customer information. 
 
It is critical to the VITA Military Program’s success to ensure volunteers safeguard customer 
information and understand their responsibility to protect confidential information under a need 
to know basis. Arrange your assistance area to enhance the privacy of your clients. Prevent 
others from overhearing or seeing the information. 
 
You must sign IRS Form 13615, Volunteer Standards of Conduct Agreement. This agreement and 
its provisions apply to the state returns you prepare. 
 
All customer information you receive from your customers in your volunteer capacity is strictly 
confidential and should not be disclosed to unauthorized individuals.   
 
No Acceptance of Payment 
 
The VITA Military Program provides free assistance. You may not accept payment of any form 
under any circumstances, either for your services or on behalf of the IRS or FTB. 
 
 
 
 
 
 
 

Table of Contents 
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Client Documents 
 
It is essential for the site appointment maker to tell, e-mail, and/or printout the needed documents 
list of all tax related items the client needs to bring to their appointment. All necessary records 
are needed to complete an accurate tax return. 
 
To complete an accurate tax return the client needs to bring: 

1. A completed IRS Intake/Interview quality review sheet 
• IRS Form 13614-C, Intake/Interview and Quality Review Sheet. 
• Answer the questions about the client and their family. 
• Birthdates for the taxpayer, spouse, and dependents. 
• Health insurance coverage for all members, IRS Forms 1095-A,1095-B and 1095-C 

2. Last year’s federal and state tax returns. The prior year tax returns: 
• Gives you some idea of the tax return’s complexity. 
• Shows the forms used the prior year. 
• Allows you to cross check the client’s information: 
• Social security number(s). 
• Dependent(s) information. 

3. Wage and earning statements like Forms W-2, W-2G, 1099R and other 1099’s. 
4. Any other relevant information about income and expenses. 
5. Checkbook for bank routing and account numbers for direct deposit. 
6. Day care receipt with the total amount paid and the day care provider’s: 

• Name, address, phone number, and  
• Tax identification or social security number. 

7. The following itemized items, for clients who itemize: 
• Mortgage Interest Statement (normally on December or January bill or 1098). 
• Real estate tax document. 
• Vehicle registration from DMV. 
• Charity contributions, with receipts or documentation to substantiate. 
• For other itemized deduction information go to: 
 The IRS Tax Topics at http://www.irs.gov/taxtopics/tc500.html  

8. California renters who rent and do not live in Government housing need: 
• Landlords name, address, and phone number. 
• Client’s address and rental dates. 

9. Yearend Brokerage Statement. 
10.Rental property income and expenses, for more information go to: 

• IRS Publication 527, Residential Rental Property. 
 
Generally, you should fully complete the taxpayer’s tax return at the time of service. Do not retain 
taxpayer documents for a follow-up visit. If more data is required, give everything back to the 
client. The client should provide the entire package with the missing information when they return. 
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Questions or Assistance outside the Scope of the Program 

n matters beyond your training, refer the client to your JAG office or the toll-free public assistance 
elephone numbers: IRS 800.829.1040 or FTB 800.852.5711. It may be necessary to suggest the 
lient hire a tax service or enrolled agent to file their complicated tax returns. 

olunteer References 

n order to produce the best possible product, locate and use the following reference materials: 

• At ftb.ca.gov enter the form number or word into the search field 
• FTB 5135, VITA Military Training Manual – California Income Tax 
• FTB 5137, VITA Military Quick Reference Guide – California Income Tax 
• FTB 2335, VITA Military Worksheet 
• Military and review the frequently asked questions 
• Publication 1032, Tax Information for Military Personnel 
• Publication 1031, Guidelines for Determining Resident Status 

AG office 

• At irs.gov enter the form number or word into the search field 
• Military 
• Form 13614-C, IRS Intake/Interview quality review sheet 
• Publication 3, Armed Forces Tax Guide http://www.irs.gov/pub/irs-pdf/p3.pdf 

axSlayer computer program 

• https://vita.taxslayerpro.com 
• You will need to obtain the Security Code from your site coordinator to sign into the live 

environment.  
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• TaxSlayer Help Center 
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Introduction to California Tax Law 
Objectives 
 

1. Understand the key terms related to California tax law of residents, nonresidents, part-
year residents, domicile, community property, and separate property. 

2. Determine income taxable by California. 
3. Determine when to apply Military Pay-Adjustment. 
4. Determine when to apply the Military Spousal Residency Relief Act.  
5. Understand the Modified adjusted gross income calculation. 
6. Determine the taxpayer’s filing requirements. 
7. Determine the proper filing status. 
8. Determine the correct tax forms to file. 
9. Explain the automatic extension rules. 
10.Define the key tax terms in the Glossary of Tax Terms. 

 
General Information  
 
We include information that is most useful to the greatest number of students in the limited space 
available. It is not possible to include all requirements of the California Revenue and Taxation 
Code (R&TC) in the tax booklets. Taxpayers should not consider the tax booklets as authoritative 
law. 
 
It is important to determine the servicemember’s domicile for California income tax purposes. 
The servicemember’s domicile determines if the servicemember is treated as a California 
resident or nonresident.  
 
California Earned Income Tax Credit (EITC)  
An earned income tax credit (EITC) was available beginning in tax year 2015. For 2016 taxpayers 
with adjusted gross income (or, if greater, earned income) of less than $14,162 may qualify for a 
credit up to $2,653, depending on the number of qualifying children.  
 
For purposes of the state EITC, the definition of “earned income” includes W-2 wages, salaries, 
tips, and other employee compensation, but only if such amounts are subject to California 
withholding. For California, self-employment income is not considered earned income.  

For California the 2016 standard deduction for single or married filing separate taxpayers is 
$4,129. For joint, surviving spouse, or head of household taxpayers, the standard deduction is 
$8,258.  

Head of Household Schedule 3532 is required to be filed with the tax return when filing Head of 
Household.  

The 2016 personal exemption credit amount for single, married filing separate, and head of 
household filers is $111 and for joint filers or surviving spouses is $222. The dependent 
exemption credit for tax year 2016 is $344. 

Renter’s Credit is available for single filers with adjusted gross income of $39,062 or less and 
joint filers with adjusted gross income of $78,125 or less. 

 
 

Table of Contents 
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In addition, FTB provides minimum filing requirement thresholds to ensure that most people who 
will not owe taxes are not required to file a tax return. FTB adjusts these tables each year to 
include the added senior exemption and the dependent exemption credits. For example, most 
single people under 65 years old with no dependents would not need to file a state return until 
they have California adjusted gross income of $13,278 or more. Other tax credits affected by 
indexing include the Joint Custody Head of Household Credit, Dependent Parent Credit, and 
Qualified Senior Head of Household Credit. 
 
Filing Date 
 
The due date for the 2016 tax returns, April 15, 2017 is a Saturday and Emancipation Day 
(observed), a legal holiday in the District of Columbia, is on April 17, 2017. Therefore, the 2016 
tax returns and payments made by April 18, 2017, are considered timely and are not subject to 
penalties and interest.  
 
Federal vs. State  
 
In general, California law often conforms to the Internal Revenue Code (IRC). However, California 
may not adopt all of the federal tax laws made. For more information, go to irs.gov, ftb.ca.gov, 
and FTB Publication 1001, Supplemental Guidelines to California Adjustments. 
 
Residency and Domicile 
 
Who Are Residents and Nonresidents  
 
California Revenue and Taxation Code Section 17014 defines a resident as any individual who 
meets any of the following: 
 

• Present in California for other than a temporary or transitory purpose. 
• Domiciled in California, but outside California for a temporary or transitory purpose.  

 
A nonresident is any individual who is not a resident. 
 
A part-year resident is any individual who is a California resident for part of the year and a 
nonresident for part of the year. 
 
Military Law 
 
Servicemember Civil Relief Act (SCRA) 
 
For income tax purposes, the Servicemember Civil Relief Act (SCRA) provides that active duty 
military servicemembers stationed in California are not considered residents of California unless 
they are domiciled in California. Under California law, a servicemember domiciled in California but 
stationed outside the state on permanent orders is not considered a resident for income tax 
purposes.  
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Military Spouses Residency Relief Act (MSRRA) 
 
The Military Spouses Residency Relief Act (PL 111-97) provides that the nonmilitary spouse of a 
servicemember will neither lose nor acquire residence or domicile in a state if the spouse is present 
in the state solely to be with the servicemember serving in compliance with military PCS orders 
and the servicemember and spouse have the same domicile other than California. 
 
Significance of Residence 
 
California taxes residents on income from all sources. 
 
California taxes nonresidents on income with a California source. 
 
Residency is significant because it determines what income is taxed by California. 
 
An individual becomes a resident of California when they make California their home versus 
when they come here for a visit. We presume residency if an individual spends nine months or 
more of the calendar year in California. An individual presumed to be a resident can overcome 
the presumption by providing satisfactory evidence the person is here for temporary or 
transitory purposes or by demonstrating they are an active duty military servicemember 
domiciled in the state other than California or an active duty military servicemember and spouse 
domiciled in the same state outside of California and not subject to state tax under the SCRA 
and MSRRA.  

Temporary or Transitory Purposes   
 

Generally, your state of residence is where you have your closest connections. If you leave your 
state of residence, it is important to determine if your presence in a different location is for a 
temporary or transitory purpose. You should consider the purpose and length of your stay when 
determining your residency. 
 
Coming into California 
 
When you are present in California for temporary or transitory purposes, you are a nonresident of 
California. For instance, if you come to California for a vacation, TDY, complete a transaction, or 
are simply passing through, your purpose is temporary or transitory. As a nonresident, you are 
taxed only on your income from California sources. 
When you are in California for other than a temporary or transitory purpose, you are a California 
resident. For instance, if your employer assigns you to an office in California for a long or indefinite 
period, if you retire and come to California with no specific plans to leave, or if you are ill and are 
in California for an indefinite recuperation period, your stay is other than temporary or transitory.  
 
As a resident, your income from all sources is taxable by California.  
 
Example 1: You are a business executive and reside in New York with your family. Several times 
a year you travel to other states including California for business purposes. Your average stay is 
one or two weeks and the entire time spent in California for any taxable year is six weeks or less. 
Your family usually remains in New York when you travel for business purposes.   
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Determination: Under these circumstances, you are not a California resident because your stay 
in California is temporary or transitory in nature. As a nonresident, you are taxed only on your 
income from California sources, including your income for services performed in California. 
 
Example 2: In December 2015, you came to California on an indefinite job assignment. You 
rented an apartment upon entering California and continued to live in the apartment. You retained 
your home and bank account in Illinois until April 2016, at which time you sold your home and 
transferred your bank account to California. 
 
Determination: Your assignment in California was for an indefinite period; therefore, your stay 
in California was not of a temporary or transitory nature. Although you kept ties in Illinois until 
April 2016, you became a California resident upon entering the state in December 2015.  As a 
resident, you are taxed on your income from all sources. 
 
Leaving California 
 
Any individual who is a resident of California continues to be a resident when absent from the 
state for a temporary or transitory purpose. Individuals absent from California under an 
employment-related contract for a period of at least 546 consecutive days may be considered an 
absence for other than a temporary or transitory purpose, if all the following are met: 

• Under an employment related contract of at least 546 consecutive days 
• Does not return to California for more than 45 days in a current year 
• Does not receive more than $200,000 of intangible income 
• Did  not leave to avoid taxes    

 
Example 1: Until September 2016, you were a resident of California. At that time, you declared 
yourself to be a resident of Nevada, where you have a summer home. You continue to spend six 
or seven months each year at your home in California, which you have retained. You spend only 
three to four months in Nevada and the rest of the time you travel in other states or countries. 
You transferred your bank accounts to Nevada. However, you continue to maintain your social 
activities and business connections in California. 
 
Determination: Your declaration of residency in another state does not establish residency in 
that state. Your closest connections are to California and your absence from California is for 
temporary or transitory purposes. You are, therefore, a resident of California and are taxed on 
your income from all sources. 
 
Example 2: You and your spouse/RDP are California residents. You accept a DOD contract to work 
in Korea for 16 months. You lease an apartment near the job site. Your contract states that your 
employer will arrange your return back to California when your contract expires. Your spouse/RDP 
and your children will remain in California residing in the home you own. 
 
Determination: You maintain strong ties with California because your spouse/RDP and children 
remain in your California home during your absence. Your intent is to return to California, and 
your absence is temporary and transitory. You remain a California resident during your absence. 
You are taxed on income from all sources, including income earned in Korea. 
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Example 3: You receive and accept a permanent job offer in New Hampshire. You and your 
spouse/RDP sell your home in California, pack all of your possessions and move to New Hampshire 
on May 5, 2016, with your children. You lease an apartment and enroll your children in school. 
You obtain a New Hampshire driver’s license and make numerous social connections in your new 
home. You have no intention of returning to California. 
 
Determination: You are a part-year resident. Through May 4, 2016, you were a California 
resident. On May 5, 2016, you became a nonresident. All your income while you were a resident 
is taxable by California. While you are a nonresident, only income from California sources is taxable 
by California. 
 
Income Taxable by California 
 
Residents of California are taxed on all income, including income from sources outside California. 
 
Nonresidents of California are taxed only on income from California sources. Nonresidents of 
California are not taxed on pensions received after December 31, 1995. Review FTB Publication 
1005, Pension and Annuity Guidelines, for more information.  
 
Part-year residents of California are taxed on all income received while a resident and only on 
income from California sources while a nonresident. 
 
Income Earned Abroad 
 
Unlike the federal exclusion, California taxes all income earned by a California resident during a 
temporary or transitory period outside the United States. For federal and state difference, 
California makes an adjustment to add this income in the addition column (Column C) on 
Schedule CA of the Form 540 or Form 540NR returns. 
 
California Income 
 
Treat specific types of income as explained below.  
 
California does not tax the following: 
 

• Interest income from U.S. Savings Bonds (Make an adjustment on the interest 
statement). 

• State income tax refunds 
• Unemployment Compensation 
• Social Security Benefits or Tier 1 and 2 railroad retirement benefits 
• California lottery winnings (Make an adjustment on Sch CA, line 21a, column B) 

 
Wages and Salaries 
 
Wages and salaries have a source where the services are performed. The location of the employer 
where the payment is issued, nor your location when you receive payment does not affect the 
source of this income. Residents include all wages and salaries earned, regardless of where the 
services were performed. Nonresidents include the income for services performed in California. 
 

Table of Contents 

https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml


21 
FTB 5135 (REV 12-2016) 

Example 1: You are a resident of New York working temporarily in California for a New York 
corporation. 
 
Determination: Your income earned for services performed in California has a California source. 
As a nonresident, include this California source income on Schedule CA (540NR), column E. 
 
Example 2: You are a California resident. As a representative for your employer, you spent two 
weeks in Georgia to give training. You were paid by a Georgia corporation while you were in 
Georgia. 
 
Determination: Because you are a California resident, you are taxed on all income, regardless 
of source. The income is taxable by California even though it has a source in Georgia. 
 
Interest and Dividends  
 
Interest and dividends generally have a source where you are a resident. 
 
Example 1: You are a resident of Wisconsin and have interest from a California bank account. 
 
Determination: Because you are a resident of Wisconsin, the interest is taxable in Wisconsin. 
The interest is not taxable by California. 
 
Example 2: You are a resident of California and have interest from a savings account in Oregon. 
 
Determination: Because you are a California resident, you are taxed on all income, regardless 
of source. The interest is taxable by California. 
 
Example 3: You are a resident of Montana and have dividends from a California corporation. 
 
Determination: Because you are a Montana resident, the dividends taxed in Montana. The 
dividends are not taxable by California. 
 
Business Income (or Loss)  
 
A nonresident’s income from California sources includes income from a business, trade, or 
profession carried on in California, including rental property located in California. If the 
nonresident’s business, trade, or profession is carried on both within and outside California and 
the part outside California is separate and distinct from the part within California, only income 
from the part conducted within California is California source income. Go to California Code 
Regulations, Title 18, Section 17951-4 and Schedule R, Apportionment and Allocation of Income, 
for more information. 
 
Pensions and Keoghs  
 
Residents: Distributions from employer-sponsored and self-employment (Keogh or SEP) pension, 
profit sharing, stock bonus plans, or other retirement arrangements are taxable by California 
regardless of where the services were performed. 
 
Nonresidents: Distributions are not taxable by California. Go to FTB Publication 1005 for more 
information. 
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Example 1: You were a resident of California when you contributed to your pension. You retired 
during 2016 and moved permanently to New Mexico. After becoming a resident of New Mexico, 
you begin drawing your pension. 
 
Determination: Since you are a nonresident, the distribution is not taxable by California. 
 
Example 2: You lived and worked in Ohio. You retired in Ohio and received your first pension 
check on January 1, 2016. You moved permanently to California on July 1, 2016. 
 
Determination: You became a California resident on July 1, 2016. Your pension income received 
beginning July 1, 2016, is taxable by California because California residents are taxed on all 
income, regardless of source. 
 
Lump-Sum Distributions 
 
Residents: Lump-sum distributions are taxable by California. Residents of California are taxed on 
all income, regardless of source. Therefore, the distribution is taxable even if it is attributable to 
services performed outside of California and accrued prior to your becoming a California resident. 
 
Nonresidents: Lump-sum distributions from a qualified plan or annuity after December 31, 1995, 
are not taxable by California. However, lump-sum distributions, derived from a California source, 
received from most nonqualified plans after December 31, 1995, continue to be taxable by 
California. Go to FTB Publication 1005 for more information. 
 
Example 1: You lived and worked in New York. You retired and moved to California and became 
a resident. Prior to relocating, you elected to receive a lump-sum distribution from your qualified 
pension plan. You received the distribution after you became a California resident. 
 
Determination: The distribution is taxable by California because California residents are taxed 
on all income, regardless of source (Appeal of Ralph G. and Martha E. McQuoid, California State 
Board of Equalization, May 11, 1989). 
 
Example 2: You were a California resident and worked for a corporation in California. You moved 
to Ohio during 2016 and elected to take a lump-sum distribution from your qualified pension plan. 
You received the distribution after you became a resident of Ohio. 
 
Determination: Since you are a nonresident, the distribution is not taxable by California because 
you received it after December 31, 1995. 
 
Sale of Real Estate 
 
The gain or loss from the sale of real estate has a source where the property is located. If you sell 
your California real estate and move out of state, the gain is taxable by California regardless of 
where you live at the time of sale.  
 
Example 1: You are a resident of Idaho. You sold undeveloped land located in California at a gain. 
 
Determination: Because the property is in California, the gain is California source income. As a 
nonresident, include this California source income on Schedule CA (540NR), column E. 
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Example 2: You are a resident of California. You sold real estate located in Japan at a gain. 
 
Determination: Because you are a California resident, you are taxed on all income, regardless 
of source. The Japanese sourced gain is taxable by California as a resident. 
 
Sale of Stocks and Bonds 
 
The gain or loss from the sale of stocks or bonds has a source where you are a resident at the 
time of the sale.  
 
Example 1: You are a resident of Oregon and sell stock of a California corporation at a gain. 
 
Determination: Because you are an Oregon resident, the gain has an Oregon source. The gain 
is not sourced to California. 
 
Example 2: You are a resident of California and sell stock of a Kansas corporation at a gain.  
 
Determination: Because you are a California resident, you are taxed on all income, regardless 
of source. The gain is taxable by California.  
 
Specific Professions 

 
Civilians Working for the Military 
 
The rules for military personnel do not apply to civilians working for the military. Determine your 
residency status and the California taxability of your income based on the guidelines previously 
explained. 
 
Career Appointees in the U.S. Foreign Service 
 
The rules for military personnel do not apply to career appointees in the U.S. Foreign Service. 
Determine your residency status and the taxability of your income based on the guidelines 
previously explained. 
 
Interstate Rail and Motor Carrier Employees 
 
The wages of nonresident railroad employees or truck drivers whose regularly assigned duties are 
performed in two or more states may only be taxed by the individual’s state of residence.  Railroad 
employees or truck drivers who are California residents are taxed on all wages received regardless 
of where the duties are performed. 
 

Merchant Seamen 
A merchant seaman who is in California only because this state is a port-of-call and who maintains 
no other contact or connections with this state, is a nonresident. However, a seaman who 
maintains close connections with California remains a California resident while at sea. Under such 
circumstances, the seaman’s absence is for a temporary or transitory purpose. 
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Example 1: You are a merchant seaman and spend six to ten months a year aboard a ship outside 
California. You spend your off-duty time in California. You own a home in California where your 
spouse/RDP resides. You vote and bank in California. You have a California driver’s license and 
your automobile is registered in California. 
 
Determination: You are a resident of California. Your time at sea is temporary and transitory. As 
a resident, all your income is taxable by California; including your income earned while at sea 
(Appeal of James H. and Leila P .Pike, California State Board of Equalization, February 1, 1983). 
Nonresident and Part-Year Resident Income 

Income Received, Earned, or 
Deferred/Suspended 

California Source 

Wages, tips, and commissions 
(Except active duty military pay 
and military spouse’s income for 
services not taxable under the 
SCRA) 

Work performed in California regardless of: 
 The location of the employer. 
 The location of payment issue. 
 Individual’s residence when the payment is received. 

Military active duty pay 
(Not domicile in California, not 
taxable, see MPA on page 26)  

California domiciliary military member permanently 
stationed in California, otherwise, not taxable. (Except 
Native Americans domiciled on a federal reservation.) 

Military retirement California resident only. (You apportion retirement income 
for part-year residents.) 

Nonmilitary retirement, Keoghs 
and IRAs* 

California resident only, owner-recipient. (You apportion 
this income for part-year residents.) 

Prizes or awards Awarded for performance in California. 
 As of January 1, 2002, new California residents recalculate their pension and IRA basis as if they 
had been California residents for all prior years using California tax law. 
Income from Tangible Property 
Business, profession, trade Activity carried on in California or benefits received by 

California for services and intangibles. (You apportion this 
income for part-year residents.) 

Sale of real estate Capital gains/losses for California located property. 
Rental income Rents received for California located property. 
Income from Intangible Property** 
Interest and dividends Generally, California resident only, owner-recipient. 
Gain on sale of stocks or bonds California resident only, owner-recipient. 

 For nonresidents, if the property acquired a business site in California or earned as part of a 
business, then treat as "business, profession, and trade" income. 
Miscellaneous Income 
State and local income tax refund Exclude from California taxable income. 
Social security benefits Exclude from California taxable income. 
Alimony California resident only, owner-recipient. 
Unemployment compensation Exclude from California taxable income. 
Prizes, awards, gambling, lottery, 
and other income 

Any prize or award from activities in California. 
(Exception: You exclude the California lottery from 
California taxable income.) 
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Domicile and Division of Income 
 
California is a community property state. The domicile of the spouse/RDP earning the income 
determines the division of income between spouses/RDPs when separate returns are filed. Each 
spouse/RDP must follow the laws in his or her state of domicile to determine whether income is 
separate or community. When separate returns are filed, you and your spouse/RDP must each 
report half of the community income plus all of your separate income on your return.  Go to IRS 
Publication 555, Community Property.  
 
Meaning of Domicile 
 
The term domicile has a special legal definition that is not the same as residence. While many 
states consider domicile and residence to be the same, California makes a distinction and views 
them as two separate concepts even though they may often overlap. For instance, you may be 
domiciled in California but not be a California resident or you may be domiciled in another state 
but be a California resident for income tax purposes. 
 
Domicile is defined, for tax purposes, as the place where you voluntarily establish yourself and 
family, not merely for a special or limited purpose, but with a present intention of making it your 
true, fixed, permanent home and principal establishment. It is the place where, whenever you are 
absent, you intend to return. Domicile requires actual physical presence within a state. The intent 
to make a location one's domicile is reflected in acts and not statements alone.  For military 
personnel, domicile is generally the place of entry for military service. 
 
You can have only one domicile at a time. Once you acquire a domicile, you retain that domicile 
until you acquire another. 
 
A change of domicile requires all of the following: 

• Abandonment of your prior domicile. 
• Physically moving to and residing in the new locality. 
• Intent to remain in the new locality permanently or indefinitely as demonstrated by your 
actions. 

 
Let’s review domicile. 
   
