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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.



telephone book or your tax package for the lo- Earned Income Only 
cal number or you can call 1–800–829–1040Important Reminders 
(1–800–829–4059 for TDD users). A dependent must file a return if all his or her

Exemption for dependents.  A person who income is earned income, and the total is more
can be claimed as a dependent cannot claim than the amount listed in the following table.
an exemption for himself or herself on his or
her own return.

Marital Status AmountPart 1. Rules for SingleParent ’s  e lect ion to  report  chi ld ’s
Under 65 and not blind . . . . . . . . . . . . . . . . . . $3,900unearned income.  You may be able to elect All Dependents 

to include your child’s unearned income on Either 65 or older or blind . . . . . . . . . . . . . . . $4,850
your tax return. If you make this election, the 65 or older and blind . . . . . . . . . . . . . . . . . . . . $5,800
child does not have to file a return. See Par- Married*Part 1 of this publication discusses the filing
ent’s Election To Report Child’s Unearned In- Under 65 and not blind . . . . . . . . . . . . . . . . . . $3,275requirements for dependents, who is responsi-
come, in Part 2. ble for a child’s return, how to figure a depen- Either 65 or older or blind . . . . . . . . . . . . . . . $4,025

dent’s standard deduction, the fact that a de- 65 or older and blind . . . . . . . . . . . . . . . . . . . . $4,775
pendent  cannot  c la im his or  her  own *If a dependent’s spouse itemizes deductions on a
exemption, and whether a dependent can separate return, the dependent must file if theIntroduction claim exemption from federal income tax dependent has at least $5 of gross income

Part 1 of this publication provides tax informa- withholding. (earned and/or unearned).
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
Unearned Income Only tax on certain investment income of children

under age 14 (whether or not they can be Filing Requirements A dependent must file a return if all his or herclaimed as dependents).
income is unearned income, and the total isfor Dependents 
more than the amount listed in the followingDefinitions.  Many of the terms used in this
table.publication, such as ‘‘dependent,’’ ‘‘earned in-

come,’’ and ‘‘unearned income,’’ are defined
Marital Status Amountin the Glossary at the back of this publication.
SingleTerms you may need to know (see

Under 65 and not blind . . . . . . . . . . . . . . . . . . $ 650Useful Items Glossary):
Either 65 or older or blind . . . . . . . . . . . . . . . $1,600You may want to see:
65 or older and blind . . . . . . . . . . . . . . . . . . . . $2,550

Publication Married*Dependent
Under 65 and not blind . . . . . . . . . . . . . . . . . . $ 650Earned income□ 501 Exemptions, Standard Deduction,
Either 65 or older or blind . . . . . . . . . . . . . . . $1,400and Filing Information Gross income
65 or older and blind . . . . . . . . . . . . . . . . . . . . $2,150Unearned income□ 505 Tax Withholding and Estimated

*If a dependent’s spouse itemizes deductions on aTax
separate return, the dependent must file if the

□ 520 Scholarships and Fellowships dependent has at least $5 of gross income
(earned and/or unearned).

Form (and Instructions) Whether a dependent has to file a return gen-
□ W–4 Employee’s Withholding erally depends on the amount of the depen-

Allowance Certificate dent’s earned and unearned income and Election to report child’s unearned income
whether the dependent is married, is age 65 or on parent’s return.  A parent of a child under□ 6251 Alternative Minimum Tax —
older, or is blind. age 14 may be able to elect to include theIndividuals

child’s interest and dividend income (including
□ 8615 Tax for Children Under Age 14

Alaska Permanent Fund dividends) on the par-Who Have Investment Income of More
ent’s return. See Parent’s Election To ReportHow to use this section.  This section ex-Than $1,300
Child’s Unearned Income, in Part 2. If thisplains the filing requirements for dependents

□ 8814 Parents’ Election To Report election is made, the child does not have to filewho have earned income only, unearned in-Child’s Interest and Dividends a return.come only, or both earned income and
unearned income. You can find whether a de-Ordering publications and forms.  To order
pendent must file a return either by reading thefree publications and forms, call 1–800–TAX– Earned anddiscussion that follows or by using Figure 1, 2,FORM (1–800–829–3676). If you have access
or 3 on the next page. Unearned Income to TDD equipment, you can call 1–800–829–

