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Important Changes
for 1995

Caution. As this publication was being pre-
pared for print, Congress was considering tax
law changes that would affect:

» A parent’s election to report a child’s
unearned income on the parent’s return,
and

* The treatment of capital gains and losses.

See Publication 553, Highlights of 1995 Tax
Changes, for further developments. Informa-
tion on these changes will also be available
electronically through our bulletin board or via
the Internet (see page 34 of the Form 1040
Instructions).

Social security numbers for dependents.
On your 1995 tax return, you must write the so-
cial security number (SSN) of any dependent
you claim who was born before November 1,
1995.

On your 1996 return, you will have to show
the SSN of any dependent born before De-
cember 1, 1996.

Filing requirements for dependents. The
amount of gross income that dependents can
have during the year without having to file a re-
turn has increased. See Filing Requirements
for Dependents in Part 1 for more information.

Standard deduction for dependents. The
minimum standard deduction for dependents
has increased to $650. The maximum stan-
dard deduction for a dependent with earned
income (wages, tips, etc.) has also increased.
See Standard Deduction for Dependents in
Part 1 for more information.

Investment income of child under age 14.
The amount of investment income that may
cause part of a child’s investment income to
be taxed at the parents’ higher rate has in-
creased to $1,300. See Child’s Return Filed
(Parent’s Election Not Made), later.



Important Reminders

Exemption for dependents. A person who
can be claimed as a dependent cannot claim
an exemption for himself or herself on his or
her own return.

Parent’s election to report child’s

unearned income. You may be able to elect
to include your child’s unearned income on
your tax return. If you make this election, the
child does not have to file a return. See Par-
ent’s Election To Report Child’s Unearned In-
come, in Part 2.

Introduction

Part 1 of this publication provides tax informa-
tion for individuals who can be claimed as a
dependent on another person’s tax return.

Part 2 explains how to report and figure the
tax on certain investment income of children
under age 14 (whether or not they can be
claimed as dependents).

Definitions. Many of the terms used in this
publication, such as “dependent,” “earned in-
come,” and “unearned income,” are defined
in the Glossary at the back of this publication.

Useful Items
You may want to see:

Publication

[1501 Exemptions, Standard Deduction,
and Filing Information

[1505 Tax Withholding and Estimated
Tax

[1520 Scholarships and Fellowships

Form (and Instructions)
[JW-4 Employee’s Withholding
Allowance Certificate

[16251 Alternative Minimum Tax —
Individuals

[(18615 Tax for Children Under Age 14
Who Have Investment Income of More
Than $1,300

[18814 Parents’ Election To Report
Child’s Interest and Dividends

Ordering publications and forms. To order
free publications and forms, call 1-800—TAX—
FORM (1-800-829-3676). If you have access
to TDD equipment, you can call 1-800-829—
4059. See your tax package for the hours of
operation. You can also write to the IRS Forms
Distribution Center nearest you. Check your
income tax package for the address.

If you have access to a personal computer
and a modem, you can also get many forms
and publications electronically. See How To
Get Forms and Publications in your income tax
package for details.

Asking tax questions. You can call the IRS

with your tax question Monday through Friday
during regular business hours. Check your

Page 2

telephone book or your tax package for the lo-
cal number or you can call 1-800-829-1040
(1-800—-829-4059 for TDD users).

Part 1. Rules for
All Dependents

Part 1 of this publication discusses the filing
requirements for dependents, who is responsi-
ble for a child’s return, how to figure a depen-
dent’s standard deduction, the fact that a de-
pendent cannot claim his or her own
exemption, and whether a dependent can
claim exemption from federal income tax
withholding.

Filing Requirements
for Dependents

Terms you may need to know (see
Glossary):

Dependent
Earned income
Gross income
Unearned income

Whether a dependent has to file a return gen-
erally depends on the amount of the depen-
dent’s earned and unearned income and
whether the dependent is married, is age 65 or
older, oris blind.

How to use this section. This section ex-
plains the filing requirements for dependents
who have earned income only, unearned in-
come only, or both earned income and
unearned income. You can find whether a de-
pendent must file a return either by reading the
discussion that follows or by using Figure 1, 2,
or 3on the next page.

Note. A dependent may have to file a re-
turn even if his or her income is below the
amount that would normally require a return.
See Other Filing Requirements, later.

Child’s earnings. If a child receives income
for his or her services (labor), that income is
the child’s, even if under state law, the parent
is entitled to and receives that income.

Earned Income Only

A dependent must file a return if all his or her
income is earned income, and the total is more
than the amount listed in the following table.

Marital Status Amount
Single
Under65and notblind .................. $3,900
Either 65 or older or blind ............... $4,850
65o0rolderandblind .................... $5,800
Married*
Under65and notblind .................. $3,275
Either 65 or older or blind ............... $4,025
65o0rolderandblind .................... $4,775

*If a dependent’s spouse itemizes deductions on a
separate return, the dependent must file if the
dependent has at least $5 of gross income
(earned and/or unearned).

Unearned Income Only

A dependent must file a return if all his or her
income is unearned income, and the total is
more than the amount listed in the following
table.

Marital Status Amount
Single
Under 65 and notblind .................. $ 650
Either 65 or older or blind ............... $1,600
65orolderandblind .................... $2,550
Married*
Under 65 and notblind .................. $ 650
Either 65 or older or blind ............... $1,400
65orolderandblind .................... $2,150

*|f a dependent’s spouse itemizes deductions on a
separate return, the dependent must file if the
dependent has at least $5 of gross income
(earned and/or unearned).

Election to report child’s unearned income
on parent’s return. A parent of a child under
age 14 may be able to elect to include the
child’s interest and dividend income (including
Alaska Permanent Fund dividends) on the par-
ent’s return. See Parent’s Election To Report
Child’s Unearned Income, in Part 2. If this
election is made, the child does not have to file
areturn.

Earned and
Unearned Income

A dependent who has both earned and

unearned income generally must file a return if
his or her gross (total) income is more than
$650. However, if the dependent is married
and his or her spouse itemizes deductions on
a separate return, the dependent must file a
return if his or her gross income is $5 or more.

65 or older and/or blind. A dependent who
is 65 or older and/or blind must file a return if
his or her gross (total) income is more than the
amount from line 7 of the following worksheet.



instructions for Figures 1, 2, and 3

Use these to determine whether a dependent
must file a retumn. Use only the Figure that fits
the dependent's circumstances.

Answer the questions in the block labeled
*Start Here_" Follow the arrow marked "Yes" or
the arrow marked "No," depending on your
answer to the question in the block. Continue
answering questions and following arrows until
you reach a block that tells you whether or not
the dependent must file a return.

Do not use a Figure for the dependents listed
below. The foliowing persons either must file a
re}um, or should file a return in order to get a
refund.

° A married dependent with at
least $5 of income whose
spouse temizes deductions
on a separate return

° A dependent with at least $400 of
net self-employment income

* A dependent who owes certain
other taxes

« A dependent who had income fax
withheld

Caution: Do not use Figures 1,2, and 3 to
determine whether an individual is a dependent.
To make that determination, see the definition of
"dependent” in the Glossary at the end of the
publication.

Figure 1. Dependents Under 65 and Not Blind

retum.

Start Hore
Y68 isthe dependents gross | Yo%
r g gtotal) Income more than >
? .
Zu "
lependent
have any The
uneamed The dependent is NOT dependent
(Invm_ requlrad to file. #I:'ST
an
hme T N income tax
sudl as 0 retum.
interest and Is the dependent's gross
dividends? | p tot:go hcom“ el more than: | yeg
[ 5 , 0, Or 3
$3,275 m:griod?
Figure 2. Single Dependents 65 or Oider or Blind
Start Here
I8 dependent's eamed No_ [1s dependent's gross No
income more than $850? _)‘m?""fmmnm
Depsndent MUST file a
\ return.
Is dependent's samed No
income more than $3,9007 A Ye
| es y
Yes Is dependent's uneamed | VO _ [Dependent
4 Income mors than $9507 2 | does NOT
[y : s °r°“th No have to file.
income move than
05 A
Yas
Dependent MUST flie a $2,550 i the dependent Is 65 or older and blind.

1 Use $2,550
2 Use $1,900 if the dependent Is 85 or older and blind.
3 ,800 if the dependent Is 85 or oider and biind.

Figure 3. Married Dependents 65 or Older or Blind

Start Here
Is dependent's samed No _ [Is dependent's gross No
i|:como more :han $650? » income more than
1,4007 1
Y Dependent MUST file a
Is dependent's samed | NO i
income more than $3,275? f Ye
_|_> os v
Yes Is dependent's unsamed | N0 [Dependent
V ineom' more than $75072 [—>] does NOT
Jependents gross No have to flile
slotal) Income more than *

}4,02523

¢Yes

Dependent MUST file a
retum.

1 Use $2,150 i the depandent is 85 or older and blind,
2 Use $1,500 if the dependent Is €5 or older and’ biind.

3 Use $4,775 i the dependent ls 85 or older and'blind.
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Filing Requirement Worksheet for Dependents
Who Are 65 or Older and/or Blind

1. Enter dependent’s earned income .....

2. Minimumamount .............c...oiiinnns $ 650

3. Compare the amounts on lines 1 and 2.
Enter the /arger of the two amounts ...

4. Enter the appropriate amount from the
following table ..................ooiit

Marital Status Amount
Single $ 3,900
Married $ 3,275

5. Compare the amounts on lines 3 and 4.
Enter the smaller of the two amounts

6. Enter the amount from the following
table that applies to the dependent .....

Marital Status Amount

Single
Either 65 or older or blind $ 950
65 or older and blind $ 1,900
Married
Either 65 or older or blind $ 750
65 or older and blind $ 1,500
7. Add the amounts on lines 5 and 6.
Enterthetotal .................cooeveet.

8. Enter the dependent’s gross (total)
INCOME ...t

If the amount on line 8 is more than the amount on
line 7, the dependent must file an income tax
return. If the dependent is married and his or her
spouse itemizes deductions on a separate return,
the dependent must file an income tax return if
gross income is $5 or more.

Examples

The following examples illustrate the filing re-
quirements for dependents.

Example 1. William is 16. His mother
claims an exemption for him on her income tax
return. He worked part time on weekends dur-
ing the school year and full time during the
summer. He earned $4,000 in wages. He did
not have any unearned income.

He must file a tax return because he has
earned income only and his total income is
more than $3,900. If he were blind, he would
not have to file a return because his total in-
come is not more than $4,850.

Example 2. Kim is 18 and single. Her par-
ents can claim an exemption for her on their
income tax return. She received $800 of taxa-
ble interest and dividend income. She did not
work during the year.

She must file a tax return because she has
unearned income only and her total income of
$800 is more than $650. If she were blind, she
would not have to file a return because she
has unearned income only and her total in-
come is not more than $1,600.

Example 3. Joe is 20, single, and a full-
time college student. His parents provide most
of his support and claim an exemption for him
on their income tax return. He received $400
taxable interest income and earned $2,500
from a part-time job.

He must file a tax return because his total
income of $2,900 ($400 interest plus $2,500
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wages) consists of both earned and unearned
income and is more than $650.

If he were blind, he would not have to file a
return because his total income of $2,900 is
not more than $3,450 (figured by filling in the
Filing Requirement Worksheet for Depen-
dents Who Are 65 or Older and/or Blind, as
shown next).

Filled-in Example for Joe
Filing Requirement Worksheet for Dependents
Who Are 65 or Older and/or Blind

1. Enter dependent’s earned income ..... $2,500
2. Minimumamount ....................ves $ 650
3. Compare the amounts on lines 1 and 2.

Enter the larger of the two amounts ... $2,500

4. Enter the appropriate amount from the
following table ... $3,900

Marital Status Amount
Single $ 3,900
Married $ 3,275

5. Compare the amounts on lines 3 and 4.

Enter the smaller of the two amounts $2,500
6. Enter the amount from the following
table that applies to the dependent ..... $ 950
Marital Status Amount
Single
Either 65 or older or blind $ 950
65 or older and blind $ 1,900
Married
Either 65 or older or blind $ 750
65 or older and blind $ 1,500
7. Add the amounts on lines 5 and 6.
Enterthetotal ...........cccvvvuvnnnnn... $3,450
8. Enter the dependent’s gross (total)
INCOME ..o $2,900

If the amount on line 8 is more than the amount on
line 7, the dependent must file an income tax
return.

Other Filing Requirements

Some dependents may have to file tax returns
even if their income is below the amount that
would normally require them to file a return.
Some dependents who are not required to file
a tax return should still file in order to receive a
refund (for example, if they had tax withheld
from their pay).