Example: 
 
Paul entered active military service in Iowa. Single and from his Iowa family farm, he intends to 
return to Iowa when he gets out of the service. Paul meets both the physical presence and intent 
factors for his Iowa domicile. 
 
After a short time at boot camp and technical school, Paul changes to his permanent station in 
New Mexico. Did his domicile change to New Mexico?  
 
No, because he intends to return to Iowa when he gets out of the service. 
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In New Mexico, Paul meets and marries Becky. Becky always lived in New Mexico. Physically 
present there she intends to move to Iowa if they leave the military. Can Becky claim Iowa as her 
domicile?  
 
No, because she does not meet the guidelines to change her domicile.  
 
Paul and Becky and daughter Brianna transfer to California several years later. Where is Paul’s 
domicile? Where is Becky's domicile? Where is daughter Brianna’s domicile?  
Paul’s domicile is Iowa, Becky’s and daughter Brianna’s domicile is New Mexico. 
 
Changing Domicile and Residency 
 
We determine the individual’s change of domicile for tax purposes by observing their physical 
presence and intent with the available facts. The individual must abandon their prior domicile, 
physically moving to and residing in the new state, intent to remain in the new state permanently 
or indefinitely. We determine the individual’s state of residence for tax purposes by observing their 
closest connections during the taxable year. 
 
We consider these factors for a change of domicile or a change of residence: 
 

• Amount of time you spent in California versus amount of time you spent outside 
California. 

• Your spouse/RDP and children located in California. 
• You pay school fees as a resident of California. 
• Your principal residence is located in California. 
• Your driver’s license issued in California. 
• Your vehicle is registered in California and you pay resident or claim nonresident 

license fee exclusion. 
• Where you maintain your professional licenses. 
• Where you registered to vote. 
• Where you maintain your bank accounts. 
• Where you originate your financial transactions. 
• Your doctors, dentists, accountants, and attorneys are located in California. 
• You maintain membership at a California church, temple, or mosque. 
• You maintain membership in professional associations, or social and country clubs in 

California. 
• Your real property and investments are located in California. 
• You keep your personal property, household goods, cars, boats, etc. located in 

California. 
• You claim the homeowner’s property tax exemption in California. 
• Your employment services are performed in California. 
• You conduct business in California. 
• Your social ties are located in California. 
• You file California income tax as a resident. 
• You fail to file or pay income taxes and you declared other taxing state. 
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If your military clients want to become a resident of California (i.e., changes their domicile to 
California) he/she must do the following: 
 

• Have Permanent Change of Station (PCS) orders to California. 
• Change to start income tax withholding to California. 
• File California resident state income tax returns. 
• Register to vote in California. 
• Pay the personal property tax on cars registered in California. 
• Get a California driver’s license or California DMV identification card. 

 
The military servicemember and spouse have the burden to prove that a particular state is indeed 
their domicile. 
 
Military Spouses Residency Relief Act (MSRRA)                                           
 Use Caution and Read Carefully 
 
The MSRRA states: 
 
“A spouse of a Servicemember shall neither lose nor acquire a residence or domicile for purposes 
of taxation with respect to the person, personal property, or income of the spouse by reason of 
being absent or present in any tax jurisdiction of the United States solely to be with the 
servicemember in compliance with the servicemember’s military orders if the residence or 
domicile, as the case may be, is the same for the servicemember and the spouse.” 
 
This language mirrors the SCRA protection for Servicemember except it adds the provision that 
the section applies when the spouse and the Servicemember share the same domicile other than 
California. As used in the SCRA, the terms, “residence” and “domicile” are interchangeable. 
These terms denote the place where a Servicemember has his/her permanent home and to 
which, whenever they are absent, they have the intention to return. The SCRA protects the 
Servicemember’s military pay from income taxes of the State the Servicemember resides in 
unless that state is also the Servicemember’s residence/domicile. 
 
This law does not simply permit a Servicemember’s spouse to pick or choose a legal domicile in 
any state; say for example one that doesn’t have income tax. Domicile is established, not chosen, 
even though it is no secret that many Servicemember have a propensity for establishing domicile 
in such income tax-free States as Texas, Florida, Washington, Nevada, Alaska, South Dakota, and 
Wyoming, not to mention other tax –favored States such as New Hampshire and Tennessee.   
 
Servicemember complete a DD Form 2058 State of Legal Residence Certificate and file it with 
their personnel office to declare their residence/domicile. This form is what Defense Finance 
Accounting Services (DFAS) uses to determine whether state income tax is withheld from the 
Servicemember’s military pay. This form does NOT, by itself, legally change the 
Servicemember’s domicile.   
 
The DD Form 2058 explains the difference between home of record and legal residence/domicile. 
This form is instructive as it explains that residence/domicile is a matter of “physical presence in 
the State with the simultaneous intent of making it your permanent home and abandonment of 
the old State of legal residence/domicile.   
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You must actually reside in the State at the time you form the intent to make it your permanent 
home. Such intent must be clearly indicated. 
 
The MSRRA state that if a Servicemember is entitled to SCRA residence/domicile tax protection, 
their spouse is entitled to the same protection if the spouse established and maintains the same 
residence/domicile other than California as the Servicemember. This is not the same as saying 
spouses may now simply pick their domicile to be the same as the Servicemember.  
 
A spouse must meet the requirement of physical presence in the State and also show an obvious 
act and intent to make that State their permanent home. 
 
Let’s examine some scenarios and the implications of the MSRRA: 
 

a. Servicemember is a resident/domiciliary of Texas. The spouse takes the required 
steps to establish and maintain residency/domicile in Texas as well.  
Servicemember is assigned to California and spouse moves to California to live with 
the Servicemember and gets a job in California. The spouse can assert MSRRA and 
California cannot tax the spouse’s income earned in California. 

 
b. Servicemember is a resident/domiciliary of Texas. He is assigned to California, 

while in California he meets and marries his nonmilitary spouse who is working in 
California. The MSRRA does not permit the spouse to simply claim Texas 
residency/domiciliary. California can tax the spouse’s income 

 
c. Servicemember is a resident/domiciliary of Pennsylvania. Her nonmilitary spouse 

takes the required steps to establish and maintain residency/domicile in 
Pennsylvania. Servicemember is assigned to California and spouse moves to 
California to live with the Servicemember and gets a job in California. The spouse 
can assert MSRRA and California cannot tax the spouse’s income earned in 
California; however, Pennsylvania can tax the income. It is the spouse’s 
responsibility to send Pennsylvania estimated taxes on the income and file a 
Pennsylvania return. 

 
d. The nonmilitary spouse of a servicemember has met the conditions to qualify for 

the exemption. However, the servicemember is transferred to another state in 
compliance with military orders and the spouse does not move to the other state. 
The wages of the spouse are no longer exempt from withholding. The nonmilitary 
spouse must complete a new Form DE-4 because the nonmilitary spouse no longer 
meets the conditions to qualify for exemption from withholding. Income now earned 
by the nonmilitary spouse for services performed in California is subject to 
California income tax. 

 
The initial burden will be on the servicemember and spouse to substantiate their 
residence/domicile. Assuming the servicemember demonstrates sufficient evidence of 
residence/domicile, California and other States may also seek evidence of the spouse’s claim 
that their domicile is the same as the servicemember. 
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Community or Separate Property and Income 

If you file a federal tax return separately from your spouse, you must report half of all 
community income and all of your separate income. Likewise, a spouse must report half of all 
community income and all of his or her separate income on his or her federal tax return. 
Generally, the laws of the state in which you are domiciled govern whether you have community 
property and community income or separate property and separate income for federal tax 
purposes. The following is a summary of the general rules.  

Community property    

Generally, community property is property: 

 
• That you, your spouse, or both acquire during your marriage (or registered 

domestic partnership in California) while you and your spouse (RDP) are domiciled 
in a community property state.  

• That you and your spouse (or RDP) agreed to convert from separate to community 
property. 

• That cannot be identified as separate property. 
 
Community income    
 
Generally, community income is income from: 
  

• Community property. 
• Salaries, wages, and other pay received for the services performed by you, your 

spouse (or RDP), or both during your marriage (or RDP).  
• Active military pay earned while married and domiciled in a community property state 

is also community income. This income is considered to be received half by the 
servicemember and half by the spouse. 

• Military retirement pay. State’s community property laws apply to military retirement 
pay. Generally, the pay is either separate or community income based on the marital 
status and domicile of the couple while the servicemember was on active military. 
For example, military retirement pay for services performed during marriage and 
domicile in a community property state is community income. 

• Real estate that is treated as community property under the laws of the state where 
the property is located. 

 
Separate property   
 
 Generally, separate property is:  
 

• Property that you or your spouse (or RDP) owned separately before your marriage 
(or RDP).  

• Money earned or received while domiciled in a separate property state. 
• Property that you or your spouse (or RDP) received separately as a gift or inheritance 

during your marriage (or RDP) and not co-mingled.  
• Property that you or your spouse (or RDP) bought with separate funds, or acquired 

in exchange for separate property, during your marriage (or RDP).  
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• Property that you and your spouse (or RDP) converted from community property to 
separate property through an agreement valid under state law.  

• The part of property bought with separate funds, if part was bought with community 
funds and part with separate funds. 

 
Separate Income 
 
Generally, income from separate property is income of the spouse/RDP who owns the property. 
When filing, you and your spouse/RDP report your income separately on your separate returns.  
 
You do not apply community property rules to some types of income, such as lump-sum 
distributions for the 5-year or 10-year tax options, and Individual Retirement Account (IRA). You 
calculate self-employment tax on the full amount for the spouse carrying on the trade or 
business, unless they make a joint venture election. For partnership income, calculate only half 
of community income of the actual partner for the self-employment tax. Treat no part as net 
earnings from self-employment by the spouse, unless they are both partners in the partnership. 
Go to IRS Publication 555, Community Property, for a more detailed explanation. 
 
Uncommonly, a community property state domiciliary owns separate property. Separate property 
sources are property acquired before marriage (and not converted to community property), an 
inheritance, or money from a lawsuit where the compensation was for injury rather than the loss 
of income. You report income from separate property on the return of the person owning the 
separate property. In Idaho, Louisiana, Texas, and Wisconsin, they divide and report separate 
property income of a spouse as community income for each spouse. In the other states, they 
report this income as separate income of the owner spouse. 
 
Go to IRS Publication 555 for more information. Follow each state’s instruction for splitting the 
separate income for community property tax returns. You apply these rules to both federal and 
state tax returns.  

 

Community and Separate Property State 
 
All states and U.S. territories that are not on the community property list are separate property 
states. A separate property state domiciliary individual earns separate property income, unless 
joint property. 
 
The following are community property states (and U.S. territories):  
 

Arizona  New Mexico  
California  Wisconsin  
Idaho   Texas  
Louisiana  Washington  
Nevada  Puerto Rico  
Guam  Northern Mariana Islands 
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Guam and the Commonwealth of Northern Mariana Islands (CNMI) follow community property 
rules. Virgin Islands and American Samoa clients follow separate property rules. The Virgin Islands 
and American Samoa tax these clients. The U.S. taxes them on U.S. government income only. 
Example: Ann is a community state domiciliary. Ann's husband Joe, a separate property state 
domiciliary, earns military pay of $18,000. In addition to 50% of Ann's $12,000 community wages, 
Joe reports on his nonresident return his full $18,000 of military wages. 
 

Joint Federal Return = Wages $30,000 
 

Separate California Returns 
 

Joe      Ann 
Military +     ½ Nonmilitary 

½ Community Property    Community Property 
 

$18,000 
6,000          6,000 

Wages   $24,000     Wages   $6,000 
MPA  ($18,000) 

Wages     $6,000 
 
Ann, as a separate state domiciliary, earns $12,000. Joe reports $0. Ann reports $12,000. 
Ann, as community state domiciliary, earns $12,000. Each reports $6,000. 
 
Refer questions regarding returns for clients of foreign countries to the JAG Office or the public 
assistance number in the front of these books. Complex returns need research depending on the 
facts. 
 
Deductions 
 
Expenses incurred to earn or produce community business or investment income are generally 
divided equally between you and your spouse/RDP. Each spouse/RDP is entitled to deduct half of 
the expenses of the business or investment expenses on his or her separate return.  
Expenses incurred to earn or produce separate business or investment income are deductible 
by the spouse/RDP who owns the investment generating the income, provided that spouse/RDP 
pays the expenses from his or her separate funds. 
 
Expenses that are not attributable to any specific income, such as medical expenses, are 
deductible by the spouse/RDP that pays them. If these expenses are paid from community 
funds, the deduction is divided equally between you and your spouse/RDP.  
If one spouse/RDP itemizes deductions, both spouses/RDPs itemize deductions, even if the 
itemized deductions of one spouse/RDP are less than the standard deduction. 
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Exemption Credits 
When you file separate returns, you and your spouse/RDP must each claim your own personal 
exemption credit. When you have more than one dependent supported by community funds, you 
and your spouse/RDP may divide the number of dependents between you in any manner you 
choose. However, you may not split the credit for any one dependent. Now that you know the 
rules, let us go through some examples. 
  
Example: 
 
Joe and Ann have three children. Joe claims two dependent credits (at the full $344   
each, or $688) and Ann one dependent credit of $344. California does not allow Joe  
and Ann to each claim $516 or 50% of the $1,032 total dependent credits. 

 
Example: 
 
Joe entered the service in Florida and is currently in California on PCS orders. Joe, who is single, 
possesses no significant ties to Florida before he came to California. He established no significant 
ties to California since being here. Where is Joe's domicile? Is he a California resident or 
nonresident? 
 
Larry married his wife in their home state of Texas. They own a home in Texas that they rent 
out. They register their cars in Texas. Larry and his wife purchased a home in California while 
here on PCS orders. Larry's spouse earns income in California. Where is Larry's domicile? Where 
is his spouse's domicile? Is Larry a California resident or nonresident? Is Larry's spouse a 
resident or nonresident?  
 
Karen entered the active duty service in Ohio. She married civilian Glen from Nevada, while in 
Nevada. Now PCS in California neither owns any real property. Glen earns income in California. 
They plan to leave California. Where is Karen's domicile? Where is Glen’s domicile? Is Karen a 
California resident or nonresident? Is Glen a resident or nonresident? 
 
Bob is PCS in California. Bob and Beth sold a home in Idaho and purchased a home in California. 
They broke all ties with Idaho and established ties in California by changing their personnel 
records. They plan to stay in California and return to California if ever absent. Where is Bob's 
domicile? Where is Beth’s domicile? Is Bob a California resident or nonresident? Is Beth a California 
resident or nonresident? 
 
You take into consideration the factors on page 25 to determine residency and domicile. You need 
to educate your clients on the Military Spouses Residency Relief Act (MSRRA) so they make the 
right determination. 
 
Your clients decide their domicile and residency. You help them understand the laws and facts so 
they make a rational decision and file correctly. 
 
New California residents need to consider their loss carryovers, deferred deductions, and deferred 
income. They apply the California tax laws to those amounts as if they had been California 
residents when the amounts were generated. California nonresidents look at the source of the 
deferred amounts as if they had been nonresidents when they were generated. They apply the 
deferred amounts to their California nonresident return. 
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You must ask the taxpayers questions. When did you become a resident of California? And, when 
did you receive this income? If the client becomes a resident on March 31, and received their pay 
on April 1, California considers it received as a California resident and taxes it even though the 
prior state taxes the pay too. In these circumstances, you consider the Other State Tax Credit. 
You use the following nonresident rules to determine income with a California source. 
 
In the Form 540 and Form 540NR section we show you the way nonresidents and part-year 
residents calculate tax. 
 

Division of Income, Residents of California – Examples 
 
Example 1 – You and your spouse/RDP are residents of California. You earned $15,000 in wages. 
Your spouse/RDP earned $30,000. In addition to wages, you have stock that you inherited. The 
stock is in your name only, and you keep the stock and the dividend income separate from 
community funds. You received $5,000 in dividends. You have decided to file separate returns. 
 
Determination: You and your spouse/RDP each have $22,500 in community income: ($15,000 
plus $30,000 equals 45,000 divide by 2). In addition to your $22,500 of community income to be 
reported, include the $5,000 of separate income from dividends, making your total income 
$27,500. 
 
Example 2– You and your spouse/RDP are residents of California. For the first six months of the 
year, you earned wages of $30,000.Your spouse/RDP did not earn any income. On June 30, you 
and your spouse/RDP physically separated with no intention of reconciliation. During the last six 
months, you earned wages of $30,000 and your spouse/RDP earned wages of $10,000.You have 
decided to file separate returns. 
 
Determination: For the first six months of the year, your earnings were community income. You 
and your spouse/RDP must each report on your individual returns one half of the income earned 
during this period. When you and your spouse/RDP physically separated with no intention of 
reconciliation, your community income status ended. Therefore, from July 1 through December 
31, the income earned by you and your spouse/RDP was separate income. 
 
               You      Spouse/RDP  
Community Income  Jan.–June  $15,000  $15,000 
Separate Income           July–Dec.   $30,000  $10,000 
 
Total Income              $45,000  $25,000  
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Filing Requirements 
 
Your client should file a California income tax return if they: 

 
• Have a California filing requirement based on the filing requirement chart. 
• Had California income tax withheld from their pay. 
• Made estimated tax payments. 

 
File a return when in doubt to avoid penalties for failure to file. The statute of limitations remains 
open to assess tax and penalties for failure to file the required tax return. 
 
 Important: Consult the chart in the Military Quick Reference Guide for filing requirements, for a 
client with dependents, age 65 or older, birthday January 1, 1950 or earlier, or a dependent on 
another person’s return. 
 
Residents file a tax return 
 

• Taxpayer files single or unmarried without dependents. The taxpayer gross income 
is more than $16,597 or adjusted gross income (adjusted gross income) more than 
$13,278. 

• Taxpayers file married/RDP filing jointly or married/RDP filing separately without 
dependents. The taxpayers’ gross income is more than $33,197 or adjusted gross 
income of more than $26,558. 

• Taxpayer files qualifying widow(er) or head of household with one dependent with 
gross income of more than $28,064 or adjusted gross income of more than $24,745. 

 
Nonresidents file a tax return on income from California sources. 
 

• Taxpayer files single or unmarried without dependents and the taxpayer’s gross 
income is more than $16,597 or adjusted gross income is more than $13,278. 

 
• Taxpayer files married/RDP filing jointly or married/RDP filing separately without 

dependents, and all their income sources are more than $33,197 or adjusted gross 
income is more than $26,558. 

 
• Taxpayer files qualifying widow(er) or head of household with one dependent with 

gross income more than $28,064 or adjusted gross income    more than $24,745. 
 
California Modified adjusted gross income    
 
Subtract the military pay of the military person not domiciled in California from the federal 
adjusted gross income to get the California adjusted gross income. Use the result to determine 
the California filing requirement.  
You must file a California return if you want CA withholding refunded to you even if you do not 
have a CA filing requirement. Servicemembers should notify the Defense Finance Accounting 
Service (DFAS) to have state withholding stopped if no longer have a California filing 
requirement.   
If you are not sure about the tax return requirement, you should file a return. You avoid 
penalties for failure to file, and you begin the time for the statute of limitations to start. 
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Requirements for Children 
 
For tax years beginning on or after January 1, 2010, California conforms to federal law that 
increased the age of children to under 19 and the age of a full-time student to under 24 at the 
end of the tax year for elections made by parents reporting their child's interest and dividend 
income. 
 
The parent includes the child's investment income of less than $10,500 on the parent’s return and 
attaches form FTB Form 3803, Parent's Election to Report Child's Interest and Dividends. 
 
Your client may choose to file one of two ways: 
 

• The child files FTB Form 540 (if a resident) or FTB Form 540NR (if a nonresident or 
part-year resident) and attaches form FTB Form 3800, Tax Computation for Children 
with Investment Income,  
 

• The parent includes the child's investment income of less than $10,500 on the 
parent’s return and attaches form FTB Form 3803, Parent's Election to Report Child's 
Interest and Dividends. 

 
With these forms, you refer to the VITA hotline for assistance. Kiddie tax on investment income 
consists of interest, dividends, capital gains or losses for the sale of property held for investment, 
taxable annuity or pension, rents, and beneficiary income. 
 
Deceased Individuals 
 
A final tax return must be filed for a person who died in 2016 if a return normally would be 
required. The administrator or executor, if one is appointed, or the beneficiary (generally the 
surviving spouse, parent, or relative) files the return. They indicate deceased final return and the 
date of death next to the individual's name at the top of the return. 
 
If the surviving spouse/RDP did not remarry during the tax year, and chooses to file married/RDP 
filing jointly with their deceased spouse/RDP, write surviving spouse/RDP next to the surviving 
spouse's signature. An administrator or executor may also file a joint return for the deceased and 
surviving spouses, acting on behalf of the deceased client. 
 
To claim a refund on the return, your client signs the return to certify under penalty of perjury 
that he or she is: 
 

• The legal representative of the estate and attach certified copies of the letters of 
administration or letters testamentary, and 

 
• They are entitled to the refund as the deceased's administrator, surviving relative or sole 
beneficiary under the provisions of the California Probate Code. 

 
• Attach a copy of IRS Form 1310, Statement of Person Claiming Refund Due a Deceased 
Taxpayer, or a certified copy of the death certificate. 
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California provides some tax relief for survivors of armed servicemembers who die while serving 
in a combat zone or where the armed servicemember qualified for special pay due to hostile or 
imminent danger or direct support of a combat zone operation. California forgives the 
servicemember’s entire tax liability for the year of death and for any earlier tax year beginning 
with the year of service in a combat zone or in a place of imminent danger or direct support of a 
combat zone operation. 
 
For deaths on or after September 11, 2001, federal and California tax laws allow for the exclusion 
of the entire amount of the federal death gratuity income of the survivor of the servicemember in 
the taxable year. 
 
California forgives tax liability for a military servicemember or a civilian US employee who dies 
from wounds or injuries in a terrorist or military action outside the US. The forgiveness applies to 
the tax year of death, and for any earlier tax year beginning with the year before the wounds or 
injury. California forgives only the decedent’s portion of the joint income tax liability. California 
extends the deadline to file a return or claim for refund under the California combat zone extension 
rules. 
 
Choice of Filing Status 
 
As a rule, your clients must use the same filing status for their California return as on their federal 
return.  
 
Same-sex married couples (SSMC) have a legally recognized marital union and must follow the 
married status filing requirements. Married couples must file their income tax returns using one 
of the following filing statuses, married filing jointly, married filing separately, or head of 
household. 
 
However, if clients file a joint return for federal purposes, they may file separately for California if 
either spouse was one of the following:  
 

• An active member of the United States Armed Forces or any auxiliary military branch 
during the taxable year, 

• A nonresident for the entire year with no income from California sources during the 
taxable year. 

 
Caution: The second exception does not apply if the nonresident spouse was domiciled in a 
community property state and had California source income, unless the income was separate 
income. 
 

Exception Choice of Filing Status (RDP see FTB Publication 737) 

If your clients filed their federal 
return: 

They can file their California return: 

Married Filing Jointly Married Filing Jointly or Married Filing 
Separately 

Married Filing Separately Married Filing Separately only 
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Note: As a general rule, once a married client files their California joint tax return, they cannot 
amend their return to file separately after the April 18 due date of the taxable year. Exceptions, if 
either taxpayer meets one of the following: 

 
• Either spouse is an active member of the United States Armed Forces or any auxiliary 

military branch during the taxable year, 
• Either spouse is a nonresident for the entire year and with no income from California 

sources during the taxable year. 
 
With these exceptions, they get to change the filing status from married/RDP filing jointly to 
married/RDP filing separately after the due date for filing a return. However, the return must still 
be filled within the four-year statute of limitations. 
 
California changed the RDP law for taxable years beginning on or after January 1, 2007. RDP file 
their California income tax returns using either married/RDP filing jointly or married/RDP filing 
separately filing status. California defines a RDP as two persons who file a Declaration of Domestic 
Partnership with the California Secretary of State. RDP enjoy the same legal benefits, protections, 
and responsibilities as married couples unless otherwise stated in the law.  
 
The RDP topic is interesting, but probably a very small concern for VITA Military volunteers and 
their client base. Go to FTB Publication 737, Tax Information for Registered Domestic Partners, for 
more information.  
 