4059. See your tax package for the hours of A dependent who has both earned and
operation. You can also write to the IRS Forms unearned income generally must file a return if
Distribution Center nearest you. Check your Note.  A dependent may have to file a re- his or her gross (total) income is more than
income tax package for the address. turn even if his or her income is below the $650. However, if the dependent is married

If you have access to a personal computer amount that would normally require a return. and his or her spouse itemizes deductions on
and a modem, you can also get many forms See Other Filing Requirements, later. a separate return, the dependent must file a
and publications electronically. See How To return if his or her gross income is $5 or more.
Get Forms and Publications in your income tax
package for details.

Child’s earnings.  If a child receives income 65 or older and/or blind.  A dependent who
for his or her services (labor), that income isAsking tax questions.  You can call the IRS is 65 or older and/or blind must file a return if
the child’s, even if under state law, the parentwith your tax question Monday through Friday his or her gross (total) income is more than the
is entitled to and receives that income.during regular business hours. Check your amount from line 7 of the following worksheet.
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Filing Requirement Worksheet for Dependents wages) consists of both earned and unearned 6) Tax from a recapture of investment credit,
Who Are 65 or Older and/or Blind income and is more than $650. low-income housing credit, federal mort-

gage subsidy, or qualified electric vehicleIf he were blind, he would not have to file a
1. Enter dependent’s earned income . . . . . credit.return because his total income of $2,900 is
2. Minimum amount . . . . . . . . . . . . . . . . . . . . . . . . $ 650 not more than $3,450 (figured by filling in the

Filing Requirement Worksheet for Depen- A dependent must also file  a tax return if3. Compare the amounts on lines 1 and 2.
dents Who Are 65 or Older and/or Blind, as he or she:Enter the larger of the two amounts . . .
shown next).

1) Received any advance earned income4. Enter the appropriate amount from the
credit payments from his or her employ-following table . . . . . . . . . . . . . . . . . . . . . . . . . . .

Filled-in Example for Joe ers in 1995,Marital Status Amount
Filing Requirement Worksheet for Dependents 

2) Had wages of $108.28 or more from aSingle $ 3,900 Who Are 65 or Older and/or Blind
church or qualified church-controlled or-Married $ 3,275
ganization that is exempt from employer1. Enter dependent’s earned income . . . . . $2,5005. Compare the amounts on lines 3 and 4.
social security and Medicare taxes, orEnter the smaller of the two amounts 2. Minimum amount . . . . . . . . . . . . . . . . . . . . . . . . $ 650

3) Had net earnings from self-employment6. Enter the amount from the following 3. Compare the amounts on lines 1 and 2.
of at least $400.table that applies to the dependent . . . . . Enter the larger of the two amounts . . . $2,500

Marital Status Amount 4. Enter the appropriate amount from the Married and spouse itemizes.  A dependent
Single following table . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,900 must file a return if the dependent’s spouse

Either 65 or older or blind $ 950 Marital Status Amount itemizes deductions on a separate return and
65 or older and blind $ 1,900 the dependent has at least $5 of gross incomeSingle $ 3,900

Married (earned and/or unearned).Married $ 3,275
Either 65 or older or blind $ 750

5. Compare the amounts on lines 3 and 4.
65 or older and blind $ 1,500 Refund of withheld tax.  An individual who isEnter the smaller of the two amounts $2,500

7. Add the amounts on lines 5 and 6. not required to file a return but who had federal
6. Enter the amount from the followingEnter the total . . . . . . . . . . . . . . . . . . . . . . . . . . . income tax withheld can get a refund of the

table that applies to the dependent . . . . . $ 950
8. Enter the dependent’s gross (total) withheld tax by filing a return.

Marital Status Amountincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

SingleIf the amount on line 8 is more than the amount on
Either 65 or older or blind $ 950line 7, the dependent must file an income tax Responsibility for65 or older and blind $ 1,900return. If the dependent is married and his or her

Marriedspouse itemizes deductions on a separate return, Child’s Return 
the dependent must file an income tax return if Either 65 or older or blind $ 750

If a child is required to file a return, the follow-gross income is $5 or more. 65 or older and blind $ 1,500
ing rules apply.7. Add the amounts on lines 5 and 6.