Other taxes owed. A dependent must file a
tax return if he or she owes any other taxes,
such as:

1) Social security and Medicare tax on tips
not reported to his or her employer,

2) Uncollected social security and Medicare
or railroad retirement tax on tips reported
to his or her employer,

3) Uncollected social security and Medicare
or railroad retirement tax on group-term
life insurance,

4) Alternative minimum tax,

5) Tax on a qualified retirement plan, includ-
ing an individual retirement arrangement
(IRA), or

6) Tax from a recapture of investment credit,
low-income housing credit, federal mort-
gage subsidy, or qualified electric vehicle
credit.

A dependent must also file atax return if
he or she:

1) Received any advance earned income
credit payments from his or her employ-
ersin 1995,

2) Had wages of $108.28 or more from a
church or gualified church-controlled or-
ganization that is exempt from employer
social security and Medicare taxes, or

3) Had net earnings from self-employment
of at least $400.

Married and spouse itemizes. A dependent
must file a return if the dependent’s spouse
itemizes deductions on a separate return and
the dependent has at least $5 of gross income
(earned and/or unearned).

Refund of withheld tax. An individual who is
not required to file a return but who had federal
income tax withheld can get a refund of the
withheld tax by filing a return.

Responsibility for
Child’s Return

If a child is required to file a return, the follow-
ing rules apply.

Child’s responsibility. Generally, the child is
responsible for filing his or her own tax return
and for paying any tax, penalties, or interest on
that return.

Parent’s or guardian’s responsibility. Ifa
child is unable to file his or her own return for
any reason, such as age, the child’s parent or
guardian is responsible for filing a return on his
or her behalf.

The child’s parent may also be liable for
the child’s tax to the extent it is attributable to
income for personal services performed by the
child.

If the child cannot sign his or her return, the
parent or guardian can sign the child’s name in
the space provided at the bottom of the tax re-
turn. After the parent or guardian signs the
child’s name, he or she should add: “By (par-
ent’s or guardian’s signature), parent or guard-
ian for minor child.”

IRS notice received. If you or the child
gets a notice from the Internal Revenue Ser-
vice concerning the child’s return or tax liabil-
ity, you should immediately inform the IRS that
the notice concerns a child. The notice will
show exactly who to contact. The IRS will
make every effort to resolve the matter with
the parent(s) or guardian(s) of the child con-
sistent with their authority.

Authority of parent or guardian. A par-
ent or guardian who signs a return on a child’s
behalf may deal with the IRS on all matters
connected with the return.



A parent or guardian who does not sign the
child’s return may only provide information
concerning the child’s return and pay the
child’s tax. That parent or guardian is not enti-
tled to receive information from the IRS or le-
gally bind the child with respect to a tax liability
arising in connection with that return.

A parent or guardian who does not sign the
child’s return may receive notices and infor-
mation concerning the child’s return if he or
she is designated as the child’'s representative
by the child or the person signing the return on
the child’s behalf. That representative may
not, however, legally bind the child to a tax lia-
bility unless authorized to do so by the law of
the state in which the child lives.

To be designated as a child’s representa-
tive, a Form 2848, Power of Attorney and Dec-
laration of Representative, should be filled out.
See Publication 947, Practice Before the IRS
and Power of Attorney, for more information.

Child’s expenses. Deductions for payments
that are attributable to the child’s earnings are
the child’s, even if the payments are made by
the parent.

Example. You made payments on your
child’s behalf that qualify as business and
charitable contribution tax deductions. You
made these payments out of your child’s earn-
ings. Only your child can take these tax
deductions.

Standard Deduction
for Dependents

Terms you may need to know (see
Glossary):

Dependent

Earned income
Filing status

Gross income
Itemized deductions
Standard deduction
Unearned income

The standard deduction for an individual who
can be claimed as a dependent on another
person’s tax return is generally limited to the
larger of:

1) $650, or

2) The individual's earned income for the
year, but not more than the regular stan-
dard deduction amount (generally
$3,900).

However, if you are a dependent who is 65
or older or blind, your standard deduction may
be higher.

Some dependents cannot claim any stan-
dard deduction. See Dependents for Whom
the Standard Deduction Is Zero, later.

Table 1. Use Table 1 to find the amount of a
dependent’s standard deduction.

Example 1. Michael is single, 15, and not
blind. His parents can claim him as a depen-
dent on their tax return. He has taxable inter-
est income of $800 and wages of $150.
Michael uses Table 1 to find his standard de-
duction. He enters his earned income, $150,
on line 1. On line 3, he enters $650, the larger
of his earned income ($150) and $650. Be-
cause Michael is single, he enters $3,900 on
line 4. On line 5a, he enters $650, the smaller
of $650 and $3,900. $650 is his standard
deduction.

Example 2. Judy, a full-time student, is
single, age 22, and not blind. Her parents can
claim her as a dependent on their tax return.
She has dividend income of $75 and wages of
$2,500. To find her standard deduction, she
enters her earned income, $2,500, on line 1 of
Table 1. On line 3, she enters $2,500, the
larger of her earned income ($2,500) and
$650. She enters $3,900 on line 4. On line 5a,
she enters $2,500 (the smaller of $2,500 and
$3,900) as her standard deduction.

Example 3. Amy, who is single, is claimed
as a dependent on her parents’ tax return. She
is 18 and blind. She has taxable interest in-
come of $1,000 and wages of $2,000. To find
her standard deduction, she enters her earned
income ($2,000) on line 1 of Table 1. She en-
ters $2,000 (the larger of $2,000 or $650) on
line 3, $3,900 on line 4, and $2,000 (the
smaller of $2,000 or $3,900) on line 5a. Be-
cause Amy is blind, she checked the box for
blindness at the top of Table 1 and enters
$950 on line 5b. Her standard deduction, en-
tered on line 5¢, is $2,950 ($2,000 + $950).

Dependents for Whom
the Standard Deduction

Is Zero
The standard deduction for the following de-
pendents is zero:

1) A married dependent filing a separate re-
turn whose spouse itemizes deductions,

2) A dependent who files a return for a pe-
riod of less than 12 months due to a
change in his or her annual accounting
period, and

3) A nonresident or dual-status alien
dependent.

Example. Jennifer, who is a dependent of
her parents, is entitled to file a joint return with
her husband. However, her husband elects to
file a separate return and itemize his deduc-
tions. Because he itemizes, Jennifer’'s stan-
dard deduction on her return is zero. She can,
however, itemize any allowable deductions
she has.

Note. If you are a nonresident or dual-sta-
tus alien who is married to a U.S. citizen or res-
ident at the end of 1995, you may be able to
choose to be treated as a U.S. resident for
1995. See Publication 519, U.S. Tax Guide for
Aliens.

You are considered a dual-status alien if
you were both a nonresident alien and a resi-
dent alien during the year.

Dependent’s
Own Exemption

Terms you may need to know (see
Glossary):

Dependent
Exemption

A person who qualifies to be claimed as a de-
pendent on another taxpayer’s return cannot
claim his or her own exemption. It does not
matter whether the other taxpayer actually
claims the exemption.

Example. James and Barbara have a de-
pendent child, Ben. Ben is a full-time college
student who works during the summer and
must file a tax return. James and Barbara can
claim Ben as a dependent on their tax return.
Ben cannot claim his own exemption on his re-
turn. This would be true even if James and
Barbara choose not to claim Ben as a
dependent.

Exemption
From Withholding

Terms you may need to know (see
Glossary):
Dependent

Gross income
Unearned income

If you have a job, your employer usually will
withhold federal income tax, social security
tax, and Medicare tax from your wages. But if
you claim exemption from withholding on
Form W-4, Employee’s Withholding Allow-
ance Certificate, your employer will not with-
hold federal income tax. The exemption from
withholding does not apply to social security or
Medicare taxes.

Conditions for exemption from withhold-
ing. You can claim exemption from withhold-
ing for 1996 only if you meet both of the follow-
ing conditions.

1) For 1995 you had a right to a refund of all
income tax withheld because you had no
tax liability.

2) For 1996 you expect a refund of all in-
come tax withheld because you expect to
have no tax liability.

Dependents. You ordinarily cannot claim ex-
emption from withholding if:

1) Someone will be able to claim you as a
dependent for 1996,

2) Your total income will be more than $650
(plus any cost-of-living increase; see
1996 Form W-4), and

3) You will have any unearned (investment-
type) income.
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Table 1.

Standard Deduction Worksheet for Dependents

dependent.

Use this worksheet ONLY if someone can claim you (or your spouse, if filing jointly) as a

worksheet.

You

Your spouse, if claiming
spouse’s exemption

If you were 65 or older and/or blind, check the correct number of boxes below. Then go to the

Total number of boxes you checked

Blind [_]
Blind [_]

65 or older |:|

65 or older [_|

1. Enteryour earned income (defined below). If none, go on to line 3.

2. Minimum amount

2 $650

amounts here.

3. Compare the amounts on lines 1 and 2. Enter the larger of the two 3.

4. Enter on line 4 the amount shown below
for your filing status.
« Single, enter $3,900

enter $6,550
» Head of household, enter $5,750

* Married filing separate return, enter $3,275
 Married filing jointly or Qualifying widow(er) with dependent child,

5. Standard deduction.

Enter the result here.

a. Compare the amounts on lines 3 and 4. Enter the smaller of the two | 5a.
amounts here. If under 65 and not blind, stop here. This is your
standard deduction. Otherwise, go on to line 5b.

b. 1f 65 or older or blind, multiply $950 ($750 if married or qualifying 5b.
widow(er) with dependent child) by the number in the box above.

c. Add lines 5a and 5b. This is your standard deduction for 1995. 5c.

Earned income includes wages, salaries, tips, professional fees, and other compensation
received for personal services you performed. It also includes any amount received as a
scholarship that you must include in your income.

But if you are 65 or older or blind, or will
claim adjustments to income, itemized deduc-
tions, or tax credits on your 1996 tax return,
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you may be able to claim exemption from with-
holding even if you are a dependent. See the

discussions in Chapter 1 of Publication 505
under Exemption From Withholding if you
need more information.

Example. Guy is 17 and a student. During
the summer he works part time at a grocery
store. He expects to earn about $1,000 in
1996. He also worked at the store last summer
and received a refund of all his withheld in-
come tax because he did not have a tax liabil-
ity. The only other income he expects in 1996
is $75 interest on a savings account. He ex-
pects to be claimed as a dependent on his par-
ents’ tax return.

Guy is not blind and will not claim adjust-
ments to income, itemized deductions, or tax
credits on his return. He cannot claim exemp-
tion from withholding when he fills out Form
W-4 for his employer because his parents will
be able to claim him as a dependent, his total
income will be more than $650 (plus any 1996
cost-of-living increase), and he will have
unearned income.

Claiming exemption from withholding. To
claim an exemption from withholding, you
must use Form W-4. If you meet both condi-
tions described earlier under Conditions for
exemption from withholding, write “EXEMPT”
in the space provided. Complete the rest of
the form and give it to your employer.

Renewing an exemption from withholding.
An exemption from withholding is good for
only one year. You must file a new Form W—4
by February 15 each year to continue the
exemption.



Part 2. Tax on
Investment Income
of Child Under 14

Terms you may need to know (see
Glossary):

Adjusted gross income
Adjustments to income
Alternative minimum tax
Capital gain distribution
Dependent

Earned income

Filing status

Gross income
Investment income
Itemized deductions
Net capital gain

Net investment income
Standard deduction
Tax year

Taxable income
Unearned income

Two special tax rules apply to certain invest-
ment income of a child under age 14:

1) A child’s parent may be able to choose to
include the child’s interest and dividend
income on the parent’s return rather than
file a return for the child (see Parent’s
Election To Report Child’s Unearned In-
come, later).

2) If a child’s interest, dividends, and other
investment income total more than
$1,300, part of that income may be taxed
at the parent’s tax rate (see Child’s Re-
turn Filed (Parent’s Election Not Made),

later).

~

For this purpose, the term “child” includes
a legally adopted child and a stepchild. These
rules apply whether or not the child is a
dependent.

These rules do not apply if:

» The child is not required to file a tax return
(see Filing Requirements for Dependents, in
Part 1), or

 Neither of the child’s parents were living at
the end of the tax year.

Which Parent’s
Return To Use

For parents who do not file a joint return, the
following discussions explain which parent’s
tax return must be used when applying the
special tax rules for the investment income of
a child under 14. Only that parent can make
the election described later under Parent’s
Election To Report Child’s Unearned Income,
and only that parent’s tax rate and other return
information is used in the computations ex-
plained later under Child’s Return Filed (Par-
ent’s Election Not Made).