Filing Married/RDP Jointly or Married/RDP Separately 
 
When a married couple files married filing jointly for federal, and married/RDP filing separately for 
California, the exemptions, income, deductions, and adjustments to income, credits and payments 
we divide or split between the spouses. FTB 2335, VITA Military Interview Worksheet helps you 
divide the federal income from the joint return. This way, you get the two married filing separately 
federal adjusted gross income figures without two additional federal returns. 
 
As a general rule, California conforms to federal tax law with regard to filing status. File the same 
filing status for their state return as they use on their federal return. However, California provides 
exceptions to this rule for active duty military individuals and their spouses, some nonresidents 
and RDP. 
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If You File Married Filing Separately Versus Married Filing Jointly 
 Married Filing Separately affects the following: Federal California 
1 You cannot exclude interest income from US 

savings bonds for higher education. 
X  

2 You may need to include more of social 
security and railroad retirement in taxable 
income. 

X  

3 You cannot deduct student loan interest or 
Tuition & Fees Deduction. 

X X 

4 Generally, you cannot claim personal, blind, or 
senior deductions or exemptions for your 
spouse. 
 

X X 

5 You and your spouse must either both itemize 
or both take the standard deduction, even if 
one gets less than the standard deduction. 

X X 

6 In most cases, the child and dependent care 
expenses credit is eliminated. 

X X 

7 You cannot claim the credit for the elderly or 
the disabled unless you and your spouse live 
apart all year. 

X  

8 You cannot claim the Education credits 
(American Opportunity and Lifetime Learning 
credits) or the Tuition & Fees Deduction. 

X  

9 Your child tax credit may be reduced. X  
10 Your adoption exclusion or credit may be 

eliminated. 
X  

11 You are not entitled to claim the earned 
income credit. 

X X 

 
Caution: Married filing separately status generates many consequences for federal. It 
generates some consequences for California. Also go to FTB Publication 1051A, 
Guidelines for Married/RDP Filing Separate Returns  
 
File separate returns in your clients’ best interest. To file separate returns, you split the 
exemptions, income, deductions, adjustments, credits, and payments. 
 
Itemized vs. Standard Deduction – Schedule A 

Taxpayers are not required to claim itemized deductions for California even if they did for federal. 

If one spouse itemize then both spouses must itemize. If a married/RDP couple elects to itemize, 
they must itemize their deductions even though one spouse's or RDP's amount might be less 
than the standard deduction.  

 

You must split itemized deductions based on the community property rules or separate property 
rules. Normally deductions follow the income funds used to pay the expense. You must attach to 
the California returns a federal Schedule A (Form 1040) or statement on a sheet of paper showing 
the division of the deductions. Itemized deductions are reported on federal Schedule A, Itemized 
Deductions. 
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California Income Adjustments 
 
In some instances, we define taxable income differently for federal than for California. For 
instance, California excludes social security income, unemployment compensation, or prior year 
state income tax refunds. California allows adjustments to federal adjusted gross income for these 
items. Married couples and RDPs filing separate returns divide their CA adjustments. 
Example: On Joe and Ann's joint federal return; you report their 2016 joint California tax refund 
of $500 as income. You include 50 percent, or $250, of the refund in their federal adjusted gross 
income   on each of their separate state returns. 
 
Active Duty Military  
 
Like everything in life, we make an exception to this rule. Unlike domicile, where one rule applies 
for everyone, residency determination differs for active duty military members from everyone else. 
Generally, for tax purposes, you are considered a resident of the state in which you were domiciled. 
 
The federal Servicemembers Civil Relief Act (SCRA) provides that for servicemembers: 
 

• A person shall not be deemed to have lost a residence or domicile in any state solely 
by reason of being absent in compliance with military orders. 

 
• A person shall not be deemed to have acquired a residence or domicile in any other 

state solely by reason of being there in compliance with military orders. 

• Compensation for military service is not considered to be from sources within the 
state where a member is stationed if that state is not the member’s domicile. 

 
We consider active duty military members as nonresidents of California unless they are domiciled 
in California. 
 
California domiciliary active duty military members are residents while stationed in California, and 
we treat them as nonresidents whenever absent for other than a temporary or transitory purpose. 
We consider active duty military members nonresidents if they are absent for other than a 
temporary or transitory purpose outside of California on military PCS orders. However, they remain 
residents when outside of California for temporary duty assignments (TDY). 
 
All military, and especially, National Guard and Reservists called to active duty, are protected from 
other state’s tax law under the federal SCRA with regard to domicile and residency, but they must 
overcome the temporary and transitory rules to become a nonresident while stationed outside of 
California on PCS orders. Go to the Board of Equalization opinion in the Cecil L. and Bonai G. 
Sanders decision and Legal Ruling 300 for PCS and permanent military orders.  
The client determines domicile with their intent and physical presence. A client claims a domicile 
other than California while living in California, only if the client established a domicile elsewhere 
before coming to California. 
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California has conformed to the Military Family Tax Relief Act to allow the following:  
 
Deduction for Overnight Travel Expenses of National Guard and Reserve Members  
National Guardsmen and Armed Forces reservists who stay overnight more than 100 miles away 
from home while in service (e.g., for a drill or meeting) are allowed to take an above-the-line 
deduction (rather than the itemized deduction subject to the 2 percent limitation) for unreimbursed 
travel expenses transportation, meals, and lodging. 
 
Exclusion of Gain on Sale of a Principal Residence  
 
A taxpayer on qualified official extended duty in the U.S. Armed, Uniformed, or Foreign Services 
may suspend, for up to ten years of such duty time, the running of the five year ownership and 
use period before the sale of a residence. This applies when the duty station is at least 50 miles 
from the residence while the person is residing under orders in government housing for a period 
of more than 90 days or for an indefinite period. 
 
Exclusion from Gross Income of Certain Federal Death Gratuity Payments 
 
A federal death gratuity payment to a survivor of a member of the Armed Forces is excludable 
from gross income. 
 
Combat Zone Extensions Expanded to Contingency Operations 
 
The various extensions granted to combat zone participants to file returns or pay taxes apply to 
those serving in Contingency Operations, as designated by the Secretary of Defense. 
 
Combat Zone Pay  
 
Generally, California treats military members involved in combat the same as federal. California 
allows the same exclusions of all or part of a military member’s pay while serving in a combat 
zone or contingency operations. Since the California return starts with federal adjusted gross 
income there is no combat pay adjustment on the California return. The combat pay exclusion is 
adjusted with a “Q” in Box 12 on the Form W-2. Any combat pay discrepancies, go to the military 
member to the Defense Finance and Accounting Service (DFAS) about their combat pay reported 
on their Form W-2s. California, like federal, does not assess an estimated tax penalty for a military 
member with insufficient withholding or estimated payments during the year due to service in a 
combat zone or contingency operations. 
 
Exclusion of Amounts Received Under the Department of Defense Homeowners 
Assistance Program (HAP) 
 
Payments made by the Department of Defense Homeowners Assistance Program to certain 
employees and members of the Armed Forces to offset the reduction in housing values due to 
military base realignment or closure are not taxable, with one limitation. The excludable amount 
cannot be more than the difference between: 
 

• 95 percent of the fair market value of the property for which the payments were made, as 
determined by the Secretary of Defense before public announcement of intent to close all 
or part of the military base or installation, minus  

• The fair market value of the property as determined by the Secretary of Defense at the 
time of sale.  
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California conforms to payments made after November 11, 2003, to the extent they are made 
pursuant to the original HAP as it existed before its February 17, 2009 expansion. 
California does not conform for the expanded HAP payments made after February 17, 2009. 
Any part of the payment that is more than this limit is included in income. This provision is 
effective for payments made after November 11, 2003 and before January 1, 2010. Visit 
www.hap.usace.army.mil for more information. 
 
California conforms to the Federal HEART Act of 2008 
 
That permits the rollover of a federal military death gratuity payment or Servicemembers’ Group 
Life Insurance proceeds into a Roth IRA or Coverdell Education Savings Account (ESA), without 
regard to otherwise applicable contribution limits.  
 
Individual Retirement Plan Contributions  
 
California conforms to the federal Heroes Earned Retirement Opportunities Act that allows 
members of the Armed Forces serving in a combat zone to make contributions to their individual 
retirement plans even if the compensation on which such contribution is based is excluded from 
gross income. 
    
Minimum Franchise Tax or LLC Annual Tax Exemption 
 
A corporation or limited liability company solely owned by a deployed military member is not 
subject to the minimum franchise tax or LLC annual tax, respectively, for any taxable year the 
owner is deployed if the corporation or LLC is a small business that operated at a loss or ceased 
operation during the tax year. The tax exemption is effective for tax years beginning on or after 
January 1, 2010, but will no longer apply for tax years beginning on or after January 1, 2018. 
 
Amended Returns  
 
If you are domiciled outside of California and included your military pay in income from all sources 
on a previously filed California tax return, you may file an amended return to claim a refund for 
taxable years not closed by the general statute of limitations.  
 
Generally, the statute of limitations is the later of: 

•Four years from the original due date of the return. 
•Four years from the date a timely return is filed. 
•One year from the date of overpayment. 

 
However, the general statute of limitations may be extended by service in a combat zone, a 
disaster loss, or assignment outside the United States. If the statute is extended because of 
military service in a combat zone or outside of the United States, you should attach copies of any 
documents that show when you served in a combat zone or overseas. 
 
 
 
 
 
 
 

Table of Contents 

https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml


42 
FTB 5135 (REV 12-2016) 

General Information for Military Personnel 
 
An individual domiciled in California when entering the military is considered to be a: 

• Resident while stationed in California. 
• Resident while stationed in California on PCS orders and temporary duty (TDY) 

assignments outside California, regardless of the duration. 
• Nonresident while stationed outside California on PCS orders. 

 
Servicemembers domiciled outside of California is considered a non-resident and exclude the 
servicemember’s military compensation from gross income when computing the tax rate on 
nonmilitary income. 
 
Use the following chart to determine whether to use the resident or nonresident rule for your 
active duty military client. 
 

Rules for Active Duty Military 
Your Client Use 
A California domiciliary and stationed in 
California considered a resident for tax 
purposes. 

California's resident rule - "Residents 
taxed on all income regardless of 
source." 

A California domiciliary and stationed 
outside California on PCS orders 
considered a nonresident for tax 
purposes. 

California's nonresident rule - 
"Nonresidents taxed only on income with 
a California source.”. 

A domiciliary outside California and 
stationed in or outside of California 
considered a nonresident for tax 
purposes. 

California's nonresident rule - 
"Nonresidents taxed only on income with 
a California source.” You exclude their 
military pay and use California source 
income.  

Note: The ship’s home port state becomes the state of assignment of its assigned 
military member’s, regardless of the ship’s location at sea or other ports. 

 
Requirements for military servicemembers domiciled in California remain unchanged.  
 
Military servicemembers domiciled in California must include their military pay in total income. In 
addition, they must include their military pay in California source income when stationed in 
California. However, military pay is not California source income when a servicemember is 
permanently stationed (PCS) outside of California.  
 
Servicemembers domiciled outside of California, and their spouses, exclude the servicemember’s 
military compensation from gross income when computing the tax rate on nonmilitary income.  
 
For more information, go to FTB Publication 1031, Guidelines for Determining Resident Status. 
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Retired Military  
For purposes of determining residency, retired military servicemembers are not covered by the 
federal SCRA. For tax purposes, their residency is determined under state laws. R&TC Section 
17014 defines a resident as: 

1. Every individual who is in this state for other than a temporary or transitory purpose. 
2. Every individual domiciled in this state who is outside the state for a temporary or 

transitory purpose. 
 

You determine the taxable retirement income of retired military members on the period of 
California resident status. 
 

Retirement Military Income Taxable to California 
Resident Status Portion of Income Taxed 
Full-Year 
California 
resident 

All retirement pay taxable to California. 

Part-Year 
California 
resident 
 

All retirement pay received as a resident taxable to California. 
Retirement pay received as a nonresident not taxable to 
California. 

Nonresident of 
California 

Retirement pay received not taxable to California. 

 
Military retirement pay is taxable if it is received by a California resident. This applies to all military 
pensions received while the retiree is a California resident regardless of where the retiree was 
stationed while on active duty. 
 
Let's work through a few examples. 
 

• As a nonresident of California, John was stationed outside California during his active duty 
career. He retires and becomes a resident of California. Is John’s military pension taxable 
by California? Why? 

•
 
 As a California domiciliary, Elaine was stationed in California for her military career. When 

Elaine retired, she moved to Arizona. Is Elaine’s military retirement income taxable to 
California? Why? 

 
• Bill was domiciled in California but stationed PCS outside of California during his military 

career. He retired in Oregon and stayed there to live permanently. Is Bill's military 
retirement income taxable to California? Why? 

 
• Paul was never stationed in California at any time during his 20 years of service. After he 

retired, he moved to California and became a resident (CA domicile). Does California tax 
Paul’s military retirement income? After two years, he moved to Texas and became a 
Texas resident with a Texas domicile. Is Paul’s military pension taxable to California? 
Why?  
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Nonresidents of California are not taxed on military retirement pay or other qualified retirement 
income. For more information, go to FTB Publication 1005, Pension and Annuity Guidelines. 
 
Military Personnel with a California Domicile Stationed in California  
 
Military servicemembers whose domicile is California are residents of California and are subject to 
tax on all income, regardless of source, while stationed in California on permanent military orders. 
 
Stationed Outside California 
 
California military servicemembers who leave California under PCS orders become nonresidents 
of California for income tax purposes. All income received or earned prior to departure is subject 
to tax by California. After departure, only income from California sources is subject to tax by 
California. 
 
Nonresidents are generally not taxed by California on income from intangibles, such as dividends 
from stocks or interest from bonds or bank accounts. 
 
California military servicemembers who leave California under a TDY (temporary) assignment 
continue to be California residents even though absent from the state. 
California military servicemembers on a ship whose home port is in California remain California 
residents while on sea duty, regardless of the ship’s location. 
 
Nonmilitary Spouse 
 
If the spouse of the CA domiciled military servicemember remains in California, the nonmilitary 
spouse is considered a California resident. As a California resident, the spouse is subject to tax on 
all of his or her separate income, regardless of where it is earned. If the military servicemember 
retains a California domicile, the spouse is also subject to tax on his or her one-half community 
property share of all income, including the military servicemember’s military pay. 
 
The nonmilitary spouse of a military servicemember who is domiciled in California, but leaves the 
state with the military spouse on PCS orders outside California, becomes a nonresident upon 
leaving California. All income received or earned while a California resident is subject to tax. While 
a nonresident, only income from California sources is subject to tax. 
 
Military Personnel Domiciled Outside of California 
 

Military servicemembers who are domiciled outside of California remain nonresidents, even though 
stationed in California, unless they establish a California domicile.  

 
Military Couples 
 
Each servicemember follows the above rules applicable to each of them as individual military 
servicemembers. 
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Nonmilitary Spouse 

If the spouse of the military servicemember does not have the same domicile as the military 
servicemember, the spouse is considered a California resident. As a California resident, the spouse 
is subject to tax on all of his or her separate income, regardless of where it is earned.  
 
If the spouse of a military servicemember has the same domicile as the military servicemember, 
other than California, and the spouse and member live in California solely due to military orders, 
the spouse will be considered a nonresident. Income for services performed by such a spouse in 
California will not be income from a California source and will not be subject to California tax. Go 
to Military Spouses Residence Relief Act (MSRRA), for more information. 

The income earned for services performed in California by the spouse of a servicemember is 
exempt from California income tax if all the requirements are met: 

• The servicemember is present in California in compliance with military orders 
• The spouse is in California solely to be with the servicemember 
• The spouse and servicemember have the same out-of-state domicile 

However, all other income of a nonresident spouse from California sources is subject to California 
tax   

California source income includes income from all of the following: 
• Real or tangible personal property located in California. 
• A trade or business located in California except to the extent it receives income for 

services performed by the MSRRA qualifying servicemember's spouse. 

MSRRA Computation for Part-Year Residents or Nonresidents 
To determine the amounts of California taxable income and total taxable income, the income for 
services performed in California by a military servicemember's nonmilitary qualified spouse is not 
included in California taxable income. Therefore, the service income from a qualified spouse is 
included in total income on the Schedule CA (540NR), column D, and excluded from California 
taxable income column E, to arrive at the applicable California tax rate. 
 
MSRRA Example 1 
Filing Status - Married/RDP Filing Jointly 

Military - Domiciled in a community property state (other than California). PCS in California all 
year. Spouse (or RDP) domiciled in the same state as the active duty servicemember. 
Accompanied the military member to California. 
 

• Servicemember is a nonresident of California for tax purposes.  
• Servicemember is domiciled in a community property state other than California.  
• Spouse/ RDP is a nonresident of California.  
• Spouse RDP is domiciled in the same community property state as the servicemember.  
• MPA applies because the military member is not domiciled in California.  
• The spouse's service income is not taxable by California even if the work was performed 

in California. 
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Income 
$25,300  Military wages 
15,000  Spouse /RDP wages 
1,200  Joint interest income 
30,000  Capital gain on sale of non-California property (jointly owned) 
6,000  Rental income from California property, separate property of spouse /RDP 

California Adjustments - Nonresidents or Part-Year Residents, Schedule CA (540NR)  
PART II 
SECTION A 
INCOME 

A 
FEDERAL 
AMOUNT 

B 
SUBTRACTION 

C 
ADDITION 

D 
TOTAL USING 
CA LAW 

E 
CA AMOUNT 

Wages: 
Military 
Spouse/RDP 

 
25,300 
15,000 

 
MPA  25,300 

   
 
              
15,000 

  

Interest Income 1,200                     
1,200 

  

Capital Gain 30,000     30,000   

Rental Income 6,000     6,000 6,000 

Total $77,500 $25,300   $52,200 $6,000 

MSRRA Example 2 

Filing Status - Married/RDP Filing Separately. 

Military - Domiciled in a community property state (other than California). PCS in California all 
year. 

Spouse/RDP - Domiciled in the same state as the active duty military member. Accompanied the 
military member to California. 
 

• Military member is a nonresident of California for tax purposes.  
• Military member is domiciled in a community property state other than California.  
• Spouse/RDP is a nonresident of California.  
• Spouse/RDP is domiciled in the same community property state as the servicemember.  
• MPA applies because the military member is not domiciled in California.  
• The spouse's service income is not taxable by California even if the work was performed 

in California.  
 
Income 
$25,300   Military wages 
 15,000   Spouse (or RDP) wages 
  1,200   Joint interest income 
 30,000   Capital gain on sale of non-California property (jointly owned) 
  6,000   Rental income from California property [separate property of spouse/RDP 

California Adjustments – Nonresidents or Part-Year Residents, Schedule CA (540NR) – 
Spouse or (RDP) would file Form 540 NR, California Nonresident or Part-Year Residents 
Income Tax Return. Servicemember would not have a filing requirement. 

http://www.ftb.ca.gov/forms/2009/09_540nrca.pdf
http://ftbnet/rack/Reference/PIT/131005.shtml#SSMC
http://ftbnet/rack/Reference/PIT/131005.shtml#RDP
http://ftbnet/rack/Reference/PIT/131005.shtml#MPA
http://www.ftb.ca.gov/forms/2009/09_540nrca.pdf
http://ftbnet/rack/Reference/PIT/131005.shtml#rdp
http://www.ftb.ca.gov/forms/2008/08_540nrlong.pdf
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PART II 
SECTION A 
INCOME 

A 
FEDERAL 
AMOUNT 

B 
SUBTRACTION 

C 
ADDITION 

D 
TOTAL 
USING CA 
LAW 

E 
CA 
AMOUNT 

Wages: 
Military 
Spouse/ RDP 

12,650 
7,500 

MPA 12,650    
 
7,500 

  

Interest 
Income 

600     600   

Capital Gain 
15,000     15,000   

Rental Income 
6,000     6,000 6,000 

Total 
$41,750 $12,650   $29,100 $6,000 

 

Military Income Subject to California Tax 
 
In general, California taxes all of the income you received while you were a resident of California 
and all of the income you received from California sources while you were a nonresident. 
 
Under the federal SCRA, military servicemembers who are not domiciled in California are not taxed 
by California on pay received for military services performed in California even though they were 
stationed in California for the entire year. However, all other income of nonresident military 
servicemembers from California sources is subject to California tax. 
 
California Source Income  
California source income includes income from all of the following: 

• Nonmilitary services performed in California such as salaries or wages from a second job. 
• A trade or business located in California. 
• Real or tangible personal property located in California. 

 
Intangible Income  
 
Income from intangible property (such as dividends from stocks or interest from bonds or bank 
accounts), regardless of the location of the payer, is sourced in the state of residence of the 
recipient. Therefore, intangible income is not taxable by California if received by a nonresident. 
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Military pay  
 
Military pay is not included in California source income unless the military servicemember is 
domiciled in California and stationed in California. However, American Indian tribal 
servicemembers treated as living on an Indian reservation are not taxed on their military pay.  
 
The California tax rate is figured as follows: 
 
Step 1: Nonresidents or part-year residents determine their total taxable income as if they were 
California residents for the entire year and taxable on all their income. Military servicemembers 
domiciled outside of California, whether residing inside or outside of California, exclude their 
military compensation from this total taxable income amount.  Nonresident servicemembers must 
refigure any federal adjusted gross income limitations by first subtracting military compensation 
from federal adjusted gross income. 
 
Step 2: Compute the tax on the total taxable income from Step 1. 
 
Step 3: Divide the tax from Step 2 by the total taxable income from Step 1. This is the California 
tax rate. Multiply California taxable income by the California tax rate to determine your part-year 
or nonresident California tax. 
 
§17140.5 Military Pay Adjustment (MPA) 
 
California allows under California Revenue and Taxation Code Section 17140.5 the military pay 
adjustment (MPA). This modified income affects all limitation computations. 
 
Caution: California does not allow the exclusion of military pay of the California domiciled 
servicemember and their spouse under community property laws, whether a resident or 
nonresident of California. The California domiciled servicemember and spouse include the military 
pay in the total income under all circumstances. Military pay is not included in California taxable 
income only when the servicemember is PCS out of California and a nonresident for tax purposes. 
Go to the MPA chart in the FTB 5137 VITA Military Quick Reference Guide. 
 

 Example: Active duty servicemember, Texas domiciled, and his California resident spouse make 
an adjustment equal to each community half (50%) of his military pay on the California Schedule 
CA (Form 540NR). They make this adjustment regardless of whether they file separately or jointly. 
They adjust the total income and the taxable income. 
 
Nonresident Military Personnel Domiciled Outside California, Military Pay Adjustment 
(MPA)  
Military pay of a servicemember domiciled outside of California cannot be used to determine the 
amount of California tax of the servicemember of their spouse/ RDP. Since the California return 
starts with federal adjusted gross income, which includes your military pay, they must make an 
adjustment on your California return. 

The adjustment is made on one of the following California forms or schedules: 
 

• Schedule CA (540NR), California Adjustments - Nonresidents or Part-Year Residents 
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When the military pay is adjusted from the federal adjusted gross income    on the California tax 
return, it is called modified federal adjusted gross income. What is the Modified Federal adjusted 
gross income? 

Modified Federal adjusted gross income    

Military pay of a servicemember domiciled outside of California cannot be used to reduce the 
amount of these deductions and credits. You must modify your federal adjusted gross income used 
to compute these limitations by subtracting your military pay from federal adjusted gross income. 

Modified Federal adjusted gross income is the federal adjusted gross income minus the active 
duty military pay. 
 
Example: Eric is a servicemember not domiciled in California. His military pay is $30,000. He also 
earned $18,000 in wages from a part-time job in California. His federal adjusted gross income is 
$48,000 ($30,000 plus $18,000). For California his modified federal adjusted gross income is 
$18,000 [$48,000 minus $30,000 (military pay)], for purposes of computing the limitations. 
 
Example: Jordan and Tracy are married. Jordan is a nonresident military member domiciled in 
New Mexico (community property state). Jordan received military wages of $50,000. Tracy is a 
resident and domiciled in California. Tracy has nonmilitary California wage income of $35,000.  