Enter the total . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,450
Child’s responsibility.  Generally, the child isExamples 8. Enter the dependent’s gross (total) responsible for filing his or her own tax returnThe following examples illustrate the filing re- income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,900 and for paying any tax, penalties, or interest onquirements for dependents.

If the amount on line 8 is more than the amount on that return.
Example 1.  William is 16. His mother line 7, the dependent must file an income tax

claims an exemption for him on her income tax return. Parent’s or guardian’s responsibility.  If a
return. He worked part time on weekends dur- child is unable to file his or her own return for
ing the school year and full time during the any reason, such as age, the child’s parent or
summer. He earned $4,000 in wages. He did Other Filing Requirements guardian is responsible for filing a return on his
not have any unearned income. or her behalf.Some dependents may have to file tax returns

He must file a tax return because he has The child’s parent may also be liable foreven if their income is below the amount that
earned income only and his total income is the child’s tax to the extent it is attributable towould normally require them to file a return.
more than $3,900. If he were blind, he would income for personal services performed by theSome dependents who are not required to file
not have to file a return because his total in- child.a tax return should still file in order to receive a
come is not more than $4,850. refund (for example, if they had tax withheld If the child cannot sign his or her return, the

Example 2.  Kim is 18 and single. Her par- from their pay). parent or guardian can sign the child’s name in
ents can claim an exemption for her on their the space provided at the bottom of the tax re-
income tax return. She received $800 of taxa- turn. After the parent or guardian signs theOther taxes owed.  A dependent must file a
ble interest and dividend income. She did not child’s name, he or she should add: ‘‘By (par-tax return if he or she owes any other taxes,
work during the year. ent’s or guardian’s signature), parent or guard-such as:

She must file a tax return because she has ian for minor child.’’
1) Social security and Medicare tax on tipsunearned income only and her total income of IRS notice received.  If you or the childnot reported to his or her employer,$800 is more than $650. If she were blind, she gets a notice from the Internal Revenue Ser-

would not have to file a return because she 2) Uncollected social security and Medicare vice concerning the child’s return or tax liabil-
has unearned income only and her total in- or railroad retirement tax on tips reported ity, you should immediately inform the IRS that
come is not more than $1,600. to his or her employer, the notice concerns a child. The notice will

show exactly who to contact. The IRS willExample 3.  Joe is 20, single, and a full- 3) Uncollected social security and Medicare
make every effort to resolve the matter withtime college student. His parents provide most or railroad retirement tax on group-term
the parent(s) or guardian(s) of the child con-of his support and claim an exemption for him life insurance,
sistent with their authority.on their income tax return. He received $400

4) Alternative minimum tax, Authority of parent or guardian.  A par-taxable interest income and earned $2,500
ent or guardian who signs a return on a child’sfrom a part-time job. 5) Tax on a qualified retirement plan, includ-
behalf may deal with the IRS on all mattersHe must file a tax return because his total ing an individual retirement arrangement
connected with the return.income of $2,900 ($400 interest plus $2,500 (IRA), or
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A parent or guardian who does not sign the Example 1.  Michael is single, 15, and not
child’s return may only provide information blind. His parents can claim him as a depen- Dependent’s
concerning the child’s return and pay the dent on their tax return. He has taxable inter-

Own Exemption child’s tax. That parent or guardian is not enti- est income of $800 and wages of $150.
tled to receive information from the IRS or le- Michael uses Table 1 to find his standard de-
gally bind the child with respect to a tax liability duction. He enters his earned income, $150, Terms you may need to know (seearising in connection with that return. on line 1. On line 3, he enters $650, the larger

Glossary):of his earned income ($150) and $650. Be-A parent or guardian who does not sign the
cause Michael is single, he enters $3,900 onchild’s return may receive notices and infor- Dependent
line 4. On line 5a, he enters $650, the smallermation concerning the child’s return if he or Exemption
of $650 and $3,900. $650 is his standardshe is designated as the child’s representative
deduction.by the child or the person signing the return on