Child’s Parents Married

If a child’s parents are married to each other
and file separate returns, use the return of the
parent with the greater taxable income. If they
file a joint return, use the joint return.

Parents treated as not married. If a child’s
parents are married but not living together,
and the parent with whom the child lives (the
custodial parent) is considered unmarried, use
the return of the custodial parent. If the custo-
dial parent is not considered unmarried, use
the return of the parent with the greater taxa-
ble income.

For an explanation of when a married per-
son living apart from his or her spouse is con-
sidered unmarried, see Head of Household in
Publication 501.

Child’s Parents Divorced

If a child’s parents are divorced or legally sep-
arated, and the parent who had custody of the
child for the greater part of the year (the custo-
dial parent) has not remarried, use the return
of the custodial parent.

Custodial parent remarried. If the custodial
parent has remarried, the stepparent (rather
than the noncustodial parent) is treated as the
child’s other parent. Therefore, if the custodial
parent and the stepparent file a joint return,
use that joint return. Do not use the return of
the noncustodial parent.

If the custodial parent and the stepparent
file separate returns, use the return of the one
with the greater taxable income. If the custo-
dial parent and the stepparent are married but
not living together, the earlier discussion
under Parents treated as not married applies.

Child’s Parents Never Married

If a child’s parents did not marry each other,
but lived together all year, use the return of the
parent with the greater taxable income. If the
parents did not live together all year, the rules
explained earlier under Child’s Parents Di-
vorced apply.

Widows and Widowers

If a widow or widower remarries, the new
spouse is treated as the child’s other parent.
The rules explained earlier under Custodial
parent remarried apply.

Parent’s Election To
Report Child’s
Unearned Income

If you elect to include your child’s interest and
dividend income on your tax return, the child
will not have to file a return.

You can make this election for 1995 only if
all the following conditions are met.

1) Your child was under age 14 on January
1,1996.

2) Your child is required to file a return for
1995 unless you make this election.

3) Your child had income only from interest
and dividends (including Alaska Perma-
nent Fund dividends).

4) The dividend and interest income was
less than $5,000.

5) No estimated tax payments were made
for 1995 and no 1994 overpayment was
applied to 1995 under your child’'s name
and social security number.

6) No federal income tax was withheld from
your child’s income under the backup

withholding rules.

~
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~

You are the parent whose return must be
used when applying the special tax rules
for children under 14. (See Which Par-
ent’s Return To Use, on this page.)

These conditions are also shown in Figure 4.

How to elect. Make the election by attaching
Form 8814 to your Form 1040 or Form
1040NR. Attach a separate Form 8814 for
each child for whom you make the election. If
you file Form 8814, you cannot file Form
1040A or Form 1040EZ.

Tax effect of election. The federal income
tax on your child’s income may be more if you
make the Form 8814 election rather than file a
return for the child. This is because the income
may be taxed at a higher tax rate on your re-
turn. In addition, the Step 2 nontaxable
amount ($500) is less than the standard de-
duction of $650 that would be allowed on the
child’s return. Also, by making the Form 8814
election, you cannot take certain deductions
the child would be entitled to on his or her re-
turn, as explained next.

Deductions you cannot take. If you use
Form 8814, you cannot take any of the follow-
ing deductions that could have been taken on
your child’s return:

1) Standard deduction of $650 ($1,600 if
your child was blind),

2) Deduction for penalty on early withdrawal
of your child’s savings, and

3) Itemized deductions (such as your child’s
investment expenses or charitable
contributions).

Deductible investment interest. If you
use Form 8814, your child’s investment in-
come will be considered your investment in-
come. Thus, for purposes of figuring the limit
on your deductible investment interest, in-
crease your investment income by that
amount. However, if your child received capi-
tal gain distributions or Alaska Permanent
Fund dividends, see Publication 550, /nvest-
ment Income and Expenses, for information
about how to figure the limit on your invest-
ment interest deduction.

Increased adjusted gross income. If you
use Form 8814 to add your child’s income to
yours, your increased adjusted gross income
may reduce certain items on your return, in-
cluding the following:

1) Deduction for contributions to an individ-
ual retirement arrangement (IRA),
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Figure 4. Can You Include Your Child's Income On Your Tax

Return?
Start Here
No
Was your child under age 14 on »
January 1, 19967
+ Yas
Is your child required to file a tax retum in No »
1995 if you don't make this election?
¢ Yes
No
Was the child's only income interest and »
dividends?
¢ Yes
No
Was the child's income less than SR
$5,000?
¢ Yas
Yos
Did the child make any estimated tax »
payments for 19957
¢ No
Yes
Did the child have an overpayment of tax an
his or her 1994 retumn applied to the 1995 ———>
estimated tax?
¢ No
Yas
Was any faderal income tax withheld from
the child's income (backup withholding)? >
¢ No
No
Are you the parent whose retum must be
used?* >
v ™ \/
You can include your child's income on ;
your tax retum by completing Form 8814 Yot;‘:::ﬁ?: ,'n",‘,"o“:: on
and attaching [t to your retum. If you do, your retumn
your child Is not required to file & retum. yo :

* Sea Which Parent’s Retumm to Use




2) Iltemized deductions for medical ex-
penses, casualty and theft losses, and
certain miscellaneous expenses,

3) Total itemized deductions,

4) Credit for child and dependent care
expenses,

5) Personal exemptions, and

6) Earned income credit.

Penalty for underpayment of estimated
tax. If you make this election for 1995 and did
not have enough tax withheld or pay enough
estimated tax to cover the tax you owe, you
may be subject to a penalty. If you plan to
make this election for 1996, you may need to
increase your federal income tax withholding
or your estimated tax payments to avoid the
penalty. Get Publication 505 for more informa-
tion on increasing your withholding and esti-
mated taxes.

Figuring Amount of

Child’s Income To Report

Step 1 of Form 8814 is used to figure the
amount of your child’s income to report on
your return. Only the amount over $1,000 is
added to your income. This amount is shown
on line 5 of Form 8814. Include the amount
from line 5 of all your Forms 8814 in the total
on line 21, Form 1040 or Form 1040NR. In the
space next to line 21, write “Form 8814” and
the total from line 5 of all your Forms 8814.

Alternative minimum tax. If your child re-
ceived any tax-exempt interest from a private
activity bond, you must determine if that inter-
est is a tax preference item for alternative min-
imum tax (AMT) purposes. If it is, you must in-
clude this amount with your own tax

preference items when figuring your AMT. For
more information, get the instructions for Form
6251, Alternative Minimum Tax—Individuals.

Capital gain distributions. Include in the to-
tal on line 2a of Form 8814 any capital gain
distributions your child received. Treat these
capital gain distributions in the same way as
ordinary dividends, unless one or both of the
following is true:

1) You file Schedule D (Form 1040) to report
capital gains and losses. If you file Sched-
ule D, you should report part or all of
these capital gain distributions on that
schedule, where they may be offset by
your capital losses.

2) You can use the Capital Gain Tax Work-
sheetto figure your tax because your tax-
able income (Form 1040, line 37) is more
than: $94,250 if married filing jointly or
qualifying widow(er); $56,550 if single;
$80,750 if head of household; or $47,125
if married filing separately.

If (1) and/or (2) is true, use the following
worksheet to figure the amount to report on
Schedule D (or on line 13, Form 1040 if you
are not filing Schedule D) and the amount to
reporton line 5, Form 8814.

Worksheet
(Keep for your records)

1. Enter amount of any capital gain
distribution included on Form 8814,
line2a ...

2. Enter amount from Form 8814, line 3

3. Divide the amount on line 1 by the
amount on line 2 and enter result ......

4. Baseamount ...........oveeiiiiiiiinnn. 1,000

5. Subtract the amount on line 4 from the
amountonline2 .......................

6. Multiply the amount on line 5 by the
decimal on line 3. Enter the result here
and on Schedule D, line 14 (or on line
13, Form 1040, if you are not filing
ScheduleD) ........viiiiiiiiian...

7. Subtract the amount on line 6 from the
amount on line 5. Enter the result here
and on Form 8814, line5 ..............

On the dotted line next to line 5, Form 8814,
write “CGD” and the amount from line 6 of this
worksheet. If you file a Schedule D, write
“Form 8814” and the amount from line 6 of
this worksheet on the dotted line next to line
14 of Schedule D. If you are not filing Schedule
D, write “CGD"” and the amount from line 6 of
this worksheet on the dotted line next to line
13, Form 1040.

Example. Fred is 6 years old. In 1995, he
received dividend income of $1,500, which in-
cluded a $300 capital gain distribution from a
mutual fund. He has no other income and is
not subject to backup withholding. No esti-
mated tax payments were made under his
name and social security number.

Fred’s parents elect to include Fred's in-
come on their tax return instead of filing a re-
turn for him. They enter $1,500 on line 2a,
Form 8814. Fred had no nontaxable dividends
or other income, so they also enter $1,500 on
lines 2c and 3.

$500 of Fred's income must be included as
income on his parents’ tax return ($1,500
gross income minus $1,000). However, be-
cause they file Schedule D (Form 1040), they
figure the amount to report on that schedule
and the amount to report on line 5, Form 8814,
as follows:

Filled-in Worksheet for Fred

1. Enter amount of any capital gain
distribution included on Form 8814,

INE2a .o $ 300
2. Enter amount from Form 8814, line 3 $ 1,500
3. Divide the amount on line 1 by the

amount on line 2 and enter result ...... .20
4. Baseamount .........c.coveeiiiiiiiiinn. 1,000
5. Subtract the amount on line 4 from the

amountonline2 ....................... $ 500

6. Multiply the amount on line 5 by the

decimal on line 3. Enter the result here

and on Schedule D, line 14 (or on line

13, Form 1040, if you are not filing

ScheduleD) ......covvviiiiiiiainnnns $ 100
7. Subtract the amount on line 6 from the

amount on line 5. Enter the result here
and on Form 8814, line5 .............. $ 400

Fred’s parents enter $400 on line 5 of Form
8814 and write “CGD-$100" on the dotted
line next to line 5. They include the $400 on
line 21 of their Form 1040 and write “Form
8814-$400" on the dotted line next to the
total. On Schedule D they include $100 on line
14 and write “Form 8814-$100" on the dotted
line next to this line.

Fred’s parents also complete Step 2 of
Form 8814. (See Figuring Additional Tax,
next.) They add their $75 additional tax to the
tax otherwise entered on line 38 of their Form
1040 and also enter $75 in the space provided
next to line 38.

Figuring Additional Tax

Step 2 of Form 8814 is used to figure the tax
on the amount of your child’s interest and divi-
dends that you do not include in your income.
This tax is added to the tax figured on your tax-
able income.

This additional tax is the smaller of:

1) 15% x (your child’s gross income minus
$500), or

2) $75.

Include the amount from line 8 of all your
Forms 8814 in the total on line 38, Form 1040,
or line 37, Form 1040NR. On Form 1040, enter
the total from line 8 of all your Forms 8814 in
the space provided next to line 38. On Form
1040NR, enter the total of the line 8 amounts
in the space provided next to line 37.

lllustrated Example

This example shows how to fill in Form 8814.

David and Linda Parks are married and will
file separate tax returns for 1995. Their only
child, Philip, is 8. For 1995, Philip received a
Form 1099-INT showing $3,200 taxable inter-
estincome and a Form 1099-DIV showing
$300 ordinary dividends. His parents decide to
include that income on one of their returns so
that they will not have to file a return for Philip.

First, David and Linda each figure their tax-
able income (Form 1040, line 37) without re-
gard to Philip’s income. David’s taxable in-
come is $41,700 and Linda’s is $59,300.
Because her taxable income is greater, Linda
can elect to include Philip’s income on her
return.

On Form 8814, Linda enters her name and
social security number, then Philip’s name and
social security number. She enters Philip’'s
taxable interest income, $3,200, on line 1a.
Philip had no tax-exempt interest income, so
she leaves line 1b blank. Linda enters Philip’s
ordinary dividends, $300, on line 2a. Philip did
not have any nontaxable distributions, so she
leaves line 2b blank and enters $300 on line
2c.

Linda adds the amounts on lines 1a and 2c
and enters the result, $3,500, on line 3. From
that amount she subtracts the $1,000 base
amount shown on line 4 and enters the result,
$2,500, on line 5. This is the portion of Philip’s
income that Linda must add to her income.

Linda includes the $2,500 in the total on
line 21 of her Form 1040 and in the space next
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to that line writes “Form 8814-$2,500.” Ad-
ding that amount to her income increases
each of the amounts on lines 22, 31, 32, 35,
and 37 of her Form 1040 by $2,500. Linda is
not claiming any deductions or credits that are
affected by the increase to her income. There-
fore, her revised taxable income on line 37 is
$61,800 ($59,300 + $2,500).