Jordan and Tracy - Married/RDP Filing Jointly - Schedule CA (540NR) California 
Adjustments - Nonresidents or Part-Year Residents 
 
PART II - 
SECTION A 
INCOME 

A FEDERAL 
AMOUNT 

B 
SUBTRACTION 

C 
ADDITION 

D TOTAL 
USING CA LAW 

E CA 
AMOUNT 

Military Wages $50,000 $50,000   0   
Spouse Wages  $35,000     $35,000 $35,000 

 

Limitations Based on Federal adjusted gross income   

The military pay adjustment also applies to deductions with federal adjusted gross income 
limitations, which are: 

• Personal exemption credits  
• Dependent exemption credits  
• Child and dependent care expenses credit  
• Medical and dental  
• Charitable contributions  
• Casualty and theft loss  
• Miscellaneous itemized deductions subject of 2 percent  
• IRA deductions  
• Student loan interest deduction  
• Passive activity loss  
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Where to apply the Military Pay Adjustment (MPA) 
 

 
MILITARY PAY ADJUSTMENT (R&TC SECTION 17140.5) CHART 

FORM LINE CIRCUMSTANCES 
540NR Schedule CA 7 Column B 

 
Military Member is domicile other than California 
 

540NR Schedule CA 32 IRA Use the modified federal adjusted gross income    
when calculating the deduction limitation 

540NR Schedule CA 33 Student 
loan 
interest 

Use the modified federal adjusted gross income    
when calculating the deduction limitation 

540NR Schedule CA 41 Other 
adjustments 
to itemized 
deductions 

Multiple the modified federal adjusted gross income    
by 7.5 percent for medical and 2.5 percent for 
miscellaneous expenses 

540NR Schedule CA 43 Itemized 
deduction 
worksheet 
limitations 

Use the modified federal adjusted gross income    
when calculating the itemized deduction limit 

3506 (Child and 
Dependent Care 
Expense Credit) 

9 CA 
percent 

Use the modified federal adjusted gross income    to 
determine the proper percentage. 
Note – TS will not allow a change to the percentages 
in the program. TaxSlayer is aware of this and is 
working on correcting the issue.  

Generally where 
federal adjusted 
gross income is a 
limitation  

See Note 
below. 

Use the modified federal adjusted gross income to 
calculate any adjusted gross income limitations 

 
Example: Lt. Pope is a nonresident domiciled outside of California. They should enter Lt. Pope’s 
military pay on Schedule CA (540NR), Part II, line 7, column B Note: The military pay is not 
included in Schedule CA (540NR) in column D or E. 

MPA - Child and Dependent Care Expenses Credit  
California allows a Non-refundable credit for child and dependent care expenses. Taxpayers may 
be eligible to claim this credit if they paid someone to care for their child or other qualifying person 
so they (and your spouse/ RDP, if married) could work or look for work. If taxpayers are a 
nonresident of California, their earned income must be from California sources and the care 
provided must be in California.  
 
For the purposes of this credit, active duty pay is considered earned income from California 
sources, regardless of whether the servicemember is domiciled in California. Generally, if 
taxpayers are married, they must file a joint return. To qualify for the credit, both spouses/RDP 
must have California earned income. A full-time student or disabled person is deemed to have 
earned income. Your federal adjusted gross income must be $100,000 or less. For more 
information, go to FTB Form 3506, Child and Dependent Care Expenses Credit. 
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Modified federal adjusted gross income and the Child and Dependent Care Credit 
 
Use the modified federal adjusted gross income to determine: 
 

• If their federal adjusted gross income $100,000 or less. 
• The decimal amount to use on form FTB Form 3506, line 7 and line 9. 

 
If using modified federal adjusted gross income to compute the Child and Dependent Care 
Expenses Credit, write “MPA” to the left of the credit amount on FTB Form 3506, line 12. 
 
Note: If the adjusted gross income is greater than $100,000 and the MPA reduces the adjusted 
gross income below $100,000. The California return cannot be e-filed and must be mailed.   

Military Personnel Domiciled in California.  
 
Example: Sgt. Miller is domiciled in California, but stationed all year in Virginia. Sgt. Miller’s only 
source of earned income is his military pay. His wife, Ann, and their child remained in California. 
Ann worked in California and they incurred childcare expenses for care provided in California. 
Because Sgt. Miller’s military pay while serving in Virginia is considered California earned income 
for purposes of computing the CA child and dependent care credit. They qualify for the credit, if 
they meet all other qualifications. 
 
Military Personnel Domiciled Outside of California.  
 
Under California law, your military pay for service in California is considered California earned 
income for purposes of computing the CA child and dependent care credit. They qualify for the 
credit, if they meet all other qualifications. 
 
Division of Income  
 
For tax purposes, income is allocated between spouses/RDP based upon whether the person 
receiving the income is domiciled in a community property or separate property state.    
 
Community property states are: Arizona, California, Idaho, Louisiana, Nevada, New Mexico, Texas, 
Washington, and Wisconsin. Puerto Rico, Guam, and Northern Mariana Islands are community 
property territories. All other states and U.S. territories are separate property states or territories. 
 
The domicile of the spouse earning the income determines the division of income between the 
spouses/RDP when separate returns are filed. Each spouse/RDP must follow the laws of his or her 
state of domicile to determine if the income is separate or community property. If the state of 
domicile is a community property state, when filing separate returns, each spouse must report 
half of the community property plus all separate income on each return. Income from joint 
accounts is assumed to belong equally to each party. Therefore, if you and your spouse file 
separate returns, each must report one-half of any taxable income from a joint account.   Go to 
FTB Publication 1051A, Guidelines for Married/RDP Filing Separate Returns, for more information 
regarding the division of income. 
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Example: Lt. Tucker is domiciled in New York, a separate property state, and Mrs. Tucker is 
domiciled in California, a community property state. Wages earned by Lt. Tucker are his separate 
income for tax purposes. Wages earned by Mrs. Tucker are community property for tax purposes 
and each spouse must report his or her community half if they are filing separate returns. 
 
Credits 
 
California relates credits generally to income reported on the state return. In some cases, we 
divide between the spouses/RDP the expense based on the income reported on their separate 
returns, and we compute the credits separately for each person. However, some credits have 
special rules with regard to residency. We use the form for the credit and its specific instructions 
for each credit. 
 
California Withholding 
 
What Are State Payroll Taxes? 

California state payroll taxes are administered by the Employment Development Department 
(EDD). State Disability Insurance (SDI) and Personal Income Tax (PIT) that are withheld from 
employees' wages. 
We divide withholding of income tax between the spouses/RDP to follow the income on their 
returns. 
 

 Example: Domiciled in California, a community property state, Ann earned wages of $12,000 and 
tax withholding of $600. In addition to his own income and withholding, Joe includes 50 percent 
$6,000, of Ann's California wages on his separate return and 50 percent, or $300, of her 
withholding. Attach a copy of Ann's Form W-2 to his return. 
 
Estimated Tax Payments 
 
Taxpayers make estimated tax payments normally on a quarterly basis to make up for insufficient 
withholding from their income.  
 
Generally, servicemembers and their spouses/RDP do not have to make estimated tax payments 
if their California withholding in each payment period totals 90 percent of their required annual 
payments. Also, they do not have to make estimated tax payments if they will pay enough through 
withholding to keep the amount you owe with their return under $500 ($250 if married filing 
separate). However, if the servicemember and their spouse/RDP do not pay enough tax either 
through withholding or by estimated tax payments, they may have an underpayment penalty. Go 
to FTB 540-ES for more information. 
 
Taxpayers claim withholding and tax estimates when filing their tax returns. Either spouse/RDP 
claims the entire amount paid or each claims a portion of the withholding and estimated tax. 
Provide a signed statement on each return explaining the division. Show both social security 
numbers on the returns and on the statement. 
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Which CA Return to File? 
 
The California individual tax forms for residents are the: 
 

• FTB 540 2EZ, California Resident Income Tax Return 2016. 
• FTB 540, California Resident Income Tax Return 2016. 

 
 
The California individual tax forms for nonresidents or part-year residents are the: 
 

• FTB 540NR (Long Form), California Nonresident or Part-Year Resident Income Tax 
Return 2016 

 
Note: In the VITA program you will always use the FTB 540 and the FTB 540NR (Long 
Form). 
 
Let us discuss these California personal income tax return forms. 

 
FTB 540 corresponds to the Federal Form 1040 and covers all the California resident taxpayer 
situations. 
FTB 540NR (Long Form) accommodates nonresidents and part-year residents, or a resident filing 
with a nonresident or part-year resident spouse. It allows all the nonresident and part-year 
resident taxpayer situations. Taxpayers include a Schedule CA (540NR) and a copy of the federal 
return. 
 
The dollar limitations increase for clients over 64 years of age or with dependents. Then, you 
consult the chart “California Filing Requirements for Most People” in the Military Quick Reference 
Guide or California tax booklets. 
 
Note: A non-California domiciliary active duty servicemember and their spouse exclude the 
member’s military pay from the federal adjusted gross income    to get California adjusted gross 
income    from all sources in these charts. Also, dependent clients follow certain other income 
thresholds. 
Normally, an individual uses the easiest return for which he or she qualifies. 
FTB 540 allows for all the possible resident situations and the FTB 540NR (Long Form) for 
nonresident or part-year resident situations. Use the Federal Form 1040 as an interview tool or 
checklist.  
 
TS: As you complete the Federal Form 1040, the computer tax program completes the appropriate 
FTB 540 or FTB 540NR (Long Form) California return. You must indicate CA as resident or 
nonresident in the state section of TaxSlayer. 
 
Automatic Extension of Time 
 
For the Armed Forces serving outside of the United States, in designated combat zones, qualified 
hazardous duty areas (QHDA), or in contingency operations, California allows individuals the same 
postponements or extensions to file returns, pay taxes, file protests, claim refunds and/or file 
appeals as under federal law. California allows these extensions without request. For members of 
the Armed Forces or Merchant Marines serving at posts of duty outside the United States, not in 
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a combat zone or QHDA and not in contingency operations, California also automatically grants an 
extension of 180 days for payment of the tax, free from interest and penalties, from the date of 
their return to the United States.  
 
Important: You must annotate on the top of the first page of the tax return, “Military overseas 
or combat zone extension or QHDA or contingency operations,” or “Special Handling Required.” 
Include the dates and taxpayer’s daytime phone number. When filing amended returns to correct 
for the military pay adjustments, we annotate “Military – HR 100.” Go to FTB Publication 1032, 
Tax Information for Military Personnel, for more information. 
An outside the United States active duty member’s spouse/RDP files a joint tax return for California 
by attaching a statement to the return explaining the circumstances and signing the return on 
behalf of their spouse/RDP, (Mary Smith for John Smith). California’s Paperless Extension allows 
any taxpayer filing a California return an automatic extension until October 15, 2016, to file a 
personal income tax return, regardless of whether he or she is serving in the military. The client 
writes nothing for the paperless extension except for the payment due situation. 
 
Note: The paperless extension is not an extension of time to pay tax for military personnel or 
nonmilitary spouses not serving outside the United States. To avoid penalties, you direct 
unqualified clients to pay their tax no later than April 18, 2017. They file FTB Form 3519, Payment 
Voucher for Automatic Extension for Individuals with their payment for their best estimate of the 
tax they owe for tax year 2016. 
 
National Guard or Reserve Members on active state service for the Governor, or active federal 
service for the President of the United States are entitled to a stay of other actions and proceedings 
of up to six months after termination from active duty. Have the servicemember consult with his 
or her JAG office for more information. 
 
Note: For active duty servicemembers, California allows a 180 day extension to file their returns 
if they are stationed or TDY overseas but not in a combat zone, qualified hazardous duty area, or 
contingency operation. The extension also applies to the spouse/RDP, regardless of whether filing 
joint or separate returns. 
 
Clients are not required to send a written notice to FTB for the paperless extension. However, the 
client should pay estimated taxes to avoid penalties.  
 
The Mortgage Forgiveness Debt Relief Act expired in 2014. 

Cancellation of Debt (COD) 

If you owe a debt to someone else and they cancel or forgive that debt, the canceled amount often 
is taxable. These amounts are generally reported on a 1099-C and are provided to both the 
taxpayer and the government. Debt forgiveness on other types of debt, such as a second home 
or business property, does not qualify for exclusion under the new law. However, taxpayers may 
meet the requirements to exclude COD income up to the amount of insolvency. Your client should 
contact their JAG office for more information. Also, go to the IRS Publication 4681, Canceled Debts, 
Foreclosures, Repossessions, and Abandonments, for more information. 

Types of Cancelled Debt 

The following are types of cancelled debts that may apply to you and depend on the type of debt 
canceled, the tax attributes you have, and whether or not you continue to own the property that 

https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml


55 
FTB 5135 (REV 12-2016) 

was subject to the debt. These examples do not cover every canceled debt situation, but are 
intended to provide general guidance for the most common situations.  
 
Non-business credit card debt cancellation 
If you had a non-business credit card debt canceled, you may be able to exclude the canceled 
debt from income if the cancellation occurred in a bankruptcy, if you were insolvent immediately 
before the cancellation, or if you were affected by the Midwestern disasters. 
 
 
Personal vehicle repossession  
If you had a personal vehicle repossessed during the year, you will need to determine your gain 
or nondeductible loss on the repossession. If the lender also canceled all or part of the remaining 
amount of the loan, you may be able to exclude the canceled debt from income if the cancellation 
occurred in a bankruptcy, if you were insolvent immediately before the cancellation, or if you were 
affected by the Midwestern disasters. 
 
Main home foreclosure or abandonment If a lender foreclosed on your main home during the 
year, you will need to determine your gain or nondeductible loss on the foreclosure. If the lender 
also canceled all or part of the remaining amount on the mortgage loan and you were personally 
liable for the debt. 
 
Main home loan modification (workout agreement) If a lender agrees to a mortgage loan 
modification (a “workout”) that includes a reduction in the principal balance of the loan you may 
exclude part or all of the canceled debt from income.  
 
What to do if you are presented a 1099-C statement? 
 
If you are presented with a 1099-C statement, refer the client to the Legal or Tax Officer or to a 
COD certified volunteer. These returns are handled by advance and experience VITA preparers. If 
you can exclude part or all of the canceled debt from income, you should also review and use 
Federal Form 982 (Reduction of Tax Attributes Due to Discharge of Indebtedness).  
 
IMPORTANT TS: In the TaxSlayer software, you would enter the COD income in the Federal 
section under income and select other income. Once you have selected other income you will then 
click on Cancellation of Debt (1099-C, Form 982) and enter your 1099-C information. 
 
For California COD non-conformity, you must make a CA addition on Schedule CA 540/CA 540NR, 
line 21, column C.  
 
When preparing federal and California returns, the amount of debt cancelled shown on the 1099-
C statement will be added to the Federal and Schedule D (540/540NR). If the cancelled debt is 
qualified to be excluded and done correctly, these amounts should equal zero indicating no gain 
or loss on the Schedule D (540/540NR). 
 
VITA Volunteers review Federal Publication 4491, Student Training Guide, for guidance and 
instructions.  
 
Standard vs. Itemized Deductions 
 
Taxpayers are not required to claim the standard deduction for California even when they do for 
federal.  
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Standard Deduction 
 
The standard deduction is a dollar amount that reduces the amount of income on which clients are 
taxed. In general, the standard deduction is adjusted each year for inflation and varies according 
to the client’s filing status. 
For standard deduction amounts, go to FTB Publication 1032, Tax Information for Military 
Personnel. 
 
 
Itemized Deductions 
 
The client should itemize their deductions if the total itemized deductions are more than the 
standard deduction amount.  
For more itemized deduction information go to irs.gov and search for itemized deductions or read 
the itemized deduction section of the Federal Publication 17, Your Federal Income Tax. 
 
 
We emphasize six credits within the scope of the VITA program. 
 
They are: 
 

• Credit for Joint Custody Head of Household. 
• Credit for Dependent Parent. 
• Nonrefundable Renter's credit. 
• Other State Tax credit. 
• Nonrefundable Credit for Child and Dependent Care Expenses. 
• CA Earned Income Tax Credit. 

 
Let's look at how to calculate each of these credits. 
 
Credit for Joint Custody Head of Household – Code 170 
 
Clients’ claim this credit if they meet all the following criteria: 

• Your clients were not married at the end of 2016 (or if they lived apart from each 
other for all of 2016 and used the married/RDP filing separately filing status). 

 
• Your clients furnished more than one-half the household expenses for their home, 

which also served as the home of their child, stepchild, or grandchild for at least 146 
days but not more than 219 days. 

 
• If the child is married, the child must be their dependent. In addition, the custody 

arrangement for the child must be part of the decree of dissolution or legal 
separation, or it must be part of a written agreement between the parents that covers 
the period between the filing of the petition and issuance of the decree. 

 
• Taxpayers can claim either the Joint Custody Head of Household Credit or the 

Dependent Parent Credit, but not both. 
 

https://www.ftb.ca.gov/forms/2013/13_1032.pdf
http://www.irs.gov/pub/irs-pdf/p17.pdf
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• Clients cannot claim this credit if they claimed head of household, married/RDP filing 
jointly or the qualifying widow(er) filing status. Use the JCHH credit worksheet to 
compute the credit. 

 

Example: Divorced Taxpayers Entitled to Credit 

Individual A and Individual B have a son. They were married and are now divorced. Their written 
custody agreement gives each taxpayer joint legal and physical custody of their son.  

The son lives with Individual A for 150 days during the year. Individual A pays all the costs of 
maintaining the home provided for the son. Individual A has not remarried and files using the 
single filing status. Based on these facts, Individual A is entitled to the joint custody head of 
household credit. 

Using information from the example above, if Individual A and Individual B had never married, 
individual A would not be entitled to the credit. 

Individual B may file head of household only if all the requirements are met for that filing 
status. Go to, the Head of Household filing requirements.  

Nonresidents: 

There is no provision in the law stating that the taxpayer or the qualifying child must reside in 
California. A nonresident taxpayer is eligible to claim this credit if all of the other legal requirements 
described above are met. 
 
Credit for Dependent Parent – Code 173 
Your client claims this credit only if: 

• The clients were married at the end of 2016 and are filing married/RDP filing 
separately (cannot use single, head of household, qualifying widow(er) or 
married/RDP filing jointly). 

 
• The clients furnished over one-half the household expenses for their dependent 

mother's/father's home (whether or not it was the client's home). 
 
• The spouse was not a member of the household during the last six months of the 

year. The client does not qualify as a head of household or qualifying widow(er).  
 
Use the same worksheet for the JCHH credit. You claim only one credit. 
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Note: Dependent must live in the United States, Mexico, or Canada.Joint Custody Head 
of Household Credit Worksheet or  
Credit for Dependent Parent 
1. 
 
 
2. 
 
 
 
 
3. 
 
4. 
 
5. 
 
 

Subtract line 11 from line 31, of FTB 540 or 540NR 
(Long Form) and enter the result here. 
 
Enter the FTB Schedule G-1 and FTB Form 5870A 
tax, if any, included on FTB 540, line 34 or FTB  
540NR (Long form), line 41. 
 
 
Add line 1 and line 2. 
 
Credit percentage -- 30%. 
 
Multiply line 3 by line 4 and enter the result or $440, 
whichever is less, on FTB 540, line 43 or 44, or 
540NR (Long form), line 51 with “JT CSTDY HOH” 
and code no “170” OR line 52 “DEP PARENT” 
code no. “173”. 

 
_____________ 
 
 
 
_____________ 
 
 
_____________ 
 
          X  .30          
 
 
 
____________ 

 
 
Schedule S – Other State Tax Credit – Code 187  
 
In some instances, a taxpayer will be taxed by both California and another state on the same 
income. To prevent the income from being taxed twice, either California or the other state will 
generally allow an "Other State Tax Credit" to offset the taxes paid to the other state.  
The chart lists all the states that qualify for the other state tax credit. To qualify for this credit, 
they must meet the following requirements: 
 

• A resident. 
• Liable for tax on income sourced in the other state. 
• Paid a net income tax to both the other state and California on the same income. 
• Effective after January 1, 2003, California allows the OSTC for taxes paid in the other 

state for different tax years for taxes due to the same transaction. 
 
Resident clients claim a credit for taxes paid to one of the states or U.S. Possession listed and all 
of these apply: 
 

• The client paid a net income tax to a state or U.S. possession on income also taxed by 
California. 

• The source income comes from the other jurisdiction. 
• FTB Schedule S, Other State Tax Credit, you complete and attach to the return to claim 

the credit. 
 
You attach a copy of the other state's tax return to the California return, unless if it is e-filed. Then 
the client retains a copy. 
 
Note: You need to complete the other state’s tax return, before you complete FTB Schedule S. 
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Residents (or nonresident clients filing a joint return with a resident spouse/RDP) 
Your client claims a credit for taxes paid to one of the states or U.S. possessions we list in the 
resident chart. If the client paid a net income tax to that state or U.S. possession on income also 
taxed by California and the income is from sourced in the other jurisdiction, you complete the FTB 
Schedule S to claim the credit. 

 
The credit is not allowed for taxes paid to: 

• Any city, county, or other local government. 
• The federal government. 
• A foreign government. 

 

California Residents -Schedule S - Qualifying States and U.S. 
Possessions 
Alabama 
American Samoa 
Arkansas 
Colorado 
Connecticut 
Delaware 
District of Columbia* 
Georgia 
Hawaii 
Idaho 
Illinois 
Iowa 
Kansas 
Kentucky 

Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
New Hampshire** 
New Jersey 
New Mexico 
New York 

North Carolina 
North Dakota 
Ohio 
Oklahoma 
Pennsylvania 
Puerto Rico 
Rhode Island 
South Carolina 
Utah 
Vermont 
Virginia* 
Virgin Islands 
West Virginia 
Wisconsin 

* Dual Residency   
** Business Profit Tax 

 
California Nonresidents  If your client is a resident and paid net income tax to Arizona, 
Guam, Indiana, Oregon or Virginia, they receive tax relief by claiming the Other State Tax 
credit for California on income also taxed by California on the income with a California source. You 
complete FTB Schedule S to compute and claim the credit. 
The credit may be allowed for taxes paid to U.S. possessions: 
 

• American Samoa. 
• Guam. 
• Puerto Rico. 
• The Virgin Islands. 
• FTB Schedule S (enlarged form) 
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4  
At Top Enter clients’ names and social security numbers as shown on the return. 
 
 Part I - Computation of Double-Taxed Income 
 
Enter in each Column:  
 

A. Describe each type of double-taxed income like wages, business income, rental income, 
and gain on sale of property. 

B. The amount of income California taxes. 
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C. The amount of income the other state taxes, normally the (b) amount. 
Line 1 Total double-taxed income  Combine the amounts in column (b) and the Amounts in 
column (c) and enter the two totals in the appropriate spaces on Schedule S, Part I, line 1 and 
Part II, line 3, and line 8. 
 
Part II - Computation of Other State Tax Credit 
 
Line 2 California tax liability  Enter California tax liability from FTB 540 or FTB 540NR (Long 
Form) less any credits (except Other State Tax credit and the Child and Dependent Care 
Expenses credit). 
 
Caution: With regard to the proper order of applying credits, the Other State Tax credit comes 
after the Nonrefundable credits. Therefore, you reduce the California tax liability by the 
Nonrefundable Renter’s credit determined first. Enter the result on this line.  
 
Line 3 Double-taxed income (by California)  Enter double-taxed income amount from Part 
1, line 1, column (b). 
 
Line 4 California adjusted gross income  Enter California adjusted gross income from FTB 
540 line 17 or FTB 540NR Schedule CA (540/540NR), line 37, column E. 
 
Line 5 Divide the amount on line 3 by the amount on line 4 to get a ratio of double-taxed income 
to California adjusted gross income. (The maximum percentage is 100%). 
 
Line 6 Multiply the amount on line 2 by the percentage on line 5. 
 
Line 7 Income tax paid (to other state)  Enter the name of the other state and the amount 
of taxes paid to that state. Do not include taxes paid to any city, the federal government, or any 
foreign country, or any tax paid to the other state that is comparable to California's alternative 
minimum tax. 
 
Line 8 Double-taxed income taxed by other state  Enter double-taxed income amount from 
Part 1, line 1, column (c). 
 
Line 9 adjusted gross income   (taxable by other state)  Enter the adjusted gross income 
taxable by the other state or U.S. possession. 
 