Page 10

On Form 8814, Linda subtracts the $500
shown on line 6 from the $3,500 on line 3 and
enters the result, $3,000, on line 7. Because
that amount is $500 or more, she enters $75
on line 8. This is the tax on the $1,000 of
Philip’s income that Linda did not add to her in-
come. She must add this additional tax to the
tax figured on her revised taxable income.

Linda enters $75 in the space provided
next to line 38 of her Form 1040. She figures
the tax on her $61,800 revised taxable income
to be $15,217, then adds $75, and enters the
$15,292 total on line 38.

Linda attaches Form 8814 to her Form
1040.



] 881 4 Parents’ Election To Report OMB No_1545.1128
o Child’s Interest and Dividends 9995
Dwpartre » Sas inziructions betow and on . Attach
oy Wvegl b Attach to parents’ Form 1040 ar Form Y040NR. Sequence No. 40
Namaia} shown on your return . Your mociy secury number
Linda Parks - 122 001234
A Chiki's nama (first, inihal, and jaa) B crld'n_oeuue_ullrmnhr
Phillg Parks 000 (00 547
' L)
c IfmmlhanoneFormaauis_a_ttachod.d'mckhara. R P R D
Figure amount of child's intersst and dividend income to report on your return
1a Enter your child’s taxable intarest income. If this amount is diffarent fram the amounts shown 3 a00
on the child's Forms 1098-INT and 1099-OID, see the instructions . . . . . . . . . |[1& 2
b Enter your child's tax-sxempt interest
income. DO NOT inciude this amount‘ l
enlineta . , , . . . ., ., .
2a Enter your child's gross dividends, including any Alaska Permanent
Fund dividends. If nona, antar -0- on iine 2c and go to line 3. i your
chikd recaived any capital gain distributions or dividends as a 3 00
nominee, see the instructions . . . . . . . . , , , . .| 2a
b Enter your child's nontaxable distributions that ara included on lina
2a These should be shown in bax 1d of Form 1089-DIV. ., . .| 2b
¢ SublractineZbfromline2a . . . . . . . . . . .. . . .. ... .. . |2 300
3 Add lines 1a and 2c. if the total is $1,000 or less, skip lines 4 and 5 and go to kine 6. If the
tatal is $5,000 or mora, do not file thia form. Your child must fils his or her own return to report
theingome . . . . . . . L. L. ... ... L 3,500
4 Baseamounmt . . . ., . . . . . L. . 1,000 g0
5  Subtract lina 4 from line 3. if you chacked the box on lina C above or if line 2a includes any
capital gain distributions, see the instructions. Also, include this amount In tha total on Form
1040, line 21, or Form 1040NR, line Z1. In the space next to line 21, entar "Form 8814” and
show the amount. GotolineBbelew . . . . . . . . ., . . MRS B 3‘500
Figure your tax on the first $1,000 of child's interest and dividend income
8 Amountnottaxed . . . ., ., . . . . . . .. . .. |e 500 | 00
7 Subtract fine & from bne 3. If the rasukt is zero or less, enter -0- , . . . . .
8 Tax Is the amount on line 7 lass than $5007
NO. Enter $75 here and see the Note balow.

YES. Multiply kne 7 by 15% (.15). Entar tha result here and see the Nota below.

Nota: if you checked the box on fina C above, see the instructions. Otherwise, inciuds the
amount from line 8 in the tax you enter on Form 1040, line 38, or Form 1040NR. ling 37.

775

Also, anter tha amount from line 8 in the space provided next to line 38 on Form 1040, or ' 4,/{%4/ Z
next to line 37 on Form 1040NR. 7
3 * Had no estimated tax payments for How To Make the Election—To maks the
General Instructions 1995. slection, complete and attach Form 8814

Purposs of Form.—Usa this form if you # Did not have any overpayment of tax to your tax return and file your retum by
elact to report your child's inCome on your  ahown on his or her 1894 retum appliad to  the dus date (including extansions). A

;‘i?tum. If you do, your child will not have to e 1995 ratum. asparate Form 8814 must be filed for each
& a retum. You can make this slection o Federal incoma withhel child whose income you chaose to report.

Y"“g;.h“d mests all of the fallowing ;ro:ua :ism::r her I:e:‘ma. - d Caution: Tha Federal income tax on your

conditions: child’s income may be less i you file a tax

® Was under age 14 on January 1, 1998, 1oL TR IR0 uathyas mplained on e ks instead of making this

® |s requived to file a 1995 retumn. Step 1 of the form Is used to figurs the mmum”mmm

o Had incame oniy from i i certain deductions that your child wouid be
" me on nteres: and amount of your chikd's income to raport on  gaviviag 10 an iis or her awn netum, For

dividends, including Alaska Permanant your ratumn. Step 2 is used to figure an datails, see Deductions You May Not

Fund dividends. additional tax that must be added 10 YOUr  Taug ot page 2.

* Had gross income for 1995 that wag less  tox.

than $5,000.

For Paperwork Reduction Act Notica, ses back of form. Cal. Na. 10750J Form B814 (1905
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Child’s Return Filed
(Parent’s Election
Not Made)

Part of a child’s 1995 investment income may
be subject to tax at the parent’s tax rate if:

1) The child was under age 14 on January 1,
1996,

2) The child’s investment income was more
than $1,300, and

3) The child is required to file a tax return for
1995.

Figure 5illustrates this.

If the child’s parent does not or cannot
choose to include the child’s income on his or
her return, figure the child’s tax on Form 8615.
Attach the form to the child’s Form 1040,
Form 1040A, or Form 1040NR.

On Form 8615, enter the names and social
security numbers of the child and the parent in
the spaces provided. (If the parents filed a
joint return, enter the name and social security
number of the parent who is listed first on the
joint return.) Check the box for the parent’s fil-
ing status. Then figure the child’s tax on Form
8615 in these three steps:

Step 1. Figure the child’s net investment
income.

Step 2. Figure a tentative tax on the net in-
vestment income based on the par-
ent’s tax rate.

Step 3. Figure the child’s tax.

Parent’'s Return Information

See Which Parent’s Return To Use, earlier, for
information on which parent’s return informa-
tion must be used on Form 8615.

Different tax years. If the parent and the
child do not have the same tax year, complete
Form 8615 using the information on the par-
ent’s return for the tax year that ends in the
child’s tax year.

Example. Kimberly must use her mother’s
tax and taxable income to complete her Form
8615 for calendar year 1995 (January 1 — De-
cember 31). Kimberly’s mother files her tax re-
turns on a fiscal year basis (July 1 — June 30).
Kimberly must use the information on her
mother’s return for the tax year ending June
30, 1995, to complete her 1995 Form 8615.

Using estimates. If the information needed
from the parent’s return is not known by the
time the child’s return is due (usually April 15),
you can file the return using estimates.

You can use any reasonable estimate. This
includes using information from last year’s re-
turn. If you use an estimated amount on Form
8615, write “Estimated” on the line next to the
amount.

When you get the correct information, file
an amended return on Form 1040X, Amended
U.S. Individual Income Tax Return.
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Figure 5. Do You Have To Use Form 8615 To Figure Your

Child's Tax?

Start Here

Was your child under age 14 on January 1, 19962

No

Yes

Is your child required to file a tax retumn for 19957

Yes

Was the child's investment income more than $1,300?

Yos

your child's return.

Chiid's Uneamed Incoms.)

Use Form 8615 to figure your child's tax. Attach it to

Note: K you {or your child's other parent)* choose to raport your
child's income by filing Form 8814, the child is not required to file a tax
retun. Do not usa Form 8615. (See Parent's Efection To Report

Y

Do not use
Form 8615 to
figure your
child's tax.

*See Which Parent’s Retum To Use

Extension of time to file. Instead of using
estimates, you may be able to get an auto-
matic 4-month extension of time to file. To get
the automatic extension, you must file Form
4868, Application for Automatic Extension of
Time To File U.S. Individual Income Tax
Return.

For calendar year taxpayers, you must file
Form 4868 by April 15, 1996. If you file for an
extension, you must file the child’s return by
August 15, 1996.

An extension of time to file is not an exten-
sion of time to pay. You must make an accu-
rate estimate of the tax for 1995. If you find
you cannot pay the full amount due with Form
4868, you can still get the extension. You will
owe interest on the unpaid amount. See Form
4868 and its instructions.

Parent’s return information not available. If
a child cannot get the required information
about his or her parent’s tax return, the child
(or the child’s legal representative) can re-
quest the necessary information from the In-
ternal Revenue Service.

How to request. Send a signed, written
request for the information to the Internal Rev-
enue Service Center where the parent’s return
will be filed. The request must contain all of
the following:

1) A statement saying that you are making
the request to comply with section 1(g) of
the Internal Revenue Code and that you
have tried to get the information from the
parent.

2

~

Proof that the child is under 14 years of
age (for example, a copy of the child’s
birth certificate).

3) Evidence that the child has more than
$1,300 of unearned income (for example,
a copy of the child’s prior year tax return
or copies of Forms 1099 for the current
year).

~

4

=

The name, address, social security num-
ber (if known), and filing status (if known)
of the parent whose information is to be
shown on Form 8615.

If the child’s legal representative makes
the request, he or she should include a copy of
the Power of Attorney, such as Form 2848, or
proof of legal guardianship.

Do not send the request to the IRS before
the end of the tax year. Because there may be
a delay in getting the information, you should
also consider getting an extension of time to
file the child’s return.



llustrated Step 1 0of Form 8615

Carla’s total income on Foarm 10404, line 14,
is $5,000, This total includes wages (sarned
income) of $600 repariad on line 7. She has
nQ itemized deductions. Cana’s taxable in-
come on Form 1040A, line 22, is §4,350. Be-
cause Carla has 2arned incoma, the work-
gheet in the instructions is used to figure the
amount on line 1 of Form 8615,

Carla’s filled-in workshest and Step 1 of
her Form 8615, wlth lines 1 through 5 filled
in, are shown hera,

Carla's total income of $5,000 (as shown
on [ine 14 of her Form 1040A) is entared on

CapieThent & b Tratmury
IO Pwisriod BOFoN

Cruid's nErms wxrwn on retam

line 1 of the worksheet. Her earmed income
0f 3600 (her wages as shown on kne 7 of har
Form 10404} is entered on line 2 of the
worksheet. Line 3 is the result of subtracting
$600 from $5,000.

The amount from line 3 of the worksheet is
entered on line 1 of Form 8615. Carla did not
tarize decductions, 5o $1,300 is entered on
ling 2. Line 3 ol Form BB15 is the reault of
subtracting $1,300 from $4,400. Carla's tax-
able income of $4,350 (as shown on line 22
ot her Form 1040A) is entered on lino 4 of
Form 8615. The smaller of $3,100 or §4,350
is entarad on lina 5. This is her net invest-
ment income.

Tax far Children Under Age 14

Who Have Investment income of More Than $1,300
= Attech ONLY to the G‘IIIH‘!F!M1E Form 10804, Form 040MA, or Form 1040-T.

Worksheet (keep for your racords) ]

1. Enter the amgunt from tha
child's Form 1040, line 22;
Form 10404, line 14; or Farm
1040NR, line 23, whld'neverap-s‘oeb
pli@s ... puat AR

2. Enter the child's sarnad in-
come plus any deduction the
child claima on Form 1040, line
28, or Form 1040NR,. line 28,
whichever applies ...

3. Subiract the amoum on Ime 2
from the amount on line 1.
Enter the result here and on
Formagi1s hnat_ ... / 400

00

Cru's social secusily munber

-] P-ﬂa.ﬁnnmquwhmq

Figure child's net investmant incoms

Carla. €. Rose 32! 007295
A Parart's rarna tind, ouisl, end (aei) Caution: Ses rmcushons an taok Sekee A Parent's wonl sty menser
GCeor Rose. 123 l00iS98 7

B (Form 1040-T), anter $1,300. I the child ITEMIZED deductiors, ses instructions

ferm! but ATTACH I to the child's um . . -

or Foam 1040-T, Ir-25 .

1 Entsrchiio's investmant Incorme, such as taxable intiest and dividsnd lcome. Ses insructions,
if thie ancunt is $1,300 or loss, Stopzca not e thistoem . . . . . . . _ . . . 1| Y400
2 lfhluhllleDNDTlnmmdudunﬁmmsm-duuA{Fnrmluquarm1mmursm . L300
3 Sublract (e 2 from line 1. If the result is zam or leas, S8 o net complat e rest of this . 3 oo
4 Enter chikt's tawsble income from Form 1040, |ngsrrorm1'mbk'u6£2 Form 1040NR fine 36, ~
e e e e e e e e e e e e 4 4,350
..... .. w5l =00

Step 1. Figuring

Net Investment Income

The first step in figuring a child’s tax using
Form 8615 is to figure the child’s net invest-
ment income. To do that, use Step 1 of Form
8615. For an example, see the lllustrated Step
1 of Form 8615.

Line 1 (investment income). If the child had
investment income only, enter the adjusted
gross income shown on the child’s return. Ad-
justed gross income is shown on line 32 of
Form 1040; line 17 of Form 1040A; or line 32
of Form 1040NR. Form 1040EZ cannot be
used if Form 8615 must be filed.

If the child had earned income, figure the
amount to enter on line 1 of Form 8615 by us-
ing the worksheet in the instructions for the
form.

However, if the child has excluded any for-
eign earned income or deducted either a loss
from self-employment or a net operating loss
from another year, use the following
worksheet.

Alternate Worksheet for Line 1 of Form 8615

A. Enter the amount from the child’s

Form 1040, line 22 or Form 1040NR,
iNe23 ..

. Enter the total of any net loss from

self-employment, any net operating
loss deduction, any foreign earned
income exclusion, and any foreign
housing exclusion from the child’s
Form 1040 or Form 1040NR ..........

. Add the amount on line A and the

amount on line B and enter the total.
Treat the amount on line B as positive
(that is, greater than zero) .............

. Enter the child’s earned income plus

any deduction the child claims on line
28 of either Form 1040 or Form
1040NR. Generally, the child’s earned
income is the total of the amounts
reported on Form 1040, lines 7, 12,
and 18 (butif line 12 or 18 is a loss,
use zero), or Form 1040NR, lines 8,
13,and 19 (butifline 13 or19is a
loss,usezero) .........ovviiiiiiiiiinn.

. Subtract the amount on line D from

the amount on line C. Enter the result
here and on Form 8615, linel ........

Investment income. The paragraphs that
follow explain some items that are, and some
that are not, investment income.

Investment income generally is all income
other than salaries, wages, and other amounts
received as pay for work actually done. It in-
cludes taxable interest, dividends, capital
gains, the taxable part of social security pay-
ments and pension payments, and certain dis-
tributions from trusts.

Nontaxable income. For this purpose, in-
vestment income includes only amounts that
the child must include in total income. Nontax-
able investment income, such as tax-exempt
interest and the nontaxable part of social se-
curity and pension payments, is not included.

Capital loss. A child's capital losses are
taken into account in figuring the child’s in-
vestment income. Capital losses are first ap-
plied against capital gains. If the capital losses
are more than the capital gains, the difference
is a net capital loss. The net capital loss (up to
$3,000) is then subtracted from the child's in-
terest, dividends, and other investment in-
come to figure the child’s investment income.

Sources of income. A child’s investment
income includes all income produced by prop-
erty belonging to the child, regardless of
whether the property was transferred to the
child or purchased by the child, and regardless

Page 13



of when the property was transferred or pur-
chased or who transferred it. Investment in-
come includes amounts produced by assets
the child obtained with earned income (such
as interest on a savings account into which the
child deposited wages).

A child’s investment income includes in-
come produced by property given as a gift to
the child under the Uniform Gift to Minors Act.

Example. Amanda Black, 13, received the
following income:

Dividends—$600
Wages—$2,100

Taxable interest—$1,200
Tax-exempt interest—$100
Capital gains—$300
Capital losses—($200)

The dividends were on stock given to her by
her grandparents. Amanda’s investment in-
come is $1,900. This is the total of the divi-
dends ($600), taxable interest ($1,200), and
capital gains reduced by capital losses ($300
— $200 = $100). Her wages are earned (not
investment) income because they are re-
ceived for work actually done. Her tax-exempt
interest is not included because it is
nontaxable.

Trust income. If a child is the beneficiary
of a trust, distributions of taxable interest, divi-
dends, capital gains, and other investment in-
come from the trust are investment income to
the child.

Adjustment to income. In figuring the
amount to enter on line 1, reduce your invest-
ment income by any penalty on the early with-
drawal of savings. This is automatically done if
you use the worksheet in the Form 8615 in-
structions or the Alternate Worksheet for Line
1 of Form 8615, illustrated earlier.

Line 2 (deductions). If the child does not
itemize deductions on Schedule A (Form 1040
or Form 1040NR), enter $1,300 on line 2.

If the child does itemize deductions, the
amount to enter on line 2 is the larger of:

1) $650, plus the child’s itemized deductions
on Schedule A (Form 1040) or Schedule
A (Form 1040NR) that are directly con-
nected with the production of his or her in-
vestment income, or

2) $1,300.

If the child’s directly-connected itemized de-
ductions are not more than $650, enter $1,300
on line 2.

Directly connected itemized deduc-
tions. ltemized deductions are directly con-
nected with the production of investment in-
come if they are for expenses paid to produce
or collect taxable income or to manage, con-
serve, or maintain property held for producing
income. These expenses include custodian
fees and service charges, service fees to col-
lect taxable interest and dividends, and certain
investment counsel fees. They are deducted
on Schedule A (Form 1040) to the extent that
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they, plus certain other miscellaneous item-
ized deductions, are more than 2% of ad-
justed gross income. Publication 529, Miscel-
laneous Deductions, has more information
about the 2% of adjusted gross income limit
on miscellaneous itemized deductions.

Example 1. Roger, 12, has investment in-
come of $8,000, no other income, no adjust-
ments to income, and itemized deductions of
$300 that are directly connected with his in-
vestment income. His adjusted gross income
is $8,000, which is entered on line 1. The
amount on line 2 is $1,300 because $1,300 is
more than the sum of $650 plus his directly
connected itemized deductions of $300. His
net investment income, on line 3, is $6,700
($8,000— $1,300).

Example 2. Eleanor, 8, has investment in-
come of $16,000 and an early withdrawal pen-
alty of $100. She has no other income. She
has itemized deductions of $1,100 that are di-
rectly connected with the production of her in-
vestment income. Her adjusted gross income,
entered on line 1, is $15,900 ($16,000 —
$100). The amount entered on line 2 is $1,750.
This is the larger of:

1) $650 plus the $1,100 of directly con-
nected itemized deductions, or

2) $1,300.

Eleanor’s net investment income is $14,150
($15,900 - $1,750).

Line 3. If the amount on line 2 equals or is
more than the amount on line 1, do not com-
plete the rest of the form. However, you must
still attach Form 8615 to the child’s tax return.
Figure the tax on the child’s taxable income in
the normal manner.

Line 4 (child’s taxable income). Enter on
line 4 the child’s taxable income from Form
1040, line 37; Form 1040A, line 22; or Form
1040NR, line 36.

Line 5 (net investment income). A child’s
net investment income cannot be more than
his or her taxable income. Enter on line 5 the
smaller of the amount on line 3 or the amount
on line 4 of Form 8615. This is the child’'s net
investment income.

Step 2. Figuring
Tentative Tax

At Parent’s Tax Rate

The next step in completing Form 8615 is to
figure a tentative tax at the parent’s tax rate on
the child’s net investment income. The tenta-
tive tax is the difference in the tax on the par-
ent’s taxable income figured with and without
the child’s net investment income.

Figure the tentative tax on lines 6 through
13. For an example, see the lllustrated Step 2
of Form 8615.

Caution. When figuring the tentative tax,
do not take into account the child’s net invest-
ment income in figuring any exclusion, deduc-
tion, or credit on the parent’s return.

Line 6 (parent’s taxable income). Enter on
line 6 the amount from the parent’s Form
1040, line 37; Form 1040A, line 22; Form
1040EZ, line 6; or Form 1040NR, line 36. If the
parent’s taxable income is less than zero,
enter zero on line 6.

Trusts. Special rules may apply if the par-
ent transferred property to a trust at less than
the property’s fair market value. If the trust
sold the property in 1995 and the sale was
within two years of the transfer, the trust will
have to pay tax at the parent’s tax rate on at
least part of any gain. See the Form 8615, Line
Instructions for lines 6 and 10.

Line 7 (net investment income of other
children). If the tax return information of the
parent is also used on any other child’'s Form
8615, enter on line 7 the total of the amounts
from line 5 of all the other children’s Forms
8615. Do not include the amount from line 5 of
the Form 8615 being completed.

Example. Paul and Jane Persimmon have
three children, Sharon, Jerry, and Mike, who
must attach Form 8615 to their tax returns.
The children’s net investment income
amounts on line 5 of their Forms 8615 are:

Sharon — $800
Jerry — $600
Mike — $1,000

Line 7 of Sharon’s Form 8615 would show
$1,600, the total of the amounts on line 5 of
Jerry’s and Mike's Forms 8615.

Line 7 of Jerry’s Form 8615 would show
$1,800 ($800 + $1,000).

Line 7 of Mike's Form 8615 would show
$1,400 ($800 + $600).

Other children’s information not availa-
ble. If the net investment income of the other
children is not available when the return is
due, either file the return using estimates or
use an extension of time to file. Using esti-
mates and extensions was discussed earlier
under Parent’s Return Information.

Line 9 (tax on parent’s taxable income plus
children’s net investment income). Figure
the tax to enter on line 9 in one of the following
ways, depending on whether there is any net
capital gain included in the total on line 8.
(Note: If there is net capital gain included in
the amounts on lines 5, 6, or 7, then there is
also net capital gain on line 8. If not, then there
is no net capital gain on line 8.)

1) If net capital gain is not included in the to-
tal on line 8, use the Tax Table or Tax
Rate Schedules to figure the tax to enter
on line 9. If the amount on line 8 is less
than $100,000, use the Tax Table. If the
amount on line 8 is $100,000 or more, use
the Tax Rate Schedules.

2

~

If net capital gain /s included in the total
on line 8, the tax on line 9 may be less if
you can use the Capital Gain Tax Work-
sheet in the Form 1040 instructions. This
is because the Worksheet reflects the
maximum tax rate on a net capital gain of
28%. The rest of this discussion explains



lllustrated Step 2 of Form 8615

Randy and his sister must sach flle Form
8615. Their parents’ joint return information
is usad on the Forms 8615 of both children.
The net investment income on line 5 of
Randy's Forrm 8615 Is $2,280, His sister's
net investrnent incomais $1,520. Randy's
parents’ taxable Income is $30,570, Their
tax, from the Tax Table, is $4,586.

Step 2 of Randy's Form 8615, with lines §
through 13 filled in, is shown here.

Handy's parents' taxable incoma of
$30,570 (from line 37 of Form 1040 is an-

tered on line 6 of Form BE15.

Enter

A Addlrs5, 8.and 7

nse 12a and 126
12a Add lines 5 and 7

13 Muyhtiply %ne 11 by line 12

b Divide thbyinria:Emartheruanldocmtmunwmmphul]

Randy's s/ster's net investment income of
$1,520 {from line 5 of her Form 8615) is on-
tered on line 7 of Randy's Form 8615. The
amounts on line 5 (§2.280). line & ($30,570),
and lira 7 {$1,520) are added and the total
of $34,370is entared on line B,

The tax on $34,370 ig found in the Tax Ta-
ble using the parents’ joint filing status. The
tax, $5,156, is enterad on ling 9. Randy’s
parenty’ tax of $4,586 (from line 38 of Form
1040) s entered on ling 10 and is subtracted
from tha amount on line 8. The difference,
$570, is enterad online 171.

tax rate.

Randy's nat investment income on line 5
(32,280} is added to hig sister's net invest-
mant incoma on line 7 {$1,520) and the to-
tal, 53,800, is sntorad on line 12a.

The amount on line 5 (§2,280) is dividad by
the amount on line 12a ($3,800) and the ra-
sult, .80, is entarad on lina 12b.