Line 10 Divide the amount on line 8 by the amount on line 9 to get a ratio of double-taxed 
income to the other states adjusted gross income. (The maximum percentage is 100 %.)  
   
Line 11 Multiply the amount on line 7 by the percentage on line 10. 
 
Line 12 Other State Tax Credit  The other state tax credit is the lesser of line 6 or line 11. 
Enter the lesser amount on line 12 and on FTB Form 540, line 43 or 44 or FTB Form 540NR, line 
58 or 59, with “other state” and code “187”. 
 
 
 
 
 

Table of Contents 

https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml


62 
FTB 5135 (REV 12-2016) 

  

 

 

 

 

 

Copy of Other State Return Required 
 Taxpayers must attach a copy of the other state return to the California return as proof the tax 
was paid.  

Note: Taxpayers who e-file should retain a copy of the other state return along with the California 
return for their records 
 
Nonrefundable Renters Credit  
 
California residents or part-year residents who paid rent for at least six months on their principal 
residence located in California and who meet certain income requirements may claim a 
nonrefundable renter’s credit against tax  
  
Some requirements for the credit are: 
 

Other State Tax Credit 
Married/RDP Filing Separately: Your client only claims the other state tax 
credit for income on their separate return. If your client files a joint return for 
the other state, determine what portion of the income taxed by both states 
belongs to each client. Apply the community property and separate property 
rules. 
 
Note: All states use the same rules for dividing income. 

• The client was a California resident in the tax year being filed. 
• Their California adjusted gross income (adjusted gross income) does not exceed the 

cut off limits. 
• They paid rent for at least 6 months of the tax year for property in California that 

was their principal residence. 
• The property cannot be exempt from property taxes.  
 

For a full list of requirements go to ftb.ca.gov and search for the FTB 540 booklet. 
 
If they meet the requirements, the credit is: 
 

• $60 for single or married filing separately. 
• $120 for married filing jointly, head of household, or widow(er). 
• $60 if only one spouse is a resident of California. 

 
Full Year Residents Only 
 

Filing Status  Amount 
1-Single $60 
2-Married filing jointly $120 
3-Married filing separately $60 each or $0 and $120 to one spouse 
4-Head of household $120 
5-Qualifying widow(er) $120 
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Part - Year Residents 
 

Filing Status – client was a resident in CA in 2016 
Number of months in CA 6 7 8 9 10 11 12 
Single or married filing 
separately 

 
$30 

 
$35 

 
$40 

 
$45 

 
$50 

 
$55 

 
$60 

Married filing jointly, head of 
household, or qualifying 
widow(er) 

 
$60 

 
$70 

 
$80 

 
$90 

 
$100 

 
$110 

File 
FTB 
Form 
540 

 
FTB Form 3506, Child and Dependent Care Credit - Nonrefundable 
 
The client may qualify to claim the Child Dependent Care Credit if they had California earned 
income and paid someone in California to care for their child or qualifying person while they worked 
or looked for employment. A qualifying person is one of the following: 
 

• A dependent of the client who is under 13 years of age and for whom the client is entitled 
to a dependent exemption credit. 

• The spouse of the client, if he or she is physically or mentally unable to care for him or 
herself. 

• A dependent of the client who is physically or mentally unable to care for him or herself 
and for whom the client was entitled to a dependent exemption credit without regard to 
the gross income limitation. 

 
Clients who qualify for MSRRA do NOT qualify for the child and dependent care credit. 
 
The credit is a nonrefundable tax credit and is applied against the California net tax liability.  
 
To receive the maximum credit active duty pay may be considered earned income from California 
sources, regardless of whether the servicemember is domiciled in California. Generally, if married 
a joint tax return must be filed. 
 
The child dependent care credit can be used even if the adjusted gross income with both 
servicemember and spouse/spouse’s income is greater than $100,000 as long as the MPA reduces 
the adjusted gross income below $100,000. In this case, the California tax return cannot be e-
filed and must be mailed. 
 
For client’s with the military pay adjustment (MPA), apply the MPA and use these charts to correct 
FTB Form 3506 lines 7 and 9. Use the California Modified adjusted gross income (Fed adjusted 
gross income – Military pay) to determine the correct percentages. 
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If IRS Form 2441 line 7 is:  If IRS Form 2441 line 7 is: 

Over But not 
over 

Decimal 
amount is  Over But not over Decimal   

amount is 

$0 - 15,000 .35  $29,000 - 31,000 .27 
15,000 - 17,000 .34  31,000 - 33,000 .26 
17,000 - 19,000 .33  33,000 - 35,000 .25 
19,000 - 21,000 .32  35,000 - 37,000 .24 
21,000 - 23,000 .31  37,000 - 39,000 .23 
23,000 - 25,000 .30  39,000 - 41,000 .22 
25,000 - 27,000 .29  41,000 - 43,000 .21 
27,000 - 29,000 .28  43,000 - No limit .20 

 
Total IRS adjusted gross income Form 540/ 
540NR line 13 less fed/CA differences is: 

FTB Form FTB 3506, Line 9 decimal 
amount is: 

$40,000 or less .50 
Over $40,000 but not over $70,000 .43 
Over $70,000 but not over $100,000 .34 
Over $100,001 Client does not qualify for this credit. 

 
For more information go to FTB Form 3506, Child and Dependent Care Expenses Credit and Federal 
Form 2441 and Publication 503, Child and Dependent Care Expenses. 
 
Refunds and Balances Due 
 
For Clients Who Have a Refund  
 
Encourage direct deposit when a client has a refund into checking or savings. Direct deposit is 
fast, safe, and convenient. You can request a direct deposit refund on your client’s tax return 
whether they e-file or file a paper tax return.  
 
Please be sure to fill in the routing and account numbers carefully and double-check the numbers 
for accuracy to avoid it being rejected by their financial institution.  
 
The client will generally receive their state tax refund within: 
 

1. Seven to Ten business days from the accepted date for e-filed tax returns. 
2. Six to ten weeks from the date the tax return was mailed  

 
Note: The IRS recently announced that 2016 tax refunds that include the earned income 
tax credit (EITC) and/or the additional child tax credit (ACTC) will not be issued before 
February 15, 2017. 
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For Clients Who Owe  
 
Individuals have several easy ways to pay, where no registration is needed. With instant access 
and service available 24 hours a day, the online payment options at ftb.ca.gov will save your 
clients time and hassle. Encourage your clients to pay their taxes online. The client may use any 
of the following payment methods: 
 

1. Web Pay - You can pay today or schedule your payment up to one year in advance. 
 

2. Credit Card – Make your payment online or by phone with Official Payments 
Corporation. There is a convenience fee of 2.3% (minimum $1): 

a. Online: officialpayments.com 
b. Toll-free: 800.272.9829 

3. Western Union - Make an online payment, or locate the nearest Western Union office.  
a. Online at WesternUnion.com 
b. Toll-Free at 800.238.5772. 

4. Check, money order, or cash –  
a. Mail your check or money order. 
b. Pay in person at one of our field offices. 

5. Installment Agreements – Details on the FTB web site. 
a. ftb.ca.gov 

 
MyFTB Account 
 
Clients may sign up for an FTB account to view: 
 

1. Account summary and tax year details for all tax years we have on file. 
2. Estimated tax payments before filing their tax return. 
3. California wage and withholding records. 

 
How to Register MyFTB Account Access 
 
To register as an individual taxpayer, the client will need: 
 

1. A valid email address. 
2. Their social security number. 
3. The first and last name from their most recently filed California tax return. 
4. Information from one California tax return they filed in the last five years:  

a. Tax year. 
b. Filing status. 
c. CA adjusted gross income   (adjusted gross income   ). 

 
If they have not filed a California tax return in one of the last five years, they cannot register. 
 
Federal vs. State 
 
In general, California law often conforms to the Internal Revenue Code (IRC). However, California 
may not adopt all of the federal tax laws. For more information, go to irs.gov and ftb.ca.gov 
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Student Notes 
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Glossary of Tax Terms 
 

Key Terms 
 
California Itemized 
or Standard 
Deduction 

The deductions we apply to the California adjusted gross 
income. We determine it by applying the ratio of California 
adjusted gross income to total adjusted gross income to all of 
the itemized or prescribed standard deductions allowable to 
California residents. The maximum ratio cannot exceed 1.0 or 
100% of the total itemized or prescribed standard deduction. 

Military Spouses 
Residence Relief 
Act (MSRRA 

“A spouse of a servicemember shall neither lose nor acquire a 
residence or domicile for purposes of taxation with respect to 
the person, personal property, or income of the spouse by 
reason of being absent or present in any tax jurisdiction of the 
United States solely to be with the servicemember in 
compliance with the servicemember’s military orders if the 
residence or domicile, is the same for the servicemember and 
the spouse. 
A spouse must meet the requirement of physical presence in 
the State and also show intent to make that State their 
permanent home. 

Nonresident (Full-
year) 

A nonresident is any individual who is not a resident all year.  
Note: A California domiciliary on active duty permanently 
stationed out of California or an active duty military member 
domiciliary of any other state is considered to be a nonresident. 

Part-year Resident A part-year resident is any individual who is a California 
resident for part of the year and a nonresident for part of the 
year. Residence determines income California taxes. We follow 
the resident rules for the resident part of the year and the 
nonresident rules for the nonresident part of the year. 

Resident 
(Full-year) 

A resident is any individual who is present in California for 
other than a temporary or transitory purpose or domiciled in 
California, but outside California for a temporary or transitory 
purpose. As a resident, you are taxed on income from all 
sources. You will be presumed to be a California resident for 
any taxable year in which you spend more than nine months in 
this state. Unless an individual is a nonresident pursuant to the 
MSRRA. 

California Source 
Income 

When California becomes the place where a resident, part-year 
resident, or nonresident taxpayer produces or derives income 
at issue. It includes the following: 
 
Taxpayer earns wages working in California. We exclude 
military pay of a non-domiciliary or nonresident. 

• California business income. 
• Gain/Loss from the sale of California real estate. 
• Rental income from California property. 
• Pass through entity income from California sources. 

California Taxable 
Income 

California adjusted gross income less the prorated California 
itemized deductions or the standard deduction. 
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Community Income Community income is all income from community property. It 
also includes wages, salaries, and other compensation for 
personal services of a community property domiciliary person. 
We divide community income equally between the spouses. 

Community 
Property 

Community Property is all of the property acquired as follows: 
• By a community property state domiciliary husband or 

wife or both (other than property acquired as joint 
tenants), and 

• By a community property state domiciliary husband or 
wife, that is not separate property. 

Each spouse owns one-half of all community property. Go to 
IRS Publication 555, Community Property, for specific rules. 
For tax years 2007 and later, California recognizes registered 
domestic partners the same as married couples concerning 
these rules. In 2005 and 2006, earned income of RDP was not 
treated as community property. 

Constructive 
Receipt 

Constructive receipt occurs when a person's account receives 
credit or income set apart in any way that makes it available to 
the person. Physical possession is not necessary. For example, 
the bank credits interest earned and available on a savings 
account rather than actually withdrawing and paying it to the 
saver. 

Contingency 
Operations 

The Secretary of Defense designates a military operation or the 
President or Congress declares a war or a national emergency 
and therefore calls members of the uniform services to active 
duty (or retains them on active duty). 

Credit A credit is an amount that can be used to offset a tax liability 
of equal amount. It may provide special incentives for 
taxpayers to act in a particular way. Some credits allow for a 
refund of the excess credit or a carryover of the excess credit 
into a future year. 

Deferrals We postpone and call some items in taxation deferrals. 
Deferrals possess a right of interest, or payment withheld 
until a future date beyond the current tax year. Nonresidents, 
part-year residents, and residents use various tax reporting 
methods, regarding tax computations and recognition of loss 
carryovers, deferred deductions, and deferred income. We 
base reporting on the taxpayer’s current year residency 
situation. The person looks back at the time they generated 
deferrals and uses the residency rules of their current 
reporting year’s residency. 
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Dependent A dependent person must meet all five-exemption tests (same 
as federal) as listed below: 

• Member of household or relationship 
• Citizenship 
• Joint return 
• Gross income 
• Support 

 
The federal deducts the dependent exemption. California law 
allows a dependent exemption credit. For tax years 2005 and 
later, a dependent is a qualifying child or a qualifying relative. 
Got to FTB Publication 1540 for a description of the tests to be 
a qualifying child or a qualifying relative. 

Dependent 
Exemption Credit 

California provides a tax credit for each person who qualifies as 
a dependent. We limit the credit of high-income taxpayers 
using federal adjusted gross income. 

Dividends A corporation makes distributions to its shareholders out of 
earnings of the current year and from accumulated earnings of 
prior years. We call these distributions dividends. 

Domicile We define domicile as someone’s permanent and true home. 
The place where the person intends to return whenever absent 
to live permanently and indefinitely. Domicile determines an 
active duty military member’s California residency for income 
tax purposes. We also use domicile to divide income for married 
couples. 
The keys we use to determine domicile are the person’s intent 
and physical presence. In order to claim a domicile other than 
California while living in California, the person establishes a 
domicile elsewhere before coming to California. 

Double Taxed 
Income 

We define double taxed income as income taxable in two or 
more states. Go to the FTB California Schedule S, Other State 
Tax Credit for a possible credit. 

Exemption Credit California allows two types of exemption credits: a personal 
exemption credit and a dependent exemption credit. These 
credits reduce tax, but remain subject to federal adjusted gross 
income limits. 
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Hero Act 
2006 
 

The Heroes Earned Retirement Opportunities Act of 2006 
permits excluded combat pay to be treated as compensation 
for purposes of the IRA contribution rules with a three-year 
make up window period for making IRA contributions for tax 
years 2004 – 2006 and then future years. California conforms 
to the Hero Act. 

Heroes Act 
(HEART) 
2008 

California conforms to the Heroes Earnings Assistance and 
Relief Tax Act of 2008. An active duty employee treats 
differential wages as wages for retirement plan and IRA 
purposes and a person can roll over federal military death 
benefit gratuities to a Roth IRA or a Coverdell Education 
Savings Account without regard to contribution limits. 
California conforms to federal law with respect to elimination 
of the early withdrawal penalty for qualified retirement plan 
distributions to reservists, and extension of military home 
sales rules to certain members of the intelligence community 
for sales after January 1, 2010. Go to FTB Publication 1032, 
Tax Information for Military Personnel and IRS Pub. 3, Armed 
Forces Tax Guide. 

Home of Record Home of record normally is the place where the military 
member entered the service, usually their domicile at the time 
of entry. 

Home Port Home of record normally is the place where the military 
member entered the service, usually their domicile at the time 
of entry. 

Intangible Intangible property represents the right or claim to some kind 
of property or reward. Intangible property does not have 
physical existence, but is the right to property or financial 
rewards. Examples are interest, dividends, royalties, and 
capital gains/loss from the sale of stocks and bonds. 

Nonresident California defines a nonresident as someone who is not a 
resident of California for income tax purposes. See below for a 
definition of a California resident. 

Part-year Resident California defines part-year resident for tax purposes as 
someone with residency in California for part of the calendar 
year and not a resident of California for the other part of the 
year. 

Permanent Change 
of Station (PCS) 

We define a PCS as a change of duty assignment that includes 
a move from the taxpayer’s home to a military post of duty, 
or a move from one permanent post of duty to another, or a 
move from the last permanent post of duty to the taxpayer’s 
home upon discharge or retirement. 
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Personal 
Exemption Credit 

California allows tax credits for the taxpayer and spouse, 
instead of the personal exemption deduction under federal law. 
These credits may be limited by federal adjusted gross income. 

Prorated Tax 
Computation 

California computes tax for nonresidents and part-year 
residents as follows: 

 We divide the proper tax from the tax table/schedule on the 
total taxable income by the total taxable income to arrive at a 
tax rate, then 

 We multiple the California taxable income by the tax rate. 
Registered 
Domestic Partners 
(RDP) 

The Secretary of State of California (SOS) grants two persons 
an RDP after they file a Declaration of Domestic Partnership. 
Effective for taxable years beginning on or after January 1, 
2007, RDP file their California income tax returns as 
married/RDP filing jointly or married/RDP filing separately 
filing status. Beginning in 2007, RDP who file head of 
household for California must meet the requirements to be 
considered unmarried. Go to FTB Publication 1540, California 
Head of Household Filing Status. RDP enjoy the same legal 
benefits, protections, and responsibilities as married couples 
unless otherwise specified. Go to FTB Publication 737, Tax 
Information for Registered Domestic Partners. 

Resident California defines a resident as any person who is in California 
for other than a temporary or transitory purpose; or, is 
domiciled in California, but outside California for a temporary 
or transitory purpose. The individual maintains the above for 
income tax purposes for all of the calendar year. We focus on 
physical presence and intent. California taxes residents on all 
taxable income. California provides an exception to this rule 
for active duty military members. For income tax purposes, 
California treats an active duty military member as a resident 
of California only if they are both domiciled and stationed 
permanently in California. 

Separate Income We define separate income as income from separate property 
or income earned by a person domiciled in a separate 
property state. It is taxable to the spouse who owns the 
separate property. Caution: Idaho, Louisiana, Texas, and 
Wisconsin treat income from most separate property as 
community income. Some states treat the income earned 
after a separation and before issuance of a divorce decree, as 
community income. Other states treat it as separate income. 
California requires spouses who separate with no intention of 
resuming marriage to report their community income for the 
period they live together. But, they report each spouse’s 
income as separate income after the spouses separate with no 
present intention of resuming the marriage. 
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Separate Property Separate property includes the following: 
All property owned separately by the husband/RDP or wife/RDP 
before marriage or registering as an RDP. 

 All property acquired separately after marriage/RDP, such as 
gifts or inheritances, and property purchased with separate 
funds. 

 Money earned while domiciled in a separate property state. 
Earned income of an RDP is not treated as community property 
until tax year 2007. 
All property declared separate property in a valid agreement 
(pre- or post-nuptial/RDP agreement). 

Service-members’ 
Civil Relief Act   

Per this federal act: 
States, including California, are prohibited from making a 
nonresident military person (not domiciled in California) a 
resident solely because of being stationed in the state on 
military orders. 

 The military compensation of nonresident military stationed in 
California will not be considered California source income or 
used to increase the total income to calculate the tax rate. 

 States cannot use military income to increase tax on the 
nonmilitary income of the servicemember or their spouse. 

 As amended by the Military Spouses Residency Relief Act: If a 
nonmilitary spouse of a servicemember lives in a state solely 
to be with the servicemember in compliance with the 
servicemember’s military orders, and has the same out-of-
state domicile as the servicemember, the spouse’ service 
income will not be income from a California source. 

TaxSlayer (TS) The Internal Revenue Service provides the Volunteer Program 
professional tax software. TS software produces federal and 
state tax returns for electronic or print and mail filing. 

Total Taxable 
Income 

California defines total taxable income as total adjusted gross 
income   if a California resident for the current year. We 
include income from prior taxable years such as carryover 
items, deferred income, suspended losses, or suspended 
deductions. We subtract either the itemized or prescribed 
standard deductions. 

US Armed Forces The United States Armed Forces includes commissioned officers 
and enlisted personnel in all regular and reserve units under 
control of the Secretaries of the Defense, Army, Navy, Marines 
(under the Navy), and Air Force. It includes the US Coast 
Guard, US Public Health Service, and National Oceanic and 
Atmospheric Administration Commission Corps. 

VITA or VRPP An acronym we use for a program that trains and allows 
volunteers to help civilians, active duty, retired military 
personnel and their families prepare their federal and state 
income tax returns. It stands for “Volunteer Income Tax 
Assistance.” In 2005, the Internal Revenue Service named 
their overall program “Volunteer Return Preparation Program” 
(VRPP). 
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540 We use FTB Form 540, California Resident Income Tax Return, 
to file the resident individual income tax form. FTB Form 540 
covers all the possible income, adjustments, deductions, 
credits, other taxes, and payments. In scope, it compares to 
the IRS Form 1040, U.S. Individual Income Tax Return. 

540CA or CA or 
Schedule CA (540) 
or Schedule CA 

The FTB Schedule CA (540), California Adjustments - 
Residents, we use with the FTB Form 540. We adjust the federal 
adjusted gross income   and itemized deductions for the federal 
and California law difference on the FTB Schedule CA (540 or 
540NR). 

540 2EZ We use the FTB Form 540 2EZ, California Resident Income Tax 
Return, to file resident individual income tax. We complete this 
form using simple computations, its own tax table with built-in 
standard deduction, personal exemption, and dependent 
exemption. Type of income and restrictions on filing status limit 
this form’s wide use. Some taxpayers direct file it on the 
internet. 

540NR (Short) 
 

We use the FTB Form 540NR (Short Form), California 
Nonresident or Part-Year Resident Income Tax Return, to file 
the nonresident or part-year resident individual income 
tax form. We file just income from wages, interest, 
unemployment, and paid family leave on this form. We use it 
for married couples filing jointly if one is a resident and the 
other is a nonresident or both are nonresidents or part-year 
residents. We use it to file all but the married filing separately 
filing status. It limits credits to the personal exemption credits 
and nonrefundable renter’s credit. 

540NR 
540NR (Long) 
 

We use the FTB Form 540NR (Long Form), California 
Nonresident or Part-Year Resident Income Tax Return, to file 
a nonresident or part-year resident individual income tax 
form. It allows for all situations for income tax reporting of 
nonresident or part-year residents, reporting. The different 
purpose of the IRS Form 1040NR, U.S. Income Tax Return for 
Nonresident Aliens, causes a mismatch for federal adjusted 
gross income    required with the FTB Form 540NR. We 
complete an IRS Form 1040, 1040A, or 1040EZ first and then 
use it to complete the FTB Form 540NR. 

540NR CA or NR CA 
or Schedule CA NR 
or Schedule CA 
(540NR) 

FTB Schedule CA (540NR), California Adjustments - 
Nonresidents or Part-Year Residents, we use with, and must 
be an attachment to, FTB Form 540NR. We adjust the 
federal adjusted gross income   and itemized deductions for 
the federal and California law difference. We use it to identify 
California taxable income and compute the ratio of California 
adjusted gross income   (adjusted gross income   ) to total 
adjusted gross income    from all sources. 

540X or Amended 
Tax Return 

Use the FTB Form 540X, Amended Individual Income Tax 
Return, to amend the 1990 through 2005 California personal 
income tax return [FTB Form 540, 540EZ, 540 2EZ, or 540NR 
(Long or Short) 540NR)], whether originally filed via paper, e-
file or CalFile. Get, read, and follow the instructions before 
attempting this form on the computer or in written form. 
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Quiz - California Tax Law 
We allow 45 minutes to complete the quiz before going to lunch. If you need more time, you may 
finish the quiz by returning early from lunch. We go over the quiz after lunch.  
When you get to Part B, you need to identify the example number of the Military Quick Reference 
Guide that best fits the scenario. Get in the habit of identifying the proper example to mimic for 
easy completion of the California tax returns, even with a minimal grasp of all the concepts.    
 
Part A  

1. Active military member Tim entered the military in Utah, his home state. 
Permanently stationed in California all year. Tim is a: 

 
A. Resident of California with a Utah domicile. 
B. Resident of Utah with a California domicile. 
C. Resident of Utah with a Utah domicile. 
D. Resident of California with a California domicile. 
E. None of the above. 

 
2. Bill entered and remains in the military in California on permanent change of 

station orders. The Air Force sent him on a temporary duty assignment to 
Arkansas for three months. His nonmilitary spouse Peggy lived in California all 
her life and stayed in California in Bill’s absence. 

 
A. Bill and Peggy are California residents with California domiciles. 
B. Bill is a resident of Arkansas with a California domicile. 
C. Peggy is a resident of California with an Arkansas domicile. 
D. Bill is a resident of California for only 9 months. 
E. None of the above. 

 
3. Military member Steve entered the military in New York and was stationed in 

California from January through March. From January through March, he 
maintained his New York residence. He retired in April. He decided to remain in 
California permanently.  

  
A. Resident of California with a California domicile starting in April. 
B. He needs to file a California resident tax return. 
C. He is a California resident with a New York domicile all year. 
D. Both his military pay and retirement pay will be taxed by 

California. 
E. None of the above. 

 
4. Karen entered the military in California. She serves in Japan on PCS orders all 

year. She intends to return to California. 
  

A. Karen is required to file a California resident tax return. 
B. Karen is a California nonresident for tax filing with a California 

domicile. 
C. Karen is a Japan resident with a California domicile. 
D. Karen must file a nonresident California tax return for her military 

wages. 
E. None of the above. 
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5. 
 

Active duty military member, Charles serves in California on PCS orders the 
entire year.  He and his wife Betty moved here in 2013 from Maine, their 
permanent and true home, and where Charles entered the military. 

  
A. Charles and Betty are Maine residents with Maine domiciles. 
B. Charles and Betty are California residents with Maine domiciles. 
C. Charles is a resident of Maine with a Maine domicile. 
D. Betty is a resident of California with a California domicile. 
E. None of the above. 

 
6. To help a nonresident military client with earned income from a second job 

while serving in California, you take what action? 
  

A. File FTB 540NR. 
B. File if the second job wages do not exceed the filing requirement 

amount. 
C. File FTB 540, 540A, or 540 2EZ. 
D. File the California FTB 540NR only if there is California withholding. 
E. None of the above. 

 
7. To complete their tax return, a part-year resident uses: 
  

A. The resident rules only. 
B. The nonresident rules only. 
C. The resident rules and nonresident rules. 
D. FTB Form 540, 540A, or 540 2EZ. 
E. None of the above. 

 
8. A non-resident and resident married client who file a joint return will use which 

form: 
  

A. FTB 540. 
B. FTB 540NR. 
C. FTB 5402EZ. 
D. None of the above.  

 
9. We consider interest income: 
 

A. Tangible property. 
B. Community property. 
C. Separate property. 
D. Intangible property. 
E. All of the above. 
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10. A California domiciliary military member PCS to a military installation in 
California remains a resident even when out of California on: 

  
A. Temporary duty. 
B. Vacation. 
C. Non-PCS duty assignment. 
D. Convalescent leave in Hawaii. 
E. All of the above. 

 
11. Nonresident or part-year residents file a tax return if their gross income or CA 

adjusted gross income from ________ exceeds amounts in the filing 
requirement chart from. 

  
A. All sources. 
B. California sources only. 
C. Military sources. 
D. The other state’s sources. 
E. None of the above. 

 
12. Identify the community property states. 
  

A. Texas, New Mexico, and Oklahoma. 
B. Wisconsin, Idaho, Washington. 
C. Nevada, Montana, Arizona. 
D. Louisiana, Puerto Rico, Virginia. 
E. All of the above. 

 
13. Clients file a federal return married filing jointly. They can file separate state 

returns: 
  

A. If one of them is member of the US Armed Forces during the 
taxable year. 

B. Anytime the result is to their advantage. 
C. If one spouse is not available to file and sign the state return. 
D. If they have multiple states of domicile. 
E. None of the above. 

 
14. Residency determines what income is: 
  

A. Reportable. 
B. Taxable. 
C. Split between the spouses. 
D. Excluded from taxable income. 
E. None of the above. 
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15. The military pay adjustment applies if: 
  

A. The military member is domiciled in California but PCS out of 
California. 

B. The military member is not domiciled in California. 
C. The nonmilitary spouse is not domiciled in California. 
D. The nonmilitary spouse and servicemember have the same 

domicile. 
E. None of the above. 

 
16. California excludes from taxation, interest earnings of a part-year resident 

during part of the year: 
 

A. As a California resident. 
B. As a California nonresident. 
C. As a California resident but out of the state on vacation. 
D. Chicago municipal bond interest was earned. 
E. None of the above. 

 
17. The Servicemembers’ Civil Relief Act applies to: 
 

A. Retired military members not domiciled in California. 
B. All nonmilitary spouses in compliance with military orders. 
C. Active duty military members. 
D. Civil service personnel assigned to military units. 
E. None of the above. 

 
18. To determine the California taxable income, married clients apply the 

community or separate property rules based upon the property laws of the 
state where each spouse is: 

 
A. Domiciled. 
B. A resident. 
C. A resident and domiciled. 
D. When the income was received. 
E. None of the above. 

 
19. Spouses divide their income when filing married filing separately: 
 

A. Based on the domicile of the spouse receiving the income. 
B. Based on the domicile of the spouse earning the income. 
C. Based on the most advantageous split. 
D. Only if it is from a jointly held account. 
E. None of the above. 
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20. In addition to income, using community property rules we divide: 
 

A. Withholding from the Form W-2 income that was divided. 
B. Deductions associated with the income that was divided. 
C. Credits generated from the divided income. 
D. Estimated taxes paid for the tax liability generated by the divided 

income. 
E. All of the above. 

 
21. When using the Head of Household filing status for California, you must include: 
 

A. FTB Form 3532, Head of Household filing status schedule. 
B. Birth Certificate. 
C. Proof of dependent exemption 
D. Schedule A, Itemized Deductions. 
E. All of the above. 

 
22. California excludes from taxation the following types of income for 

nonresidents: 
 

A. Interest. 
B. Dividends. 
C. Capital gains from the sale of stock. 
D. Unemployment compensation. 
E. All of the above. 

 
23. For tax purposes, California considers military members with a California 

domicile and serving outside California as nonresidents of California if they are 
on: 

 
A. A ship with a California home port. 
B. Permanent change of station orders of indefinite duration. 
C. One-year permanent change of station orders as a California 

reservist. 
D. Temporary duty orders. 
E. None of the above. 

 
24. California taxes nonresidents on income from a: 
 

A. Federal Form W-2 with a California business address for work done 
in the home state. 

B. California source. 
C. Retirement sourced in California. 
D. Alimony from a California resident former spouse. 
E. None of the above. 
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25. California considers a California domiciled and California home port military 
sailor on sea duty in the Persian Gulf a California: 

 
A. Nonresident after 9 months at sea. 
B. Resident no matter how long the voyage. 
C. Resident while in port and a nonresident while outside the three-

mile limit. 
D. Part-year resident. 
E. None of the above. 

 
26. Domicile determines: 
 

A. How married couples divide income. 
B. If the military member qualifies for the military pay adjustment. 
C. The state with the potential taxing authority of the military 

member. 
D. Whether separate or community property rules apply to the 

taxpayer. 
E. All of the above. 

 
27. We determine domicile using these key factors: 
 

A. The taxpayer’s intent to remain permanently and physical 
presence. 

B. The military member’s employment location on PCS orders. 
C. The location of the military member’s family. 
D. The taxpayer’s automobile registration and driver’s license. 
E. All of the above.  

 
28. The California adverse consequences to married/RDP filing separately are: 
 

A. You cannot deduct student loan interest. 
B. Exemptions of your spouse/RDP cannot be claimed on your tax 

return. 
C. One spouse/RDP may have itemized deductions below the 

standard      deduction. 
D. In most cases, child and dependent care expense credits are 

eliminated. 
E. All of the above. 

 
29. The dependent exemption tests for California are: 
 

A. Member of household or relationship. 
B. Citizenship. 
C. Joint return. 
D. Gross income and/or support. 
E. All of the above. 
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30. For the military member not domiciled in California and their spouse/RDP, you 
exclude the military compensation from any of the following: 

 
a. Gross Income. 
b. Taxable Income. 
c. Alternative Minimum Taxable income. 
d. Limitations based on federal adjusted gross income   . 
e. All of the above. 
 

31. The modified federal adjusted gross income    affects  the following items on 
the California tax forms: 

 
a. Personal and Dependent Exemption Credits. 
b. Medical and Dental Expenses. 
c. Student Loan Interest Deductions. 
d. Child and Dependent Care Credit.  
e. All of the above. 
 

32. If the federal adjusted gross income is $85,000 and the military pay adjustment 
is $33,000, for California purpose the federal modified adjusted gross income    
is: 

 
a. $55,000. 
b. $52,000. 
c. $118,000.  
d. $33,000.  
e. None of the above. 
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Part B 
In this matching exercise find the example number that best fits the taxpayers’ scenario.  
Use the back cover index of the Military Quick Reference Guide to find the example number.  
 
First, you determine whether the state is a community (CPS) or separate property state (SPS), 
and then, the client’s Military Member (M), spouse (S) location in or out of California. 
 
These examples assume you were either a nonresident for the entire year or a resident for the 
entire year.   
  

 Example 
Number  

If the Military Member 
is: 

And the Civilian Spouse is: 

  Domiciled Located 
PCS 

Domiciled Resident Located 

30.  CA TX CA CA CA 
31.  IL CA IL CA CA 
32.  CA S. KOREA NONE   
33.  AZ CA ID CA CA 
34.  CA CA CA CA CA 
35.  CA CA CA MI MI 
36.  CA CA NONE   
37.  TN CA NONE   
38.  TN CA ID CA CA 
39.  CA AZ AZ AZ AZ 
40.  NM CA NJ CA CA 
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TaxSlayer Login 
 
The base coordinator has set up the student/volunteer’s accounts in TaxSlayer using their tax 
center client ID. Coordinators can use TaxSlayer online instructions or call for assistance on how 
to do this. 
 
The student’s will type the username and password provided to them by the site coordinator along 
with the security code that is also provided by the site coordinator.  
 
Once you have entered the appropriate information you will be prompted to change your password.  
 
User Name:  Student’s name Your User Name _________________ 
Password:  Student’s name New Password    ______________ 
Security Code:  _____________ 
 
Annually TaxSlayer updates the current California state forms in late January. During California 
State tax training it will be necessary for you to use the prior year TaxSlayer online program.  
 
https://vita.taxslayerpro.com/IRSTraining  
 
Important - TaxSlayer Information 
 
The information you type into TaxSlayer is crucial. Key it as you see it. Type each tax form into 
TaxSlayer exactly as it looks. 
 
When you put correct information into TaxSlayer, you get correct information out of TaxSlayer. 
 
On occasion clients will mix up their tax paper work and give you forms from multiple tax years.  
 
Check the Social Security Numbers 
 
It is important to check your client’s tax forms to verify their social security number matches and 
the tax forms are for the tax year you are preparing.  
 
IRS Training 
 
During the IRS classroom or the online Link and Learn training, you learned how to key tax forms 
into TaxSlayer to create a federal tax return. 
 
Your client’s tax forms will have their social security numbers and the tax year on them. For these 
examples, the social security numbers and tax years have been removed. 
 
 
 
 
 
 
 
 
 

Table of Contents 

https://vita.taxslayerpro.com/IRSTraining
https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml


84 
FTB 5135 (REV 12-2016) 

Grasp Step by Step Exercise 
 
The Grasp practice exercise instructs you how to complete the return in TaxSlayer. Take your 
time, it is expected that the Grasp step by step exercise will take you longer than the other exercise 
problems in this manual. 
 
Enter the exercises into TaxSlayer, the way you did during the IRS training:  
 

1. Review the IRS Form 13614-C. 
a. Carefully read the interview notes on page 3 and 4. 
b. In this training manual the interview notes are: 

i. On a separate page titled Interview Notes. 
ii. Detailed items you will need to ask your client’s for. 

2. Enter all the tax forms. 
3. Continue until the federal tax return is complete. 
4. Complete the FTB 2335 VITA Military Worksheet. 

a. Used for California nonresident or part-year residents with California income. 
5. Finish by completing the California state tax return. 

 
During California State TaxSlayer training you will need to create the primary taxpayer’s unique 
social security number. The spouse and dependents numbers can be reused over and over for all 
the exercises. 
 
The Grasp exercise has been set up to simulate a return that a client may bring to your VITA site. 
Review the information on the following pages and use the step by step instructions to guide you. 
 
Getting Started 
Log into TaxSlayer Training and use the Grasp’s information to create a tax return. 
 
Click, Go to Practice Area from the Practice Lab Home Screen. 
 
In TaxSlayer: 
 

• Click “Select” on the Start New Tax Return line. 
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• Make up a social security number. 
a. Do not use numbers from your social security number. 

 

 
 
 

 
NOTE: You can choose a Taxpayer Profile to automatically display income and adjustment entry 
pages that most closely reflect information from the taxpayer. When you do this, you save time 
in the return. You can still add other information to the return after you complete any of the 
necessary forms displayed by the taxpayer profile. For more information on taxpayer profiles, go 
to the Entering Basic Income lesson. 
 
Tip: If you do not want to use a taxpayer profile for the return, you can choose basic (no profile) 
and start a blank return. You can only select taxpayer profiles during Start A New Return.  
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For the exercises in the training manual the client’s interview notes are placed after the IRS Form 
13614-C, Intake/Interview and Quality Review Sheet. For real client’s you will interview them and 
place your notes on pages 3 and 4. 
 
Interview Notes – Grasp 
 

1. May B. Grasp is in the military. 
o She is domiciled in Louisiana. 

2. She will file a joint return with her spouse. 
3. Her spouse is Will U. Grasp he is a construction worker. 

o He is domiciled in Ohio. 
4. They have two children: 

o Minnie Grasp - she is in day care all day. 
o Al Grasp - he attends an after school care program. 

5. They provided  
o The entire cost of maintaining the household  
o All of the support for their children. 

6. They received the following income forms 
o W2, wage income. 
o 1099-INT from their bank. 
o 1099-G state tax refund. 
 Last year they itemized. 

o 1099-B for an investment at E-trade they sold. 
o 1099-R for a 401K Will cashed in. 
 The funds were used to pay household expenses. 
 Will did not qualify for an exception to the early withdrawal penalty. 

o 1099-G for Will’s unemployment income. 
7. They are itemizing and brought the following documents 

o BAH & BAS. 
o Sales tax paid on a new car. 
o 1098 Mortgage interest and property tax. 
o DMV bill - license fee. 
o Charity receipt. 

8. The Grasp’s provided a check and if they: 
o Have a refund they would like direct deposit. 
o Owe they would like the money withdrawn on April 15 

 
All members of the household had minimum essential health coverage all year.  
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Paid sales tax of $2,550 on their new car.  
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TaxSlayer Pro saves the new return and displays what’s your filing status page. 
 

1. Select the appropriate filing status. (For Grasp you would choose Married Filing Joint) 
2. Click Continue  

 

 
 
After you select the filing status, TaxSlayer Pro displays the Personal Information Page.  
 

3. Read each box and type or select the appropriate data.  
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TaxSlayer Pro automatically enters the primary social security number/ITIN based on the 
information you typed while starting the return. 

4. TaxSlayer Pro displays the Spouse Information section if you selected a Married Filing 
Status. Complete the information for the spouse and select any applicable check boxes. 
TaxSlayer Pro automatically completes the spouse’s last name based on the information 
you typed for the taxpayer’s last name. You can change this box if the spouse has a 
different last name.  

 

 
 
Contact Information 
 

5. Select the appropriate check box if the taxpayer has a stateside military address or a 
foreign address.  

6. When you type the zip code, TaxSlayer Pro automatically populates the city and state. 
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7. When you finish entering the personal information for the taxpayer and, if applicable the 
spouse, click “Continue”. 

 
 
Entering Dependent Information 
 
When you complete the personal information, TaxSlayer Pro displays the Dependents or 
Qualifying Person(s) page. 
 
To add dependents to the return, use the following steps: 

1. Click “Yes” showing that the taxpayer does have a dependent or qualifying person.  
 

 
 
TaxSlayer displays the Dependent/Qualifying Child Information page. 

2. Type the dependent or qualifying child’s name. 
3. Select the date of birth from the lists.  
4. If the dependent does not have a taxpayer identification number, select the Check if 

the depend does not have an SSN/ITIN/ATIN check box.  
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Note: If an ITIN is needed, TaxSlayer displays a new question to determine whether Form W-7 is 
needed in the return. 

• Select the answer to the question.  
• If the dependent does have a taxpayer identification number, type the dependents social 

security number or other identifying number.  
 

 
 
5. Select the dependents relationship from the list.  
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6. Select the number of months the dependent lived in the home during the year. If the 
dependent lived in Canada, Mexico or was not in the home for other reasons, select the 
appropriate option from the list.  

7. If there is a “YES” in any appropriate check boxes. TaxSlayer Pro may display additional 
boxes for you to complete based on the check boxes you select.  
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When you finish typing the dependents information, click “Continue”.  
 
TaxSlayer displays the Dependent or Qualifying Child page, listing the dependent you just entered.  
 

• If the taxpayer has more than one dependent or qualifying child, click “Add” to add each 
one.  

 
 
When you are finished entering dependents, click Continue.  
 
Tip: You can add an unlimited number of qualifying dependents in the Dependent or Qualifying 
Child section.  
 
TaxSlayer Pro displays the Basic Information page. 
 
To review the filing status, personal information or dependent information, click “Edit” for that 
row.  
 
When you finish reviewing basic information, click “Continue”.  
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Entering Basic Income  
 
TaxSlayer provides four methods of entering income in the taxpayers return. You can use any of 
the following: 

• Taxpayer Profile  
• Form 1040 
• Guide Me  
• Enter Myself 

 
We will be entering the income using the Enter Myself option.  
 

1. Click “Enter Myself”  
 

 
 

2. Once you click Enter Myself the following screen will appear. Click Begin for the type of 
income you need to add to the return. We will be starting with the W-2. 
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3. Type the information from the taxpayers W-2 on the form. 
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Once you have completed entering May’s W-2 and click “Continue”, you will be asked if she is 
active duty military. Answer the question accordingly and click “Continue”. 
 
Additional W-2’s 
 
If you have additional W-2’s to be entered click on “Add” and repeat step 3. 
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1099 Forms 
 
Once you have completed entering the W-2(s) and continued, you will be back to the main screen 
to enter income.  
 

1. Click “BEGIN” on Interest and Dividends (1099-int, 1099-Div) 
 

 

 
 

2. Click on “Interest and Dividends” to enter the information below.  
 

 

 
 

3. After clicking “Begin”, select the type of Interest or Dividend you will be entering and 
click “Continue”. 
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Will and May Grasp 
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US Savings Bonds 
 
California does not tax US Savings Bond interest, so you need to subtract the bond amount. You 
want to enter the bond amount in box 3 and then subtract that same amount in the box that 
states, “Interest on U.S. Savings Bonds and Treasury Obligations that you want subtracted from 
your State return”. 
Additional Interest 
 
If you have additional interest (1099-INT) forms to enter, Click “ADD” and repeat step 2.  
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TaxSlayer will look like this when finished: 
 

 
1099-G 
 
The Form 1099-G is used for certain government payments such as state and local tax refunds or 
unemployment compensation. Each box on the 1099-G describes the type of income. On this Form 
1099-G the income is in box 2, state or local tax refund. 
 

May Gasp 
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Entering Taxable Refunds 
 
If the taxpayer and/or spouse received a state or local tax refund in the previous year, you need 
to determine whether that refund is taxable this year. Taxpayers who receive a refund of state or 
local income taxes may receive Form 1099-G listing their refund amount(s). 
 
The taxpayers who claimed the standard deduction on the tax return for the previous year and 
they received a refund of state or local income taxes do not include the refund in current taxable 
income. 
 
Taxpayers who itemized their deductions and received a state or local refund may have to include 
all, part, or none of the refund in federal taxable income.  
 
If the taxpayer and/or spouse received a state or local tax refund in the previous year and itemized 
deductions on the federal return, use the following steps to complete the State Refund Worksheet.  
 

1. Click “Begin” on the State and Local Refund (1099-G box 2) to start adding information.  

 
 

2. If the taxpayer was forced to itemize on the previous year’s return because he or she 
used the married filing separately filing status and the spouse itemized, skip to the last 
line on this worksheet. Add the amounts from all state and local tax refunds. Type the 
total on that line.  

 
3. Add the amounts from all state and local tax refunds. The taxpayer should have received 

Forms 1099-G or similar statements to show these amounts. Type the total in the 
appropriate box.  

4. From the previous year’s return, find the amount of the itemized deductions on line 40. 
Type that amount in the appropriate box.  
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5. Select the taxpayer’s filing status from the previous year’s return from the drop-down 
list.  

6. Find any additional deductions the taxpayer received on the previous year’s tax return. 
Select any check boxes that apply.  

7. Click Continue. 

Note: The taxability of a State refund is determined based on what was deducted or allowed the 
previous year. In this case the State refund is not taxable because they took the general sales tax 
deduction and not the state and local taxes paid.  
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May Gasp’s Prior Year Return
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Capital Gains and Losses 
 
Some taxpayers have sales of stocks or other personal property. If so, you should add those to 
the return. To add capital gains and losses, use the following steps from the Income landing page. 
 

 
 

1. Click “Begin” on the Capital Gains and Losses (Schedule D) line.  
 

 
 

2. Click “Begin” on the Caital Gain and Loss Items line.  
 

 
 

   Will and May Grasp 

July 12,20XX 
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3. Type the information for each line for one of the taxpayer’s capital gain transactions, 
using the following tips:  
a. If the taxpayer sold stock from the same company on the same date, you can group 

those transactions on one page. Otherwise, enter each transaction separately.  
b. If the taxpayer does not know the date acquired or date sold, select the Alternate 

Option check box for that line and select the explanation from the drop-down list.  
c. If the sales price is expired or worthless, select the Alternate Option check box for 

that line and select the explanation from the drop-down list.  
d. Select the source of the cost basis from the Select cost basis type drop-down list.  
e. If the cost is expired, select the Alternate Option check box and select the 

explanation from the drop-down list.  
f. If you need to add a negative adjustment to gain or loss, type a negative sign. For 

any adjustment you type, select the explanation from the drop-down list.  
4. When you finish typing the information for the transaction, do one of the following:  

a. If the taxpayer has more capital gain transactions, click Save & Enter Another, and 
then follow the same tips to add each transaction.  

b. When you finish adding transactions, click Continue.  
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Taxpayers may receive retirement income, either from an IRA or pension. This section covers 
entering those types of income. 

 
 
To add these types of retirement income, begin with the following steps: 

1. Click “Begin” on the IRA/Pension Distributions (1099-R, 1099-SSA) line to display the 
IRA/Pension Distributions landing page.  

 

 
 
2. Click “Begin” on the Add or Edit a 1099-R line.  
 

 

 

Table of Contents 
3. As discussed in the Form W-2 lesson, if the taxpayer is a married filing joint return, 

select whether this Form 1099-R is for the taxpayer or the spouse.  
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4. Type the payer’s information as shown on Form 1099-R. 

 
 

5. TaxSlayer carries the recipient’s address from the personal information you typed. If 
the taxpayer’s address on Form 1099-R is different, make the appropriate changes.  

 

 
 

6. Type the information in boxes 1-10 as it appears on the paper Form 1099-R. 
• TaxSlayer automatically completes box 2a (Taxable Amount) based on the 

information you type in box 1. If the amount on the taxpayer’s Form 1099-R is a 
different amount, type that amount in the box.  

• If the taxpayer’s Form 1099-R, Box 2a states that you need to determine the 
taxable amount, click Worksheet to add the simplified method worksheet. See 
below for information on completing this worksheet.  
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• If this Form 1099-R is for an IRA, select the IRA/SEP/SIMPLE check box under box 
7 as shown on the paper Form 1099-R.  

 

 
 

7. Select the appropriate check box if this is an IRA and the taxpayer rolled over part or all 
of the distribution shown on this Form 1099-R.  
• When you select the check box, type the amount that the taxpayer rolled over in the 

appropriate box.  
8. If this is disability distribution and the taxpayer is disabled, qualifying him or her to 

report the pension amount as earned income, select the Check here to report on Form 
1040, line 7. 

 
 

 
 

9. Type the state and local information as shown on the Form 1099-R the taxpayer 
received.  

10.When you finish entering the information, click “Continue”. 
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11.Once you click “Continue” you will then navigate to the 1099-R Distribution Penalty 
page below. You will need to select the type of plan the early distribution penalty is 
for.  

12.If you need to add more Forms 1099-R, click “Add” and use the same steps to add Form 
1099-R. When you are finished adding forms, Click “Continue”, twice. 
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Entering Unemployment Compensation 
If the taxpayer or spouse received unemployment compensation during the year, he or she should 
have received a Form 1099-G to report that income. To add unemployment compensation in the 
return, use the following steps: 
 

1. Click “Begin” on the Income page.  
 

 
 

2. Click “Begin” on the Unemployment Compensation page.  
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3. Type the information on the page exactly as it appears on the Form 1099-G the taxpayer 
received. Use the following tip to enter this information: 
• Compare the recipient’s address as shown on the page to the address the paper Form 

1099-G. If it is different, change the address in TaxSlayer.  