The amocunt on ling 11 ($570) is multiplied
by the amount on lina 12b {60) and the re-
sult, $342, is entered on line 13, Thig is
Aarxiy's tentative tax basad on his parents’

m Egmhmmhudonﬂmmdhmw“ ling A

imxaibla incoma from Formn 1040, lina 37; Form 10404, line 22; Form 1040EZ, ne
B; Form 1040NR, line 38; Form 1040MR-EZ, e 1% or Form 1040-T, Ene 25. If the parent
transfarad property to & trust, ses instryctions ,
7 Enter the total net invastment incoms, if any, from Fomla 5815 |rn 5. :lfALL OTHEFl r.hlldron
of the pansrt.identifisd Sbove. Da not inckide the amount from line 5 above

9 Ti:onlmabnodmmamnﬁﬂungms.&lhsmm IHrmClpnhlGn.nTn
Workshset, enter amount from line 4 of that workshesthore B |

19 Enter pamnt's tax from Form 1040, line 38; Form 1040A, ling 23; Form 1040E2, line 10 Form
1040NR, ine 37; Form 1040MR-EZ, line 14; or Form 104Q-T, ine 2. if from rnunm
Workahest, snter mmaunt from fine 4 of that workshest hare -

11 Subtract line 10 Fom line 9, Illnl?nblankmu'lllnl 13 tha amxxnt from lies 11; skb

PP

[ :«so,.57o
7 1L, 530
8 | 34 370
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when the Worksheet can be used and
how to use it.

Net capital gain is the excess of net long-
term capital gain over any net short-term capi-
tal loss. For 1995, this is the smaller of the gain
on line 17 or the gain on line 18 of Schedule D
(Form 1040), Capital Gains and Losses. If you
are not filing Schedule D, it is the amount of
capital gain distributions reported on line 13 of
Form 1040.

Caution. As this publication was being
prepared for print, Congress was considering
legislation that would affect capital gains and
losses. The line numbers on Schedule D
(Form 1040) could change for 1995. See Pub-
lication 553, Highlights of 1995 Tax Changes,
for further developments. Information on
these changes will also be available electroni-
cally through our bulletin board or via the In-
ternet (see page 34 of the Form 1040
Instructions).

The Capital Gain Tax Worksheet can be
used to figure the tax if:

The parent’s The amount on

filing status AND Form 8615,
is: line 8, is over:
* Single *$56,550
« Married filing joint * $94,250
return or
Quialifying
widow(er) with
dependent child
* Married filing * $47,125
separate return
* Head of * $80,750
household

If the Capital Gain Tax Worksheet cannot
be used to figure the tax, use the Tax Table.

If the Capital Gain Tax Worksheet can be
used to figure the tax, you must determine the
net capital gain included on line 8 of Form
8615 before you can complete the Worksheet.
Since line 8 is the sum of the amounts on lines
5, 6, and 7, you determine the net capital gain
included on line 8 by finding:

1) The net capital gain, if any, from line 5
that is included on line 8,

2) The net capital gain, if any, from line 6
that is included on line 8, and

3) The net capital gain, if any, from line 7
that is included on line 8.

The sum of (1), (2), and (3) is the net capital
gain included on line 8. Use the following dis-
cussions to find the net capital gain on lines 5,
6, and 7 that is included on line 8.

Net capital gain on line 5. If net capital
gain is on line 5 of Form 8615, the net capital
gain from that line included on line 8 must be
figured by using one of the Line 5 Worksheets
later in this discussion.

Net capital gain on line 6. If net capital
gain is on line 6 of Form 8615, the net capital
gain from that line included on line 8 is:

1) If the parent files Schedule D, the smaller
of the gain on line 17 or line 18 of the par-
ent’s Schedule D, or

2) If the parent does not file Schedule D, the
amount of capital gain distribution on line
13 of the parent’s Form 1040.

Caution. As this publication was being
prepared for print, Congress was considering
legislation that would affect capital gains and
losses. The line numbers on Schedule D
(Form 1040) could change for 1995. See Pub-
lication 553, Highlights of 1995 Tax Changes,
for further developments. Information on
these changes will also be available electroni-
cally through our bulletin board or via the In-
ternet (see page 34 of the Form 1040
Instructions).
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Do not attach the parent’s Schedule D to
the child’s return.

Net capital gain on line 7. If net capital
gain is on line 7 of Form 8615, the net capital
gain from that line included on line 8 must be
figured by using a Line 5 Worksheet, as ex-
plained next. Since the amount on line 7 is the
total of the net investment income of the par-
ent’s other children who must file Form 8615,
you will have to fill out a Line 5 Worksheet for
each of those children who has a net capital
gain on line 5 of his or her own Form 8615.

Line 5 worksheets. You can figure the net
capital gain included on line 5 of a child’s Form
8615 by using whichever of the following work-
sheets applies.

If the amount on line 5 of the child’s Form
8615 is the same as the amount on line 3, and
the amount on line 2 is $1,300, figure the net
capital gain included on line 5 using the follow-
ing worksheet.

Line 5 Worksheet #1

Enter the child’s net capital gain .......

B. Enter the amount from line 1 of the
child’'s Form 8615 ......................
C. Divide the amount on line A by the
amount on line B and enter the result
here ...
D. Multiply $1,300 by the result on line C
and enter the answer here .............
E. Subtract the amount on line D from the
amount on line A. This is the net capital
gainincludedonline5 .................

If the amount on line 5 of the child’s Form
8615 is the same as the amount on line 3, and
the amount on line 2 is more than $1,300, fig-
ure the net capital gain included on line 5 using
the following worksheet.

Line 5 Worksheet #2

Enter the child’s net capital gain .......
B. Enter the amount of the child’s itemized
deductions that are directly connected
with the production of the child’s net
capitalgain .............ooiin
C. Subtract the amount on line B from the
amountonline A .................l
D. Enter the amount from line 1 of the
child’'s Form 8615 ......................
E. Divide the amount on line A by the
amount on line D and enter the result
here ..o
F. Multiply $650 by the result on line E and
enter the answerhere ..................
G. Subtract the amount on line F from the
amount on line C. This is the net capital
gainincludedonline5 .................

If the amount on line 5 of the child’s Form
8615 is less than the amount on line 3, figure
the net capital gain included on line 5 using the
following worksheet.
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Line 5 Worksheet #3

Enter the child’s net capital gain .......

B. If the child itemized deductions, enter
the amount of the child’s itemized
deductions that are directly connected
with the production of the child’s net
capitalgain ...

C. Subtract the amount on line B from the
amountonline A ...

D. Ifthe child can claim his or her own
exemption, enter $2,500%. Otherwise,
ENterZero ..........ovvviiiniinnennnnn.

E. If the child itemized deductions, enter
the amount of the child’s itemized
deductions that are not directly
connected with the production of the
child’s net capital gain. Otherwise,
enter the amount of the child’s
standard deduction ....................

F. Addthe amountsonlinesDandE .....

G. Enter the child’s adjusted gross income
(line 32 of the child’s Form 1040) ......

H. Divide the amount on line A by the
amount on line G and enter the result
here ..o

I. Multiply the amount on line F by the
result on line H and enter the result
here ...

J. Subtract the amount on line | from the
amount on line C. This is the net capital
gainincludedonline5 .................

*|f you enter more than $114,700 on line G, see
Deductions for Exemptions Worksheet—Line 36
in the Form 1040 instructions for the amount to
enter on line D.

Net capital gain on line 8. The net capital
gain included on line 8 is the total of:

1) The net capital gain included on line 5 of
the child’s Form 8615, plus

2) The smaller of the gain on line 17 or line
18 of Schedule D that the parent is filing
with his or her return (or the amount of
capital gain distributions on line 13 of the
parent's Form 1040, if the parent does
not file a Schedule D), plus

3

~

The total of the net capital gains included
on line 5 of any other children’s Forms
8615.

Caution. As this publication was being
prepared for print, Congress was considering
legislation that would affect capital gains and
losses. The line numbers on Schedule D
(Form 1040) could change for 1995. See Pub-
lication 553, Highlights of 1995 Tax Changes,
for further developments. Information on
these changes will also be available electroni-
cally through our bulletin board or via the In-
ternet (see page 34 of the Form 1040
Instructions).

Completing Capital Gain Tax Worksheet
for line 9. If the Capital Gain Tax Worksheet

can be used to figure the tax to enter on line 9
of Form 8615:

1) Enteron line 1 of the Capital Gain Tax
Worksheet, the amount from line 8 of
Form 8615,

2) Enter on line 2 of the Capital Gain Tax
Worksheet, the net capital gain included
on line 8 of Form 8615,

3) Enter on line 3 of the Capital Gain Tax
Worksheet the total of the amounts on
line 4e of all Forms 4952, Investment In-
terest Expense Deduction, filed by the
parent and all the parent’s children for
whom Form 8615 is filed,

4

=z

Complete the rest of the Capital Gain Tax
Worksheet (lines 4 through 13),

5) Enter on line 9 of Form 8615 the amount
from line 13 of the Capital Gain Tax Work-
sheet, and enter in the space to the left of
line 9 the amount from line 4 of the

Worksheet.

~

Do not attach the parents’ Schedule D to the
child’s return.

Line 10 (parent’s tax). Enter on line 10 the
amount from the parent’s Form 1040, line 38;
Form 1040A, line 23; Form 1040EZ, line 10; or
Form 1040NR, line 37. If that amount is from
the Capital Gain Tax Worksheet, enter in the
space to the left of line 10 the amount from
line 4 of that Worksheet.

Lines 12a and 12b (dividing the tentative
tax). If no amount is entered on line 7, skip
lines 12a and 12b and enter the amount from
line 11 online 13.

If an amount is entered on line 7, divide the
tentative tax shown on line 11 among the chil-
dren according to each child’s share of the to-
tal net investment income. This is done on
lines 12a, 12b, and 13. Add the amount on line
7 to the amount on line 5 and enter the total on
line 12a. Divide the amount on line 5 by the
amount on line 12a and enter the result, as a
decimal, on line 12b.

Example. In the earlier example under
Line 7 (net investment income of other chil-
dren), Sharon’s Form 8615 shows $1,600 on
line 7. The amount entered on line 12a is
$2,400, the total of the amounts on lines 5 and
7 ($800 + $1,600). The decimal on line 12bis
.33, figured as follows and rounded to two
places.

$800 _

$2,400 33

Line 13 (child’s share of tentative tax). Ifan
amount is entered on line 7, multiply the
amount on line 11 by the decimal amount on
line 12b and enter the result on line 13. If there
is no amount on line 7, enter the amount from
line 11 online 13.

The amount on line 13 is the child’s share
of the tentative tax.



llustrated Step 3 of Form 8615

Nancy must file Form 8615. Her taxable in-
como on ling 4 of her Form B615 is $3,465.
Her net investmant incomea on line 5 is
$2,425. Her tentative tax on lna 13 i3 $410.

Step 3 of Nancy’s Farm 8615, with lines 14
through 18 filled in, is shown hare.

14 Subt'ac‘tlnoSfrumhld

16 Add lines 13 and 15

Workshest, chack here ,

Sha antars $1,040 on line 14. This is found
by subtracting Nancy's net investment in-
come (line 5) from thwa taxable income on
her return (line 4). The tax on this amount
from the Tax Table is $158. She enters $156
onlina 15.

Nancy then adds the tentative tax from line
13 [$410) to the tax on line 15 {($156) and

child's tax—if ¥nes 4 and 5 abovs are the same, enter -0- on ling 15 and goTo line 16.

[4] 1,00

enters the total, $566, on line 18. On line 17
she enters $521, the tax from the Tax Table
on her taxable income (line 4). On lina 18
she enters $566, the larger of lines 18 and
17. This is tha tax she will show on her tax
fgturm.

15 Taxunin.ubasodunhnﬂd'sﬁhgsum.Sulmh'udnns.ﬂﬁumCapuﬁanTn
Workshaet, entsr amount from line 4 of that workshest hers

17 Mmlm4m®&ammﬁmmamnmm ¥ fom Capital Gain Tax

18 Enter the larger of line 18 or lima 1?mmeoﬂ'n 1040. thmn 1Mh23.Fm
1040NR, ime 37; or Farm 1040-T, ling 28. Bohnmchodthhu[w.mi‘omwm# M in the
apace) for “Form 8615 sven H Ene 17 Is more than hne 18, . .

19 1ok
| 18 bk
17 Sl
- |y bbb

Step 3. Figuring
the Child’s Tax

The final step in figuring a child’s tax using
Form 8615 is to determine the /arger of:

1) The total of:

a) The child’s share of the tentative tax
based on the parent’s tax rate, plus

b) The tax on the child’s taxable income in
excess of net investment income, fig-
ured at the child’s tax rate, or

2) The tax on the child’s taxable income, fig-
ured at the child’s rate.

This is the child’s tax. It is figured on lines 14
through 18 of Form 8615. For an example, see
the lllustrated Step 3 of Form 8615.

Line 14 (child’s taxable income in excess
of net investment income). Subtract the
amount on line 5 from the amount on line 4
and enter the difference on line 14. If the
amounts on lines 4 and 5 are the same, enter
zero on line 15 and enter the amount from line
13 online 16.