4. When you are finished typing the information, click “Continue”. 
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5. Review the information on the Unemployment Statement, Click “Continue: twice if the 

information is correct. If the information is not correct, Click “Edit” and correct the error. 
  
Deducting Student Loan Interest  
If the taxpayer made qualified adjustments to income such as repayments on a student loan during 
the year, he or she probably paid interest with those payments. Most taxpayers can deduct any 
student loan interest paid during the year. To deduct student loan interest, use the following steps: 
 

 
 

1. You will need to navigate to the deduction screen. Click the Federal section from the left 
menu section. Then click “Deductions” from the top menu section.  
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2. From the deductions page, click “Begin” on the adjustments line.  

 

 
3. From the Adjustments page, click “Begin” on the student loan interest deduction line.  

 

 
 

4. Type the total amount of qualified student loan interest in the box and click “Continue” 
when finished.  
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Adding Itemized Deductions – Schedule A 
 
TaxSlayer automatically calculates additional itemized deductions, such as state income taxes paid 
from a Form W-2. If the taxpayer has other itemized deductions that you need to add, use the 
following steps:  
 

1. From the Deductions landing page, click “Begin” on the Itemized deductions line.  

 
 

2. Use this page as a starting point for all of the remaining sections of this lesson.  
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Adding Medical and Dental Expenses 
If the taxpayer paid unreimbursed medical expenses during the year, he or she may be able to 
deduct a portion of these expenses as itemized deductions. To deduct medical and dental 
expenses, use the following steps:  
 

1. From the Itemized Deduction page, click “begin” on the medical and dental expenses 
line.  

 
 

2. Read each line carefully and type the amounts based on information provided by the 
taxpayer.  
• TaxSlayer automatically deducts certain health insurance payments. Read the 

information on the page carefully to determine what amounts you should not include.  
• If the taxpayer paid qualified long-term care premiums, click “Add Premiums” and 

type the total premiums paid.  
 

 
 

3. When you finish adding medical deductions, click “Continue”.  
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Deducting Taxes  
The IRS allows taxpayers to deduct several types of taxes as itemized deductions, including the 
following: 

• State and Local income or general sales tax.  
• Real Estate taxes. 
• Personal Property Taxes. 
• Other Taxes.  

 
To figure out the correct amount of taxes paid when the taxpayer has combat pay exclusions and 
basic housing and food allowances, use the following steps to figure out the correct taxes paid: 
 

1. Click on “Summary/Print” on the left hand side of your screen. 
 

 
 

 

2. From the Summary View (page 1 of the 1040), you will need the information from lines 
6D (Total number of Exemptions claimed) and line 37 (adjusted gross income). 
• You will need this information when figuring out the taxpayer’s sales tax deduction.  
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3. After you have the Number of Exemptions and the taxpayer’s adjusted gross income, 
Navigate back to the deductions page.  

 
To add taxes paid that qualify as itemized deductions, use the following steps from the Itemized 
Deductions page shown above: 
 

4. Click “Begin” on the Taxes You Paid line.  
 

 
State and Local Taxes 
 
If the taxpayer paid state and local income tax during the year, TaxSlayer automatically adds 
those taxes to Schedule A based on information you enter on Form W-2, Form 1099-R, 
estimated tax payment worksheets, and other forms where the payer may have deducted state 
and local income taxes.  
In some cases, the taxpayer may have paid state taxes that you have not previously added to the 
return. If you need to add state and local income tax paid, use the following step on the Schedule 
A – Taxes You Paid page: 
 
Some taxpayers qualify to claim general sales tax paid instead of state and local income tax 
paid. If the taxpayer needs to figure the better of the two, you can add sales tax to the return. 
To take the sales tax deduction, use the following steps from the Schedule A – Taxes You 
Paid page:  
 

 
5. Click Begin Sales Tax Worksheet.  
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6. Click the link in the bottom left corner that says, “Click Here”. This will direct you to 

the IRS Sales Tax Calculator. 
 

 
7. You will need to click “Sales Tax Calculator” and then click “Continue”.  
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8. Answer the questions on the webpage based on your taxpayer’s information. To figure 
out your income range, you will need to add your nontaxable combat pay, Basic 
housing and food allowances to your adjusted gross income   .  

• For this problem: Mrs. Grasp’s adjusted gross income    is $93,824 + $5,200 
(Combat Pay) +$25,704 (Housing Allowance) + $4,291 = $129,019. The total is 
what you will use as Mrs. Grasp’s income range when filling out the Sales Tax 
Calculator.  

• Don’t forget about the sales tax that was paid on the car of $2,550.00. 

9. Once you have completed the Sales tax calculation, your screen should look like the 
one below. The number you will need to complete the sales tax work sheet in 
TaxSlayer is $4,132.  

• Your sales tax deduction may differ due to the zip code you enter.  

10. Navigate back to the “Sales Taxes Deduction” page in TaxSlayer and click on the blue 
override button in the bottom left corner to enter your sales tax amount.  
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11. On the State and Local sales tax override page, enter your sales tax amount.  

12.If the taxpayer has another state to add (for example, if he or she lived in more than 
one state during the year.) Click “Add” and use the same steps to add other states.  

 
13.Click “Continue” once you are finished.  

 
Personal Property Taxes 
 
If the taxpayer paid vehicle property taxes, he or she may be able to deduct those as an itemized 
deduction. To enter property taxes, use the following steps from the Schedule A- Taxes you paid 
page: 
 

1. Type the total amount of deductible personal property taxes in the Personal Property 
box.  
a. The Grasp’s paid $108 to register their older car in California. $43 of the fee is eligible 

to be tax deductible, thus enter $43.  
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Real Estate Taxes 
 
If the taxpayer paid real estate taxes during the year, he or she may be able to deduct those taxes 
as itemized deductions. To deduct real estate taxes, use the following steps from the Schedule A 
– Itemized deduction page.  
 
 

• On this Form 1098 the property tax is located in box 5. 
o The amount may be located on the back of the 1098 letter instead. 
o Or may not be listed at all and the client’s county bill will be required. 
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1. Click “Begin” on the Mortgage and Expenses line.  
 

 
 

2. If the taxpayer received a Form 1098 to report the mortgage interest, click “Begin” on 
the Mortgage Interest Reported on Form 1098 line.  
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3. Enter the real estate tax located in box 5 of the 1098 in the Real Estate Taxes (Non-
Business Property) line.  

4. Once you have entered your real estate tax, click on “Add Interest and Points Paid.  

5. Type the lender’s name, amount of interest paid and amount of any deductible points 
paid.  
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• TaxSlayer may remove the Recipient/lender’s name box in TaxSlayer online 2016. 
For training purposes, we will complete the entry.  
 

6. Click Continue once you have completed your entry.  
 
Deducting Charitable Contributions 
 
If the taxpayer made contributions to a qualifying charitable organization, he or she may be able 
to deduct those contributions as an itemized deduction. To deduct charitable contributions, use 
the following steps from the itemized deductions page: 
 

• For this exercise, the Grasp’s jointly gave $375 cash to the Salvation Army and $310 
worth of clothing and miscellaneous items to Goodwill.  

1. Click “Begin” on the Gifts to Charity line.  
 
 

 
 

2. Click “Begin” on the Cash Gifts to Charity line. Type the Charity’s name, description, the 
amount donated and the date the taxpayer made the donation.  

 

 
• If you want to group all of the taxpayer’s cash contributions as one entry, click 

“Override” and type the total amount of cash contributions. 
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Click “Continue” twice to complete cash donations. 
3. If the taxpayer made non-cash gifts to charities totaling less than $500, type the total 

amount of non-cash contributions in the appropriate box.  
 

 
 

4. Click “Continue” twice to complete charitable donations.  
 
Child and Dependent Care Credit - IRS Form 2441 
 
If the taxpayer has dependents under the age of 13, he or she may have paid child care expenses 
during the year. 
 
The Grasps jointly paid for day care. The cost for Al was $4,441 and Minnie was $7,104 for a total 
of $11,545 last year.  

 
 
To enter the child and dependent care credit, use the following steps from the Credits page: 
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1. Click “Begin” on the Child Care Credit (Form 2441) Line.  
 

 
 

2. Add all child care providers and the total amount paid to each provider. Click “Add” in 
step 1 – child care providers.  
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3. Select the SSN/ITIN radio button if the child care provider’s tax identification number 
is a Social Security number. If the number is an EIN, leave the selection as it is.  

4. Type the child care provider’s tax identification number, name, address, phone number, 
and the total amount paid to the provider.  

5. Read the remaining lines on the form and complete them if necessary based on 
information provided from the taxpayer.  

6. Click Continue.  
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7. If the taxpayer paid child care expenses to more than one provider, click “Add” for each 

provider and enter information using the same steps.  
 

8. When you finish adding child care providers, click Step 2- Dependents.  
 
9. Click “Edit” for the dependent for whom the taxpayer paid qualifying child care expenses.  
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Preparing a Return 137  
 

10.Type the amount of child care expenses the taxpayer paid for this dependent.  
11.Click Continue.  

 

 
 

12. If the taxpayer has additional dependents for whom he or she paid qualifying expenses, 
click Edit for that dependent and add the qualifying expenses using the same steps.  

13. If the taxpayer is the custodial parent and has a qualifying child for whom he or she 
cannot claim an exemption but is a qualifying child for dependent care expenses, you 
must enter the child here. Do not list this non-dependent in personal information section. 
Click Step 3 – Qualifying Persons.  

xxx-xx-xxxx 
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14.Click “Add”. 
 

 
 

15. Type the qualifying person’s name, Social Security number, and qualified expenses.  
16. Select the birth date from the drop-down lists.  
17. Select the Check here if disabled check box if the qualifying person is disabled.  
18. Click Continue.  
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19. Review the numbers at the top of the form to confirm that the amount of total expenses 
matches the total amount paid to providers. If TaxSlayer displays a difference, review 
the information you entered and make corrections.  

20. Click Continue to Page 2.  
 

 
 
21. If the taxpayer or spouse is a student or disabled, for each month or part of a month 

your spouse was a student or was disabled, he or she is considered to have worked and 
earned income. To figure the amount he or she can use as earned income for purposes 
of this credit, type that amount in the Additional Income for Taxpayer for purposes 
of this credit, based on the instructions on the screen.  

22. Enter the amount of any additional employer provided dependent care benefits that 
were not included on Form W-2 in the appropriate boxes.  

23. Click Continue.  
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24. Once you have completed page 2, click continue to complete the Child and Dependent 
Care Credit (Form 2441) section. 

 

 
Affordable Care Act  
 
With the Affordable Care Act, taxpayers must include certain information with the tax return to 
figure any credit or penalty for health insurance. To begin working with the health insurance 
information required for the Affordable Care Act, use the following steps: 
 

1. Click “Health Insurance” on the left navigation bar and click “Continue”.  
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Completing the Health Insurance Questionnaire 
The first step in completing the Health Insurance section is to complete a questionnaire that 
requests information concerning the taxpayer’s coverage, household members and other 
applicable information. To complete the questionnaire, use the following steps: 
 

2. Answer the question to show whether the taxpayer and his or her family has health 
insurance during the year.  

3. Click “Continue”. 
 
Note: The Grasp’s had insurance all year.  
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Since you answered “Yes” to the question above, TaxSlayer will display the Health Insurance 
Questionnaire page: 
 

4. Determine whether the taxpayer purchased health insurance from the marketplace 
(whether Federal or State) and select the appropriate answer.  

5. Click “Continue”. 
 

 
Once you click “Continue” TaxSlayer will display the Verify Your Household Members page: 
 

6. Review the information on the page to verify that every member of your household is 
listed. If you need to add dependents, click “Dependents” and add the dependents. 

7. If the taxpayer has a household member who is not listed on the tax return, click “Add 
a New Member”. 

8. When you are finished reviewing Household Members, click “Continue”. 

 
 
Once you select Continue, the Months Insured page will be displayed.  
 

9. Select Yes or No to show whether the entire household was insured for the entire year.  
10.Select “Yes” from the drop down and click “Continue”. 
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The Federal return is complete.  
Review the information on the following pages to compare with your figures in TaxSlayer. 
Check Federal amounts (Check Figures) – Grasp 
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The following check figures are from TaxSlayer 2015
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Federal Tax Return is Complete 

https://www.ftb.ca.gov/individuals/vita/Military/forms/index.shtml


148 
FTB 5135 (REV 12-2016) 

 
This completes the federal tax return. Now use the above information for Mrs. and Mr. Grasp to 
fill in the FTB 2335 VITA Military Worksheet. After that, you will fill in the 540NR, California 
Nonresident State Tax Return. 
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Student Notes 
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The information you have already entered on the federal return in TaxSlayer will fill in most of the 
California State tax return. This information is correct if the clients are California residents. 
California residents pay taxes on their worldwide income; meaning all of their income is taxed by 
California, and you do not use the FTB 2335 worksheet.  
 
FTB 2335, VITA Military Worksheet 
 
We designed the FTB 2335, VITA Military Interview Worksheet, to assist you in preparing your 
client's California state return. Use it to determine what income is taxable to California by using 
income splitting under community and separate property rules. Use the FTB 5137, Military Quick 
Reference Guide, examples to help you complete the worksheet for: 
 

• Single part-year or single full-year nonresidents. 
 

• Married/RDP couples where one or both are part-year or full-year nonresidents or are 
residents filing separately. 

 
Normally, you do not complete the worksheet for resident tax returns. 
It is designed to prepare your client’s California Nonresident or Part-Year Resident Income Tax 
Return. 
 
Before completing the worksheet, you need the following items: 
 

• Complete the federal income tax returns with all schedules and attachments.  
 
• All reporting documents: Form W-2(s), Form 1099(s), Schedule K-1(s). 

  
The “interview worksheet outline instructions” on Side 2, explain the specific instructions on how 
to use the spreadsheet. In general, you fill out the top portion and check the appropriate boxes. 
Then you identify and annotate the joint income for the taxpayer “T”, spouse “S”, and joint “J” as 
you type it into the first three columns, “TSJ”, “*”, and “FEDERAL AMOUNTS”. The first columns 
are the income from the joint federal tax return. Ensure you have captured all the income from 
the federal tax return. Separate income for each taxpayer, i.e., W-2 wages list per taxpayer. 
Column 1 and 2 are used to allocate federal income based on community or separate property 
rules if the taxpayer(s) were to file married filing separate tax returns. Once the federal income 
has been separated, you use California resident and non-resident rules to determine income 
taxable to California.  
 
Remember to split the income according to domicile rules. The figures on the left side of the 
worksheet are the federal figures for filing jointly or separately, and the right side of the worksheet 
gives you the amounts that California will tax when filing jointly or separately. 
The May is a nonresident and Will Grasp is a resident of California therefore the MSRRA doesn’t 
apply. You need to use the worksheet to split the income under community and separate property 
rules and to determine what income is not taxed by California. Before completing the worksheet, 
you need the following items: 
 

• Completed federal income tax return with all schedules and attachments. 
• All income reporting documents: Forms W-2, Forms 1099, and schedules. 
• FTB 2335 forms are located at the end of the manual.  
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Steps to Complete the FTB 2335 VITA Military Worksheet 
 
Start at the top of the worksheet and work your way down from left to right. Client 1 is the 
taxpayer who is listed first on the tax return. 
 

 
 

1. Fill in the client’s first and last name on the line provided; continue to the right when 
there is a spouse. 

A. Client 1; taxpayer. 
B. Client 2; spouse. 

 
2. Fill in the number of months in the appropriate section.  

A. For a California resident enter number of months the client was in California and 
leave the nonresident section blank 

B. For nonresidents of California enter number of months the client was in California 
and leave the resident section blank. 

C. The Grasp exercise: 
1) May Grasp was a nonresident for 12 months. 
2) Will Grasp was a resident for 12 months. 

3. Select the appropriate Active Duty, Civilian or Retired Military box for each client. 
A. The Grasp exercise: 

i. May Grasp is active duty. 
ii. Will Grasp is a civilian. 

 
4. Domicile, select the drop down to pick community or separate property. The 

community property states are listed on the worksheet. 
 

 
 

A. The Grasp exercise: 
i. May is domiciled in Louisiana and it is on the community property list, select 

community property. 
ii. Will is domiciled in Ohio and it is not on the community property list, so select 

separate property. 
 

5. Fill in the state abbreviation.  
A. The Grasp exercise: 

i. May’s domicile is Louisiana = LA. 
ii. Will’s domicile is Ohio = OH. 
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6. Select the appropriate yes or no answers to the California Adjustments Schedule CA 
questions. Are these items on the client’s 1040 page 1? If so then select yes. 

 

 
A. The Grasp exercise 

i. (Line 7) MPA (Military Pay Adjustment) / MSRRA yes 
ii. (Line 8) Savings bond (1099-INT)             yes 
iii. (Line 10) State refund (1099-G)             No 
iv. (Line 16) IRA/Pension (1099-R)             yes 
v. (Line 19) Unemployment (1099-G)             yes 
vi. (Line 20) Taxable Social Security/Rail Road     No 
vii. (Line 21) CA Lottery (W-2G)               no 
viii. (Line 33) 1040 adjustment to income   yes 

7. Fill in the income information from the W-2, 1099’s, and other income sources the client 
has provided.  

A. Again look at the client’s Form 1040 page 1.  
B. For income that is not joint, write the client’s and the spouse’s separate income 

on their own line. 
C. Blank lines are left for you to type or write in extra income items. 
D. In the TSJ column identify who the income is from, T = Client 1 taxpayer, S = 

Client 2 spouse and J = Joint. 
 

 
Table of Contents 
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A. The Grasp exercise 
i. Military Wages  T $31,782 
ii. Spouse Wages  S $48,288 
iii. Interest                     J   $1,200 
iv. Interest (bond)           J              $76 
v. Interest                     T              $44 
vi. State refund            J             $0.00 
vii. Capital gain            J           $2,000 
viii. Pension                     S           $5,400 
ix. Unemployment           S     $5,064 

 
B. And the adjustment below the line 

x. Student loan interest paid S        $327 
 

8. Make sure the worksheet’s federal income information matches TaxSlayer’s 1040 federal 
income amounts. 

 
9. Still on the Federal side of the worksheet, in the two columns to the right separate the 

income based on the state of domicile’s community or separate property rules. 
 

A. All the income marked joint gets split evenly between both lines 
B. The taxpayer, client 1, is from a community property state, all her income is split 

evenly. 
C. The spouse, client 2, is from a separate property state, he keeps all his income in 

his column. 

 
 

10.The Grasp exercise 
i. Attempt to split the income on your worksheet before reviewing the next page. 
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1. The federal income has been entered. Next, apply the client’s income information to the 
California columns on the right side of the worksheet. 

A. We call this crossing the State line. 
B. Move each client’s income amounts from the federal client columns over to the 

State client’s columns. 
C. Use California resident and nonresident rules to determine the income taxed and 

not taxed by California. 
i. Some of the boxes are grey out to indicate California does not tax those income 

types. 
• U.S Bond interest, state refunds, unemployment, social security. 

ii. Complete the nonresident column for May Grasp. 
iii. Complete the resident column for Will Grasp. 

D. Here is where the MPA (Military Pay Adjustment) and/or MSRRA (Military Spouse 
Residency Relief Act) rules will be applied. 
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1. Total the rows and columns. The online form will automatically calculate. 

2. Verify your worksheet looks like this one, adjust accordingly. 

 
FTB 2335 is Complete 
 
On the next page there is a copy of the completed 2335 form. Use the worksheet for nonresident 
clients who have California taxable income. Don’t try to skip using the form and entering the 
figures in TaxSlayer. Also note that normally the worksheet is not used for single clients. 
 
For your clients to have a properly filed California tax return the FTB 2335 VITA Military Worksheet 
must be completed when it is needed. 
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Completing A State Return in TaxSlayer 
 
After completing this topic, you will be able to:  

• Add states to a return.  
• Add information to a state return.  
• Delete a state from the return.  

 
TaxSlayer Tip: The screen prints seen below may look different but you will be entering 
the same information.  
 
When you finish entering information for the federal return, TaxSlayer Pro Online displays the 
Your Federal Return is Complete: 
 

 
TIP: You can also click State Section in the left navigation bar to access this page.  
If the taxpayer does not need to add a state, click Continue to Summary. 
 

1. Click “ADD State Return”. 
2. Select the state from the drop-down list or click your state in the map. 
3. Click “Continue”. 
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4. Select whether the taxpayer is a resident, part-year resident, or non-resident of the 
state.  

5. Click Continue.  
 
If you are preparing a Resident return or Part year Resident return, you will need to follow the 
steps below. If you are preparing a 540NR (Non-Resident return) continue to “Adding 
Information to the State Return”. 
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Adding Information to the State Return 
 

1. On the How would you like to input your state return? Click either “Guide Me” or “Enter 
Myself”. For this class we will click “Guide Me”. 

 

 
2. From the California State Return screen, you will start filling out the Schedule CA 

(540NR). Click “Begin” on the question that applies to your client’s situation.  
 
• May Grasp is active military, click “Begin” next to Complete if you were active Duty 

Military.  
 

 
 

3. Once you have answered the question, Are you active duty military? Click “Continue” to 
complete. 
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4. Click “Begin” to enter the Resident and Non-residency information.  
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5. Fill in, or use the drop down menus, with the taxpayer and spouse’s information based 
on their domicile and where they were stationed.  Once you have answered all the 
applicable questions, click “Continue”. 
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6. Once you click “Continue”, the software will bring you back to the Basic Information 

landing page. Click “Continue” to move to the next section of the return. 

 
 

7. Next you will enter the income that is taxable to California by clicking “Begin” next to 
other income taxable to California.  

 
Use FTB Form 2335 to enter the income taxable to California. California earned income 
will automatically transfer to the State return.  
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8. Once you have entered all the income taxable to California click “Continue”. 
• Other Income Taxable to California is used to enter the deduction to income.  

9. Now you will need to add Adjustments to Income by selecting “Begin” next to Adjustments 
to Income subject to California Tax.  
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10.Enter the student loan interest and click “Continue” twice to get to the “Subtraction from 
income” screen.  

11.Once you have clicked “Begin” you will need to click on “Active Duty Military Pay” to 
enter the income that is not taxable to California based on your FTB 2335. The military 
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pay that should be entered here is $31,782. Click “Continue” once you have entered the 
military income.  

 

 

 

12.Once you click “Continue” the second time, the system will bring you back to the 
“Subtraction from Income” page where you will need to click “Continue” again since 
there are no other subtractions to be made.  
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13.Once you click “Continue” you will be back on the “California State Return” where you 
will need to click “Begin” on Credits. 

14.From the Credits page, click “Begin” next to Child Care Credits.  
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15.On the Child Care Credit screen, if you have child care you entered for Federal (Form 
2441) select “Yes” from the drop down and fill out the unearned income information. 
Once you have filled in all applicable information click “Continue” twice to get back to 
the California State Return landing page.  
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16.You will continue adding information to the state return as needed based on the 
taxpayer’s circumstances. For this return, you have completed entering all California 
information so you will click “Continue” to complete the California return.  

17.If you add a state return and later find that you need to delete it from the return, use 
the following steps: 
a. Select State Section 
b. Click Delete for the state you need to delete. TaxSlayer will display a warning 

confirmation page, where you will need to select delete to confirm you want to delete 
the state return.  

c. If you select the wrong Filing status (Resident, Part year resident or Non-Resident) 
you will need to delete the state return to make the change to the correct filing status.  
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ACH and Direct Deposit Information  
 
ACH and direct deposit is easy, safe, and a free way for your client to pay their balance due or to 
receive a refund.  
 
Use the check below to enter the bank information for the Grasp exercise. If they owe they want 
to pay on April 15 or direct deposit if it is a refund. 
 
 

 
 

1. From the summary/print screen, click “Continue”. Once you click continue, you will see 
a warning page that will advise you of any concerns the software finds on the return you 
entered. If there are corrections that need to be made on the return, you will need to 
correct them to allow the return to be e-filed.  

 
2. Since there are no issues on this return, click “Continue”.  
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3. Once you click “Continue” you will need to fill out the information to preparer the return 
to be E-Filed. This section is where you will need to input your direct deposit/electronic 
payment information.  