Line 15 (tax on excess of child’s taxable in-
come over child’s net investment income).
Generally, the Tax Table (use the Single col-
umn) or Tax Rate Schedule X must be used to
figure the tax to enter on line 15. However, if
the amount on line 14 is more than $56,550
and includes any net capital gain, the tax may
be less if the Capital Gain Tax Worksheet is
used.

Net capital gain on line 14. If any net cap-
ital gain is included on line 1 (Form 8615) and
the Capital Gain Tax Worksheet is used, the

net capital gain included on line 14 must be fig-
ured before the Capital Gain Tax Worksheet
can be completed.

Figure the net capital gain included on line
14 by referring to the Line 5 Worksheet that
was used to figure the net capital gain in-
cluded on line 5. Subtract the net capital gain
included on line 5 (the amount on the last line
of the worksheet) from the child’s net capital
gain (the amount on line A of that worksheet).
The result is the amount of net capital gain in-
cluded on line 14 of the child’s Form 8615.

Completing Capital Gain Tax Worksheet
for line 15. If the Capital Gain Tax Worksheet
can be used to figure the tax to enter on line 15
of Form 8615:

1) Enteron line 1 of the Capital Gain Tax
Worksheet the amount from line 14 of
Form 8615,

Enter on line 2 of the Capital Gain Tax
Worksheet the net capital gain included
on line 14 of Form 8615,

Complete the rest of the Capital Gain Tax
Worksheet, and

2

~

3

~

4) Enter on line 15 of Form 8615 the amount
from line 13 of the Capital Gain Tax Work-
sheet and enter in the space to the left of
line 15 the amount from line 4 of that

Worksheet.

=

Line 16. Add the amounts on lines 13 and 15
and enter the total on line 16. If the amounts
on lines 4 and 5 are the same, enter zero on
line 15. Then enter the amount from line 13 on
line 16.

Line 17 (tax at child’s rate). Figure the tax
on the child’s taxable income on line 4. Use

the Tax Table for single status or Tax Rate
Schedule X, or the Capital Gain Tax Work-
sheet, whichever applies. Enter the amount on
line 17. If from the Capital Gain Tax Work-
sheet, check the box.

Line 18 (tax). Enter on line 18 the larger of
the amount on line 16 or the amount on line
17. Also enter this amount on the child’s Form
1040, line 38; Form 1040A, line 23; or Form
1040NR, line 37. This is the child’s tax. Be
sure to check the “Form 8615 box on the ap-
propriate line of the tax return.

Alternative Minimum Tax

A child may be subject to alternative minimum
tax (AMT) if he or she has certain items given
preferential treatment under the tax laws or
certain adjustments to taxable income that to-
tal more than an exemption amount. This tax
may apply if the child, for example, claims ac-
celerated depreciation, has tax-exempt inter-
est income, has a passive activity, or receives
distributions from estates or trusts.

For more information on who is liable for
AMT and how to figure it, get Form 6251, Al-
ternative Minimum Tax—Individuals, and its
instructions.

Limit on exemption amount. Ordinarily, sin-
gle people can subtract a $33,750 exemption
amount from their AMT taxable income. How-
ever, a child who files Form 8615 has a limited
exemption amount. The child’s exemption
amount is limited to the child’s earned income
plus the greater of $1,000 or the child’s share
of the unused parental AMT exemption. Figure
the child’s allowable exemption amount on the
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worksheet in the instructions for line 22 of
Form 6251.

Unused parental exemption. The un-
used parental AMT exemption is the amount
by which the parent’'s AMT exemption ex-
ceeds that parent’'s AMT taxable income.

Limit on AMT. Ordinarily, AMT (line 28 of
Form 6251) is figured by subtracting the regu-
lar tax (line 27) from the tentative minimum tax
(line 26). However, the AMT of a child who
files Form 8615 may be reduced or eliminated
if either the child’s parent or another child
whose Form 8615 uses that parent’s tax re-
turn information does not owe AMT.

To figure a child’s limited AMT, first com-
plete his or her Form 6251 through line 27. If
applicable, also complete separate Forms
6251 for the parent and each of the other chil-
dren whose Form 8615 uses that parent’s tax
return information. Then complete line 28 fol-
lowing the form instructions for that line.

lllustrated Example
This example shows how to fill out Forms
8615 and 1040A for Sara Brown.

John and Laura Brown have one child,
Sara. She is 13 and has $2,500 taxable inter-
est and dividend income and $1,500 earned
income. She does not itemize deductions.
John and Laura file a joint return with John’s
name and social security number listed first.
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They claim three exemptions, including an ex-
emption for Sara, on their return.

Because Sara has both earned and
unearned income and her gross income is
more than $650, she must file a tax return. Be-
cause she is under age 14 and has more than
$1,300 investment income, part of her income
may be subject to tax at her parents’ rate. A
completed Form 8615 must be attached to her
return.

Sara’s father, John, fills out Sara’s return
for her.

John enters his name and social security
number on Sara’s Form 8615 because his
name and number are listed first on the joint
return he and Laura are filing. He checks the
box for married filing jointly.

He enters Sara’s investment income,
$2,500, on line 1. Sara does not itemize de-
ductions, so John enters $1,300 on line 2. He
enters $1,200 on line 3 ($2,500 — $1,300).

Sara’s taxable income, as shown on line
22 of her Form 1040A, is $2,500. This is her to-
tal income ($4,000) minus her standard de-
duction ($1,500). Her standard deduction is
limited to the amount of her earned income.
John enters $2,500 on line 4.

John compares the amounts on lines 3 and
4 and enters the smaller amount, $1,200, on
line 5.

John enters $48,000 on line 6. This is the
taxable income from line 37 of John and

Laura’s joint Form 1040 return. Sara is an only
child, so line 7 is blank. He adds the amounts
on line 5 ($1,200), line 6 ($48,000), and line 7
and enters the $49,200 total on line 8.

Using the column for married filing jointly in
the Tax Table, John finds the tax on $49,200.
He enters the tax, $8,713, on line 9. He enters
$8,377 on line 10. This is the tax from line 38
of John and Laura’s Form 1040. He enters
$336 online 11 ($8,713 - $8,377).

Because line 7 is blank, John skips lines
12a and 12b and enters $336 on line 13.

John subtracts the amount on line 5
($1,200) from the amount on line 4 ($2,500)
and enters the result, $1,300, on line 14. Using
the column for single filing status in the Tax
Table, John finds the tax on $1,300. He enters
this tax, $197, on line 15. He adds the
amounts on lines 13 ($336) and 15 ($197) and
enters the total, $533, on line 16.

Using the column for single filing status in
the Tax Table, John finds the tax on $2,500
(the amount on line 4). He enters this tax,
$377,0online 17.

John compares the amounts on lines 16
and 17 and enters the larger amount, $533, on
line 18 of Sara’s Form 8615. He also enters
that amount on line 23 of Sara’s Form 1040A
and checks the box on that line for “Form
8615.”

John also completes Schedule 1, Form
1040A (not shown here) for Sara.
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Tax for Children Under Age 14
~ 8619 Who Have Investment Income of More Than $1,300

rimiipebibi b » Attach ONLY to the chiid’s Form 1040, Form 10404, Form 1040NR, or Form 1040-T. |  Seccamete 33
Child's nmme shown on retum Child's social sacurity numiber
Sara L. Brown 789 00 435 ]
A Parent's name {first, initin, and last). Caution: See insiructions an back bafors completing. B Parent's soclal security number
John J. PBrown 459 :00i996
C  Parent's filing status {check anel:
(] Singis separately (] Head of hausahold [ Qualifying widowder)
Figure child’s net investment income
1 Enter child's investment income, such as taxable interest and dividand incoma. See Instructions.
If this amount is $1,300 or lass, stop; do net file thisform . . . . 1 2,500
2 If the child DID NOT itemize deductions on Schadule A (Form 1040 or Form 1040NR} or Snctmn
B (Form 1040-T), enter $1,300. If the child ITEMIZED deductions, see instructions . . . 2 [c]e]e)
3 Subtract line 2 from fine 1. If the result is z8ro or less, stop; do not complete the rest of thrs
form but ATTACH it to tha child's return . . (3! 1,800
4  Enter child's taxable income from Form 1040, Im 37 Fann 1040A. Ilna 22 Form 1040NH hne 36
or Form 1040-T, line 25 . . . | 2,500
5 Enter the smaller of line 3 or line 4. . . > | 5 |, 200

FiggnuntaﬂvotubaedonmauxratoofmowmtlmdonlhoA

§  Enter parent’s taxable incoma from Form 1049, ling 37; Form 10404, line 22; Form 1040EZ, line
6; Form 1040NR, line 36; Form 1040NR-EZ, line 13; or Form 1040-T, line 25. If the parent

transferred proparty to a trust, see instructions. . . . 6| HR 00O
7 Enter tha total net investmant incoma, if any, from Forms 8615 Ime 5, of ALL OTHEF! chaidren

of the parent identified ahove. Do not include the amount from lineSabove . . . , ., ., L2 1 |
8 AddlinesS5,6,and? . . . . 8| 49,200
9 Tax on lina 8 based on the plnnt's ﬁllng stntus See mtrucﬁom. lI' fnom Capltal Gain Thx

Worksheet, enter amount from (ine 4 of that workshest hera B> [ . e | RT3

10 Enter pament's tax from Form 1040, lina 38; Form 10404, line 23; Form 1040EZ, line 10; Form
1040NR, line 37; Form 10MONR-EZ, line 14; or Form 1040-T, ine 28. If from (fl.plhl Qain Tax
Worksheat, enter amount from line 4 of that workshest hars

11 Subtract line 10 from line 9, Iane?nsblank.enwmllmwtmamunﬂromHneﬂ sklp

ines 12aand 120 . . . . . . . AR B T 3361

12a Add lnesSand7 . . . [12al |
b Divide line 5 by line 12a Entertheremltasadeernal{mndndbtwoplaus} R X .

13 Mulliply line 11 by iine 12b . . > |13 ]
B2EY__Figure child's tax—if lines 4 and 5 above are the same, erter -0- on line 15 and o 10 8 16,
14  Subtract line 5 from.iine 4 . _ . . . (14l ), 300]
18 Tax on line 14 based on tha child’s ﬁllng statl.a Sae Insiruct:ons if from Capltal Gain Tax

Workshest, entar amount from lina 4 of that werkshest here B | R - 197
16 Add lines 13and 15 . . 18 233
17 Tax on ling 4 based on the ehlld'l ﬂllng status See ns‘truchom Il’ frorn Cﬂpltll Gnln Tax

Worksheet, check here . . . . . . ... w0 |2 277
18 Enter the larger of lina 16 or ina 17 here and on Form 1040. 1|r|e aa. Furm 1040A, line 23; Form

1040NR, lina 37; or Form 1040-T, line 26. Ba suna to check the box (or, on Form 1040-T, fill in the

space) for "Form 8815" avan il kne 17 is more than line16, . . . . . .. .» |4 533

Investment income.—As used on thia rent was alive on Decem 1, 1935,

General Instructions form, “investrent income” includes all 5: not use Form B&15. Inatmaﬁgure tha

Cautior: At the tims this form was printed,  taxable incoms other than samed income chiki's tax in the normal manner.
Congress was considering legisiation that as defined on page 2. It includes taxable Note: The parsnt may be able to siect to

would change the tax treatrneant af capitat interast, dividends, capital gains, rents, ort the child's infensst and dividands
gains. For information on the changes, et royalties, stc. It aiso includes pension and ;phbarharm;mfftmmtmm
Pub. 553, Wursssmcm annuity incoma and incoms {other than this efection, the child will not have to fie a
Purpose of Form.—For children under age  eamed income) recaived as the beneficiayY  wym or Form 8675, For more datals, see
14, inveatmant income over $1.300 ia of a tust. the child's tax retum instruction bookist or

taxexd at the parent's rate if the parent’s Who Must File.—Ganavally, Form 8615 gat Form BB14, Parents’ Election To
rate is highar than the child's rate. if the must be filed for any child who was under  Report Child's Interest and Dividends.

child’s investment income is more than age 14 on January 1, 1996, had more than  andional Information.—For more details
$1.300, use this farm to figure the chiki's $1,300 of investrnent income, an ia get Pub, 929, Tax Rules for Children and
tax. required to fle a tax retum. If neither Depencents,

For Pasperwork Reduction Act Notice, see back of form. Cat. No. 541130 Form 8815 11905
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Form Department of the Treasury—internal Revenue Service