 
Note: Since the Grasp’s owe on their Federal return, you will want to select Direct Debit from the 
drop down for Federal Return Type.  
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4. Click “Next” until you get to the State Return section and select “Direct Deposit” from 
the drop down and click “Next” to enter the bank information.  

5. You will need to enter the taxpayer’s bank information and how much of the balance due 
they would like to pay electronically. 
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Your return is now complete and ready to be E-Filed. Click “Save and Close” to exit the return.  
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Check California TaxSlayer Amounts (Check Figures) 
 
Use the California tax return on the following pages to check the tax return you completed in 
TaxSlayer. 
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The Grasp practice exercise is complete. 
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PROBLEMS INDEX 
 
 Interview Worksheet – Excel or Manually Prepare: 
 Problem 1 – Ron B Tanker (Basic)        
 Problem 2 - Ralph C and Jen L Fields (Basic)      
 Problem 3 – Ted J and Brandy G Chanse (Advanced)   
 Problem 4 - Jane K and Jack J Kelley (Advanced)    
 
Form 540 - 540NR 
 Exercise 1 – Fletcher  
 Exercise 2 – Gold 
 Exercise 3 – Cook 
 Exercise 4 – Short  
 Exercise 5 – Jones 
 Exercise 6 – Lowery 
 Exercise 7 – Rankin  
 
Enter exercises 1-7 into TaxSlayer, the same way we did the Grasp step by step exercise: 
  

1. Start with the IRS Form 13614-C. 
2. Carefully read the interview notes. 
3. In all the problems they have full year health care coverage for all the members.     
4. Enter all the client’s tax forms.  
5. Continue until the federal tax return is complete.  
6. For California Nonresidents complete the FTB 2335 VITA Military Interview Worksheet. 
7. Finish by completing the California state tax return. 

 
Check Figures for Interview work Sheet 1- 4, Problems 1 – 7 ………… 231 
 
Note: Unless we specifically state it, you assume commingled income for the common 
household and not separate property, which is a rather rare situation. 
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Intake- Problem 1 – Ron B Tanker 
 
Instructions: Complete FTB 2335 VITA Military Interview Worksheet 
Objectives: MQRG #1 & 2, FTB 2335 Manual or Excel, Sale if residence exclusion 

 
1. Ron B Tanker is in the military. 

o He is domiciled in California. 
o Address: Mail Stop 444, 2420 Vela Way El Segundo Ca 90245-4659 
o Stationed PCS: Washington DC 01/01/2013 – 03/31/2015 after a long duration and 

PCS to Los Angeles AFB CA 04/01/2016 – 12/31/2016. 
2. He received the following income forms 

o W2, wage income from Military $67,200.00 Federal W/h $9,700.00 California W/H 
$2,700.00 

o 1099-INT from Wells Fargo in the amount of $1,548.00. 
o 1099-G state tax refund of $60.00. 

o Last year he took the standard deduction. 
3. He has a California rental property 
4. Net income $9,600.00 ($800.00 per month) 

 
All members of the household had minimum essential health coverage all year.  
 
Intake- Problem 2 – Ralph C and Jen L Fields 
 
Instructions: Complete FTB 2335 VITA Military Interview Worksheet 
Objectives: MQRG #4, FTB 2335 Manual or Excel. 
 

1. Ralph C Fields is in the military. He is a Petty Officer 
o He is domiciled in California. 
o His DOB is 11/02/1973 

2. He will file a joint return with his spouse. 
3. His PCS: Fallon NV all year. He lives in the barracks. 
4. His spouse is Jen L Fields, she is a Museum Director. 

o She is domiciled in California. 
o She lives in a rental property in CA. 
o Her DOB is 03/04/1974 
o Their address is 2 Aurora Canyon Rd Bridge Port CA 93517 

5. They received the following income forms 
o W2, Jen – Mono County Historical Museum Wages: $12,552 Federal W/H $800. CA 

W/H $0.00 
o W2, Ralph – Navy wages: $47,412 Federal W/H $4,900 CA W/H $450. 
o 1099-INT – Joint Savings with Bridge Port Bank of $148. 
o 1099-INT – Jen’s money market account with Bank of America $72 

 
All members of the household had minimum essential health coverage all year.  
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Intake- Problem 3 – Ted J and Brandy G Chanse 
 
Instructions: Complete FTB 2335 VITA Military Interview Worksheet 
Objectives: MQRG #10, FTB 2335 Manual or Excel. 
 

1. Ted J Chanse is in the military. He is a Petty Officer 
o He is domiciled in NY. 
o His DOB is 07/05/1973 

2. He will file a joint return with his spouse. 
3. His PCS: California all year. He lives in a rental apartment. 
4. His spouse is Brandy G Chanse, she is a Child Care Provider. 

o She is domiciled in California. 
o She lives in a rental apartment. 
o Her DOB is 06/08/1974 
o Their address is 3200 Gatty Ave Chula Vista Ca 92101 

5. They have two children: 
o Troy T Chanse DOB 12/13/1998 
o Darren S Chanse DOB 12/13/1997 

6. They Provided 
o The entire cost of maintaining the household 
o All of the support for their children 

7. They received the following income forms 
o W2, Ted – Navy Wages: $40,440 Federal W/H $2,800. NY W/H $0.00 
o W2, Brandy – Franklin Apt wages: $8,000 Federal W/H $300 CA W/H $30 SDI $24 
o W2- Brandy – Kids R Us Child Care Wages: $48,000 Federal W/h $4,800 CA W/H 

$480. 
o 1099-INT – Brandy’s New York City Bank savings account $100. 
o 1099-INT – Ted’s New York City Bank Savings account $34 
o 1099-G State Refund $64 
o They have a joint owned Texas rental property with net income of $4,800 ($400 per 

month). 
8. Last year’s tax return figures  

o Joint return filed in 2014 
o State or Local tax $528 
o Itemized deduction amount $12,900 
o Standard deduction amount $12,00 
o Taxable income $85,000 

 
All members of the household had minimum essential health coverage all year.  
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Intake- Problem 4 – Jane K and Jack J Kelly 
 
Instructions: Complete FTB 2335 VITA Military Interview Worksheet 
Objectives: MQRG #9, FTB 2335 Manual or Excel, Alimony Allocation 
 

1. Jane K Kelly is in the military. She is a Staff Sergeant 
o She is domiciled in NM. 
o Her DOB is 02/04/1972 

2. She will file a joint return with his spouse. 
3. Her PCS: California all year. He lives in a rental apartment. 
4. Her spouse is Jack J Kelly, he is in the military. He is a Senior Airman 

o He is domiciled in NM. 
o He lived in a rental apartment all year. 
o His DOB is 02/02/1973 
o His PCS: CA and discharged from active duty 06/30/15. 
o Their address is 1788 Kidder Ave Fairfield Ca 94533 

5. They received the following income forms 
o W2, Jane – Air Force Wages: $29,988 Federal W/H $1,800. NY W/H $900. 
o W2, Jack – Air Force wages: $12,500 Federal W/H $1,200 CA W/H $600  
o W2- Jack – Jack Solano Truck Repair Wages: $32,000 ($4,000 per month starting 

5/1 – 12/31) Federal W/h $4,200 CA W/H $320 SDI $352. 
o 1099-INT – Joint- Travis Credit Union $300. 
o Alimony – Jack paid Alimony in the amount of $4,800 ($400 per month) to Emma 

Hanson 585-02-XXXX 
 

All members of the household had minimum essential health coverage all year.  
 
Note: A nonresident or part-year resident is allowed a partial alimony deduction in the same ratio 
that California adjusted gross income   (without alimony) bears to the total adjusted gross income   
.  
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Exercise 1 – Kelly Fletcher 
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Interview Notes – Fletcher 
 

1. Kelly Fletcher is active duty military. 
2. Kelly is domiciled in California. 
3. Stationed onboard the USS Ronald Reagan CVN 76. 
4. The USS Reagan’s home port is San Diego, CA. 
5. The Regan was on deployment from February 1 through September 9 last year. 
6. Kelly is head of household and has one child: 

a.  Amadeus Fletcher. 
7. Kelly and her son rent an apartment off base. 

a. Not base housing. 
b. Paid rent to Mr. Landlord at  

i. 432 Front St, Your City, CA Zip 
ii. Phone number (916) 845-7052. 

8. Amadeus’ guardian stayed with him when Kelly was on deployment.  
9. Kelly provided more than half of her son’s support. 

a. They had no contact or support from his father.  
10.She would like to contribute $5 to a charity to a CA charity of your choice. 

a. 4th page of the California 540 tax return. 
b. Pick any charity. 

11.Complete her federal and California state tax returns using the forms on the next few 
pages. 

12.She provided a check and if she: 
a. Has a refund she would like direct deposit. 
b. Has a balance due, she would like the money withdrawn on March 1st. 
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Exercise 2 – Richard Gold 
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Interview Notes – Gold 
 

1. Richard Gold has been a military reservist for 16 years. 
2. His civilian job is an aircraft mechanic. 
3. He is domiciled in California. 
4. He has unreimbursed military reservist expenses. 

a. 1040 page 1, line 24. 
 Link to the 2106EZ. 

b. Occupation, military reservist. 
c. Overnight lodging costs were $1,000. 
d. Meal expenses were $300. 
e. Personal vehicle  

 Placed into service on 05/10/2010. 
f. His total miles were 15,406. 

 Reservist miles were 3,662. 
 Commuting miles were 7,286. 
 Other miles were 4,458. 

g. For the yes and no questions he noted: 
 The vehicle was available off duty. 
 This is his only vehicle. 
 He kept a journal for his mileage. 

h. Fill out the bottom section of the 2106EZ. 
 Armed Forces reservist (RC). 
 He traveled more than 100 miles from his home. 

5. Richard paid student loan interest 
a. 1040 page 1, line 33. 
 Use the 1098-E information on the next page. 

6. He is not a full time student. 
7. He pays his rent to:  

a. Pacific Property Rentals. 
b. Address 120 First Avenue, your city, state zip.  
c. Phone number 916-555-1212. 

8. He provided a check and if he: 
a. Has a refund he would like direct deposit. 
b. Has a balance due, he would like the money withdrawn on April 15th. 
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Exercise 3 – Melissa Cook  
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Interview Notes – Cook 
 

1. Melissa Cook is active duty military. 
2. Melissa is domiciled in California. 
3. She was on PCS orders in the state of Florida until April 30th last year. 
4. She received new PCS orders to a base in California, reporting May 1st. 
5. While in Florida Melissa start a surfboard business then received her PCS orders to CA. 

a. Business name and code: 
i. Extraordinary Surfboards. 
ii. Business Code 423910 - Sporting & Recreational Goods & Supplies. 
iii. Address same as her tax return address. 

b. She did not have any employees or make any 1099 payments. 
c. The total gross receipts, cash income, $8,745. 

i. She sold 11 boards last year (4 in Florida and 7 in California). 
ii. She sells each board for $795 (tax included). 

d. The annual business expenses were $4,883 (all income and expenses occurred in the 
last 8 months of the year):  

i. $121, business cell phone line and internet                                                  
ii. $275, advertising.   
iii. $495, shipping cost.  
iv. $3,993, material to make boards. 

e. She will take the standard mileage rate. 
i. Her vehicle was placed into service 09/17/2012. 
ii. 180 business miles.  
iii.  6240 commuting miles.     
iv.  5680 other miles.                                                                            
v. Her vehicle was available for use during off duty hours. 

1. She only has one vehicle. 
2. She has evidence of her mileage. 
3. The evidence is in writing. 

vi. Follow the instructions on the Schedule CEZ. 
1. Add the mileage amount from Line 5 to line 2. 

6. She made estimated tax payments, $1,000 to the IRS and $150 to CA.  
7. She rented an apartment off base, May 1 – Dec 31. 

a. Landlord, John Doe.  
b. Address 321 North Street, Your City, State Zip. 
c. Phone number 619-555-1212. 

8. She provided a check and if she: 
a. Has a refund she would like direct deposit. 
b. Has a balance due, she would like the money withdrawn on April 10th. 

 
 
Note:  You must use the ratio (CA Sales/Total Sales) against the total federal business income 
(IRS 1040 Line 12) to calculate the CA Business Income. The ratio will also be applied to the SE 
Tax Deduction.   
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Exercise 4 – Carl Short 
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Interview Notes – Short 
 

1. Carl Short is in the military. 
2. He is domiciled in Georgia.  
3. PCS to California since May of 2013 
4. Nancy Short is a Manager 
5. She is domicile in Georgia. 
6. They have one child: 

A. Nick short. 
7. He works weekends at the local golf course as an instructor. 
8. Carl was previously divorced and per the divorce decree annually he pays: 

A. $6,000 in alimony to his ex-spouse Betsy Short. 
B. $3,000 in child support for his son Carl Jr. 

9. They pay rent to Jane Doe.  
A. Address 123 4th Street, your city, state zip.  
B. Phone number 619-555-1212. 
C. For more info go to page 27, Nonrefundable Renters Credit. 

10.They provided a check and if they: 
A. Have a refund they would like direct deposit. 
B. Have a balance due they would like the money withdrawn on April 15th. 
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Exercise 5 – David and Estelle Jones  
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Interview Notes – Jones 
 

1. David Jones is in the military. 
2. He is domiciled in Florida, PCS to California. 
3. Estella Jones is a registered nurse. 
4. She is domiciled in Indiana. 
5. They have one child: 

A. Isabella Jones. 
B. They paid for her day care. 

6. David has gambling winnings from a casino in California. 
7. While a resident of CA Estella returned to Indiana to work for 3-months (June-Aug.) for 

the clinic where she previously worked. Use CA NR Schedule S, Other State Tax Credit, 
$234 Tax Liability and adjusted gross income    $6945.00 for the IN return.  

8. The Jones provided a check and if they: 
A. Have a refund they would like direct deposit. 
B. Have a balance due; they would like the money withdrawn on April 1st. 
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Exercise 6 – Stan and Beth Lowery 
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Interview Notes – Lowery 
 

1. Stan Lowery is in the military. 
2. He is domiciled in Texas. 
3. Beth is a teacher. 
4. She is domiciled in California. 
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5. Their daughter: 
o Christine Lowery is in college: 
 Full time. 
 Pursuing a degree. 
 Second year. 
 Never convicted of a crime. 

o Her parents pay for her school and dorm. 
 They have a receipt from the school. 

o Christine comes home for winter and summer break. 
o She works part-time and made $5,643 last year. 

6. Last year, the Lowery’s itemized and had a state refund. They are buying their home 
and will itemize again this year. Joint 2013 California, $705.00 state tax, $19,450 
itemized deductions, $91,163.00 taxable income.  
o His BAH is $18,144 and BAS is $3,600. 
o Their other forms and receipts are on the following pages. 
o For more information refer back to page 60, Itemized Deductions. 

7. They do not have financial interest or a trust in a foreign country. 
8. They provided a check and if they: 

o Have a refund they would like direct deposit. 
o Have a balance due; they would like the money withdrawn on April 15th. 
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Exercise 7 – Jack and Norma Rankin 
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Interview Notes – Rankin 
 

1. Both Jack and Norma Rankin are in the military and stationed in CA. 
2. He is domiciled in New Mexico. 
3. She is domiciled in CA. 
4. They have two children in school 

o Alexander Rankin 
o Sophia Rankin 

5. They live in base housing and did not itemize last year. 
6. They own another home in California and rent it out. 

o They have 
 Form 1099-Misc., rental income. 
 The rental information. 
 Prior year’s tax return. 

o Step by step instructions are listed for the rental property. 
7. The Rankin’s provided a check and if they: 

o Have a refund they would like direct deposit. 
o Have a balance due; they would like the money withdrawn on April 15th. 
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Rental Property 
 
For rental property the client must bring their prior year tax return. In addition, they need to 
provide the rental information and expenses for this past year.  
 
TaxSlayer Instructions – Schedule E 
 

1. To enter rental property go to the Federal Section under income and select 1099-MISC. 
2. Enter the 1099-Misc and continue. 
3. Select Add new Schedule E, enter the applicable information and continue. 

a. Select Depreciation, complete form and continue 
b. Select Expenses, complete form and continue. 

 
Rental Information 
 
The client provides this information. The Rankin’s rental information is as follows: 
 

1. Rental address. 
a. 112 Ocean Avenue, Your City, State Zip. 

2. Jointly owed 
a. Jack & Norma Rankin. 

3. Property Type 
a. Single family residence. 

4. Fair rental days. 
a. 365. 

5. Percent rented. 
a. 100.00. 
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Rental Expenses 
 
The client will provide the expenses for the rental or will provide documents like the mortgage 
interest form 1098. The Rankin’s expenses are: 

1. Cleaning and maintenance $    500 
2. Insurance   $    750 
3. Management fees  $ 1,200 
4. Mortgage interest paid  $ 6,600 
5. Repairs    $    250 
6. Taxes    $ 2,150 
7. Utilities    $ 1,200 

 
The client did not participate in the rental activity.  
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Depreciation Information from Last Year’s Tax Return 
 

1. Description is rental property. 
2. Asset type. 

A. Real property residential rental. 
3. Date placed in service 

a.  06/01/2010. 
4. Property cost or basis $100,000 
5. Percentage of business use.  

a. 100%. 
6. Accumulated Depreciation. 

a.  Enter $18,180. 
7. Depreciation Method.  

a. MACRS 27.5 
The prior depreciation is found on the client’s prior year asset allocation worksheet.  
 
Rankin’s Prior Year Return 
 
Having the prior year return will give you a guide. Most years have similarities. The 1040 page 1 
line 17 shows the rental gain or loss. The schedule E shows the rental information, income and 
expenses and the 4562 shows the depreciation. 
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Prior year’s depreciation totals. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
The return is complete once you add the bank information and follow the Rankin’s interview 
instructions. 
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FINAL EXAMINATION 

art A - True or False 
se the reference materials to answer the questions T (True) or F (False). U

 
   1

 
  2

 
  3

. T F California taxes residents on all income regardless of source and 
nonresidents only on income with a California source. 

. T F We consider the military member's true and permanent home state the 
member’s domicile. 

. T F California requires the filling of a tax return for the military member not 
domiciled in California and spouses, if their federal adjusted gross income    
less the military member’s military pay exceeds the filing chart amount. 

. T F California taxes the military pay of a single military person domiciled and 
stationed PCS in California. 

. T F Both federal and California law restrict a dependent client from claiming 
a personal exemption, even if the person who can claim them as a 
dependent, chooses not to claim the dependent exemption deduction or 
credit on their tax return. 

. T F Line 12 "State wages" on Form 540 are wages from all states, while line 
12 "California wages" on the Form 540NR, are wages only from a 
California source. 

. T F The R&TC §17140.5, military pay adjustment (MPA), allows the military 
member not domiciled in California to make an adjustment to subtract 
the entire military member’s military wages from being taxed by 
California. 

. T F We divide joint bank interest income 50/50 when applying the residency 
rules to determine the taxable amount for joint and separate tax returns. 

. T F When we use the standard deduction on the federal return, California law 
requires we use the standard deduction on their California return. 

0. T F For a married couple, if one spouse itemized, then the other must itemize 
their deductions if they file separate returns. 

1. T F The California Child and Dependent Care Expenses credit percentage is 
determined with the military pay adjustment and the modified California 
adjusted gross income    for line 7 of FTB Form 3506. 

. T F Under the federal MSRRA, “qualified spouses” who are not domiciled in 
California are not taxed by California on pay received for services 
performed in California. However, all other non-service income from 

 
P

 
  4

 
  5

 
  6

 
 7

 
  8

 
  9

 
 1

 
 1
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 13. T F All military spouses domiciled outside of California are considered 
nonresidents for tax purposes when in California solely to be with the 
servicemember on PCS orders. 

 
 14. T F If your client owes tax, tell them to send a signed check, or a money 

order, or direct withdrawal info, but not send cash for the payment. 
 
 15. T F If your clients file with California electronically with direct deposit, 

California posts the refund to their bank account within 5 to 7 banking 
days from the time Franchise Tax Board accepts the electronic return. 

 
Part B - Multiple Choices 
 
Circle the correct answer on your volunteer answer sheet. 
 
 16. Part-year resident military members with California source income file: 
  

a. 540 2EZ b. 540A c. 540    d. 540NR-Long e. None of these 
 

 17. California always requires an adjustment for federal and California difference 
for:  

  
a. Wages b. Interest c: Dividends d. Municipal Bonds e. Unemployment 
 

 18. California allows a nonresident to claim the other state tax credit with double-
taxed income with which state: 

  
a. Oregon b. Iowa        c: Ohio        d: Utah       e. Nevada 
 
 

 19. The main purpose of the VITA Military Interview Worksheet is to: 
  

a. Divide income and adjustments using community/separate property 
rules. 
b. Determine the married filing separate income and adjustment amounts. 
c. Determine the taxability of income based upon residency. 
d. Apply the sourcing rules to part-year income. 
e. Determine the federal taxable income and adjustments. 
 

 20. An individual changes his or her domicile by doing the following: 
  

a. Abandon the prior domicile 
b. Physically move to and reside in the new location. 
c. Take steps that show intent like voter registration, driver license. 
d. Take steps that show intent like changing withholding to the new state. 
e. All of the above. 
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Final Exam 1 – Williams 
Final Exam 2 – Smith 
 
Enter the final examination exercises into TaxSlayer. 
 

1. Start with the IRS Form 13614-C. 
2. Carefully read the interview notes. 
3. Enter all the client’s tax forms.  
4. Continue until the federal tax return is complete.  
5. For California Nonresidents complete the FTB 2335 VITA Military Interview Worksheet. 
6. Finish by completing the California state tax return. 
7. All members of the household had minimum essential health coverage all year.  

 
Final Exam 1 – Ryan and Teresa Williams 
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Interview Notes – Williams 
 

1. The Williams’ are both in the military. 
2. Ryan is domiciled in California 
3. Teresa is domiciled in Arizona. 
4. They have one child in school. 

o Ethan Williams 
o They paid for after school care. 

5. Teresa attend college last year 
o Full time. 
o Pursuing a degree. 
o Her first year. 
o Never convicted of a crime. 

6. Last year, the Williams’ itemized and had a state refund. 
7. They will itemize again this year. 

o Her BAH is $18,144 
o They each get BAS of $3,600. 
o They had gambling losses of $1,050. 
o Their other tax forms and receipts are on the following pages. 

8. They have provided a check and if they: 
o Have a refund they would like direct deposit. 
o Have a balance due; they would like the money withdrawn on April 15th. 
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Use following copy of last year’s tax return to complete the state refund worksheet. 
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Little Feet Child Care                       
        4525 Happy Lane 
                                                                                                                                  
Your City, CA Your Zip 
         Your Phone Number 
         EIN: 35-9XXXXXX 
December 31, 2016  
 
Receipt for services provided for Ethan Williams from 01.01.2016 through 
12.31.2016, $4,900 total amount received. 
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Final Exam 2 – Bruce and Laura Smith 
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Interview Notes – Smith 
 

1. Bruce Smith is in the military. 
2. He is domiciled in Texas 
3. Laura is a bookkeeper. 
4. She is domiciled in California 
5. They have one child in school. 

o Amy Smith 
o They paid for after school care. 

6. The Smith’s live in base housing. 
7. They sold a piece of property last year. 

o Form 1099S. 
o Purchased on 5/7/2008. 
o For $30,000 (this is their basis). 

8. Laura collected unemployment compensation. 
9. The Smith’s have 1099-B forms for investments they sold. 
10.They have provided a check and if they: 

o Have a refund they would like direct deposit. 
o Have a balance due; they would like the money withdrawn on April 15th. 

11.All members of the household had minimum essential health coverage all year.  
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This concludes the California tax law, FTB 2335, VITA Military Worksheet and TaxSlayer training.  
Complete the training evaluation form on the last page and leave it with the instructor. 
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The FTB Form 2335, VITA Military Worksheet  
 
FTB 2335 Instructions 
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Blank FTB 2335, VITA Military Worksheets 
 
As well as on-line https://www.ftb.ca.gov/individuals/vita/Military/forms/2335.pdf 
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Class Training Evaluation Form 
 

 
 
Please complete the evaluation and give to the trainer prior to leaving class. 
 
Thank you. 
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