1040A U.S. Individual Income Tax Return @ 1995 %3 use Oniy—Do not wrtte or stapie i this spsce.
L bal OMB No. 1545-0085
lSeae #7 | Yo first name and mitia) Last name Y Your sockal sscurity number
i I Sare. L. Brown 18400 435!
: I 2 amt retum, spouss's first name and nitial Last name Spouse’s sociel securtly number
Uss the IRS E , ,
g.::wi“. L Home arkiess (numbee and strsit). H you have & PO, box, e page 19, Apt. na. E ' M and
pewme prot | ¥ 321 Main Street Paperort,
o type. : City, town or post office, state, and ZIF coce. If you have & formgn acdress. ses page 19. Reduction Act
\ Anytown, AZ gS 40 /7 Notice, ses page 11.
Presidential Election Gampaign Fund {See page 19.) Yos | No Note: Checking “Yes™ will
Do you want $3 to go to this fund? . . -] not change your tax or
If a joint return, does your spouse want $3 to g o to this fund? reduce your refund.
Check the 1 Single
box for 2 [ Married fiting joint return (even if only one had income)
your filing 3 [ Marmied filing separate return. Enter spouse's social security number
status above and full name here. b
(See pags 20) 4 [ Head of household (with qualifying person). {See page 21.) If the qualifying person is a child
Ghack anty e but not your dependent, enter this child's name here. b
Do 5§ O Qualifying widow(er) with dependent child (year spouse died b 19 ). (See page 22.)
Figure 6a | Yourset. Ifyoupwent{orsummotsdcanclalmyuuasadapendﬂonﬂsnr her tax mgd“:'n'
your retum, do not check box 6a, But be sura to check the bax on fine 186 on page 2. Saand b
. b ) spouse
exemptions O No. of  No.otyour
€ Dopendents: Dapandant's sccial |  {3) Dependent’s (4) No. of _ chitdren on
(See page 22) _ sflmmy humber, I bom | relationship 10 "‘y‘;"u‘:"h;m”:"":" 6o who:
H more than {1) First nama Last name in 199?. see.page 25. you 1605 ;Nlnd with
B H H
depandernts, . '
se0 page 25. — with you cse
o divorce or
saparsiion
L B T —
oo ¢ not
H ; sntersd —
d K your child didn't live with you but is claimed as your dependent
under & pre-1985 agreement, check here . . . . > Add numbers Ol
e Total number of exemptions claimed. Nnes above
Figure your 7 Wages, salaries, tips, etc. This should be shown in box 1 of your W-2
adjusted formys). Attach Formis) W-2. 7 1,500
8a Taxable inierest income (see page 28). If over $400, attach
gross income ™ gchedule 1. ga_ 1,400
your Forma w2 b_Tax-sxempt intersst. DO NOT includs on line 8a. b |
1t you cidn' get a 8 Dividends. If over $400, attach Schedule 1. 9 1, 100
e st 10m Total IRA 10b Taxable amount
attach. any payment. distributions. 10a (see page 29). 10D
1ta Total pensions 11b Taxable amount
—_— and annulties. 11a _ (see page 29). 11b
M 12__Unemployrnent compensation (see page 32). 12
S— 13a Social security 13b Taxable amount
| benefits. 13a (see page 33). 13b
O c——
; = 14 Add !i_nes 7 through 13p (far right column). This is your total income. P 14 I-IT. 000
g: — t5a Your IRA deduction (see page 35). 15a
; — b Spouse's IRA daduction (see page 35). 15b
—— ¢ Add lines 15a and 15b. These are your total adjustments. 15¢
——— 16 Subtract line 15¢ from line 14. Thiz is your adjusted gross income.
——| i less than $26,673 and a child llved with you (less than $9,230 if a child
— didn't live with you), see “Earned income credit" on page 47. 16 Y ; 000
- Cat. No. 11327A 1668 Form 1040A page 1
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1995 Form 1040A page 2

Figure 17__Enter the amount from line 16. 17. %+ 00 QI
::aur 18a Check {|:|You wore 65 or older [ Blind } Enter number of D
dedn::t:"dn if: [ Spouss was 65 or oidar [ Blind | boxes checked B 182
fa]
. b [If your parent (or someons else) can claim as a dependent,
exemption ct?ack here . (. ) o . ... b 18
amount, ¢ If you are mamied ﬁlrng separatety ‘ang your spom ltemizes
and deductions; see page 40 anc check here. . . . ... M18 O
taxable 19 Enter the standard deduction shown below for your filing status. But
income if you checked any box on line 18e or b, go 1o page 40 to find your
standard deduction. ¥ you checked box 18¢, enter -0-.
® Single—%$3,900 » Married filing jointly or Qualifying widow{ar)—$6,550
¢ Head of household—$5,750 e Manied filing separately—$3,275 19 1,500
20 Subtract line 19 from line 17. If ling 19 is more than line 17, enter -0-. 20 o S00 |
21 Multiply $2,500 by tha total number of exemptions claimed on line 8e. 21 i
22 Subtract line 21 from line 20. If Hine 21 is more than line 20, enter -0-.
This is your taxable income. >22 38,500
Figure 23 Find the tax on the amount on fine 22. Check if from:
your tax O Tax Table (pages 65-70) or _[#Farm 8615 (see page 42). 23 533
credits, ’ 24a Credit for child and dependent care expenses.
and Attach Schedule 2. 24a
b Credit for the elderly or the disabled.
payments Attach Schedule 3. 24b
It you want the __¢ Add lines 24a and 24b. These ara your totsl credita. 24¢ _
IRS to figure 25  Subtract line 24c from line 23. If line 24¢ is more than line 23, enter -0-. 25 Sa3
T tons  26__Advance earned income credit ents from Form W-2. 28
for line 22 on 27 _ Household employment taxes. Attach Schedule H, 27
page 41 28 Add lines 25, 26, and 27. This is your total tax. > 26 533
29a Total Federal income tax withheld. If any is
from Form{s) 1099, check here. » [ 29 135
b 1985 estimated tax payments and amount
applied from 1994 return. 266
¢ Eamed income credit Attach
Schedule EIC if you have a qualifying child. 29¢c
Nontaxable eamed income:
amount b | and type
d Acd lines 20a, 29b, and 29¢ (don't include nontaxable aarmed income).
These gre your total payments. > 28d I 35—
Figure 0 K I!nq 29d is more than line 28, subtract line 28 from line 294,
your This is the amount you overpald. 0
refund or 31 Amount of line 30 you want refunded to you. K]
amount 32 Amount of iine 30 you want applied to your
1996 estimated tax. 32
you owe 33 If line 28 is morw than line 28d, subtract line 29d from.line 28. This is
the amount you owe. For details on how to pay, Including what to
write on your payment, see page 55. 33 398 1
34 Estimated tax penalty (see page 55).
Also, include on line 33, 34

VVYVSVIN

Ung) penalﬁosuquurylmmmlhluomuhmmmpmyngmmmamm o o the
Slgl'l your :nstofmyin'lmdadwmwm , they are trus, mmaﬁmmhmlmmwmcfimlmmmg

returmn MpwmmmmuwumwulmMndmuhmmmm

’ Your < Your occupetion
Keep a copy of a"!2 5 ™ a-’s-qb Q}QEH"—
this retum for Spouse's signaturs. i joint retum, BOTH must sign. | Date Spousa's accupation
your records. :
Paid Date Chack it Freparer's SN
preparer’'s >greus sef-argloyed [ P
use only  PrE e o

address ZIP code

@ Printed an recycied paww 1995 Form 1040A mﬂ
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Glossary

The definitions in this glossary are the
meanings of the terms as used in this publica-
tion. The same term used in another publica-
tion may have a slightly different meaning.

Adjusted gross income— Gross income (de-
fined later) minus adjustments to income (de-
fined next).

Adjustments to income— Deductions that are
subtracted from gross income in figuring ad-
justed gross income. They include deductions
for moving expenses, alimony paid, a penalty
on early withdrawal of savings, and contribu-
tions to an individual retirement arrangement
(IRA). Adjustments to income can be taken
even if itemized deductions (defined later) are
not claimed.

Alternative minimum tax— A tax designed to
collect at least a minimum amount of tax from
taxpayers who benefit from the tax laws that
give special treatment to some kinds of in-
come and allow deductions and credits for
some kinds of expenses.

Capital gain distribution— An allocated
amount paid to, or treated as paid to, a share-
holder by a mutual fund, regulated investment
company, or real estate investment trust from
its net realized long-term capital gains. This
amount is in addition to any ordinary dividend
paid to the shareholder. You will receive a
statement from the payer if this applies to you.

Dependent— A person, other than the tax-
payer or the taxpayer’s spouse, for whom an
exemption (defined later) can be claimed. You
can generally claim an exemption for a depen-
dent if the dependent:

1) Lives with or is related to you,

2) IsaU.S. citizen, U.S. resident, or a resi-
dent of Canada or Mexico,

3) Does not file a joint return,

4) Does not have $2,500 or more of gross
(total) income (does not apply to your
child if under 19 or a student under 24),
and

5) Is supported (generally more than 50%)
by you.
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For more information, see Exemptions for De-
pendents in Publication 501.

Earned income- Salaries, wages, tips, pro-
fessional fees, and other amounts received as
pay for work actually done.

For purposes of determining a depen-
dent’s standard deduction, earned income
also includes any part of a scholarship or fel-
lowship grant that the dependent must include
in his or her gross income.

Exemption— An amount ($2,500 for 1995)
that can be subtracted from income in figuring
how much income will be taxed. Exemptions
generally are allowed for the taxpayer, the tax-
payer’s spouse, and qualifying dependents.

Filing status— The category (single, married
filing joint return, married filing separate return,
head of household, or qualifying widow(er)
with dependent child) you fit into that deter-
mines such things as your filing requirement,
the amount of your standard deduction, and
your correct tax. These are the same catego-
ries listed on Forms 1040 and 1040A and
shown in the headings of the Tax Table col-
umns and the Tax Rate Schedules.

For more information, see Filing Status in
Publication 501.

Gross income— All income from all sources
(other than tax-exempt income) that must be
included on your tax return.

Investment income— See Unearned income.

Itemized deductions— Deductions allowed
on Schedule A (Form 1040) for medical and
dental expenses, taxes, interest, charitable
contributions, casualty and theft losses, and
miscellaneous deductions. They are sub-
tracted from adjusted gross income in figuring
taxable income. Itemized deductions cannot
be claimed if the standard deduction is
chosen.

Net capital gain— The excess of net long-term
capital gain over any net short-term capital
loss. For 1995, this is the smaller of the gain
on line 17 or the gain on line 18 of Schedule D
(Form 1040), Capital Gains and Losses. If you
are not filing Schedule D, it is the amount of

the capital gain distributions reported on line
13 of Form 1040.

Caution.

As this publication was being prepared for
print, Congress was considering legislation
that would affect capital gains and losses. The
line numbers on Schedule D (Form 1040)
could change for 1995. See Publication 553,
Highlights of 1995 Tax Changes, for further
developments. Information on these changes
will also be available electronically through our
bulletin board or via the Internet (see page 34
of the Form 1040 Instructions).

Net investment income— The total of all in-
vestment income (other than tax-exempt in-
come) reduced by the sum of the following:
adjustments to income that are related to the
investment income, plus the larger of:

1) $650, plus the amount of itemized deduc-
tions directly connected with producing
the investment income, or

2) $1,300.

Standard deduction— An amount (based on
filing status, age, blindness, status as a depen-
dent, and amount of earned income) that can
be subtracted from adjusted gross income in
figuring taxable income. The standard deduc-
tion is not used if itemized deductions are
claimed.

Tax year— Time period covered by a tax re-
turn. Usually this is January 1 to December 31,
a calendar year, but taxpayers sometimes
elect a fiscal tax year with different beginning
and ending dates.

Taxable income— Gross income minus any
adjustments to income, any allowable exemp-
tions, and either itemized deductions or the
standard deduction.

Unearned income- This is income other than
earned income. It is investment-type income
and includes interest, dividends, and capital
gains. Distributions of interest, dividends, capi-
tal gains, and other unearned income from a
trust are also unearned income to a benefici-
ary of the trust.
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To help reduce waste, Schecue | Schedule2 | 21194 95824 Pub.S01 | Pub.529 | Pub.92e
pleasa order only the EIC[1040A | (10408) Instructions | Instructions .
forms, instructions, and pu- or 1040}
blications you think you will
need ta prepare your re- Name
turn,
Lisa tha blank spaces to
order items not listed. If you Numbar and strest
nead more space, attach a
separate sheet of paper lis-
ting the additional forms town 2IP code
and publications you may City or State
neead,
You should either re-
celva your order or notifica-
tion of the status of your or-

der within 7-15 work days
after we receive your re-
quest.
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