A person who qualifies to be claimed as a de-the child’s behalf. That representative may Example 2.  Judy, a full-time student, is pendent on another taxpayer’s return cannotnot, however, legally bind the child to a tax lia- single, age 22, and not blind. Her parents can claim his or her own exemption. It does notbility unless authorized to do so by the law of claim her as a dependent on their tax return. matter whether the other taxpayer actuallythe state in which the child lives. She has dividend income of $75 and wages of claims the exemption.
To be designated as a child’s representa- $2,500. To find her standard deduction, she

Example.  James and Barbara have a de-tive, a Form 2848, Power of Attorney and Dec- enters her earned income, $2,500, on line 1 of
pendent child, Ben. Ben is a full-time collegelaration of Representative, should be filled out. Table 1. On line 3, she enters $2,500, the
student who works during the summer andSee Publication 947, Practice Before the IRS larger of her earned income ($2,500) and
must file a tax return. James and Barbara canand Power of Attorney, for more information. $650. She enters $3,900 on line 4. On line 5a,
claim Ben as a dependent on their tax return.she enters $2,500 (the smaller of $2,500 and
Ben cannot claim his own exemption on his re-$3,900) as her standard deduction.Child’s expenses.  Deductions for payments
turn. This would be true even if James andthat are attributable to the child’s earnings are Example 3.  Amy, who is single, is claimed Barbara choose not to claim Ben as athe child’s, even if the payments are made by as a dependent on her parents’ tax return. She dependent.the parent. is 18 and blind. She has taxable interest in-

come of $1,000 and wages of $2,000. To findExample.  You made payments on your
her standard deduction, she enters her earnedchild’s behalf that qualify as business and
income ($2,000) on line 1 of Table 1. She en- Exemptioncharitable contribution tax deductions. You
ters $2,000 (the larger of $2,000 or $650) onmade these payments out of your child’s earn- From Withholding line 3, $3,900 on line 4, and $2,000 (theings. Only your child can take these tax
smaller of $2,000 or $3,900) on line 5a. Be-deductions.
cause Amy is blind, she checked the box for Terms you may need to know (seeblindness at the top of Table 1 and enters

Glossary):$950 on line 5b. Her standard deduction, en-
tered on line 5c, is $2,950 ($2,000 +  $950).Standard Deduction Dependent

Gross incomefor Dependents Unearned incomeDependents for Whom
the Standard Deduction

If you have a job, your employer usually willTerms you may need to know (see Is Zero withhold federal income tax, social securityGlossary): The standard deduction for the following de- tax, and Medicare tax from your wages. But if
pendents is zero: you claim exemption from withholding onDependent

Form W–4, Employee’s Withholding Allow-1) A married dependent filing a separate re-Earned income
ance Certificate, your employer will not with-turn whose spouse itemizes deductions,Filing status
hold federal income tax. The exemption fromGross income 2) A dependent who files a return for a pe-
withholding does not apply to social security orItemized deductions riod of less than 12 months due to a
Medicare taxes.Standard deduction change in his or her annual accounting

Unearned income period, and
Conditions for exemption from withhold-

3) A nonresident or dual-status alien ing.  You can claim exemption from withhold-
dependent.The standard deduction for an individual who ing for 1996 only if you meet both of the follow-

can be claimed as a dependent on another ing conditions.
person’s tax return is generally limited to the Example.  Jennifer, who is a dependent of

1) For 1995 you had a right to a refund of alllarger of: her parents, is entitled to file a joint return with
income tax withheld because you had noher husband. However, her husband elects to1) $650, or tax liability.file a separate return and itemize his deduc-

2) The individual’s earned income for the tions. Because he itemizes, Jennifer’s stan- 2) For 1996 you expect a refund of all in-
year, but not more than the regular stan- dard deduction on her return is zero. She can, come tax withheld because you expect to
dard deduction amount (generally however, itemize any allowable deductions have no tax liability.
$3,900). she has.

Dependents.  You ordinarily cannot claim ex-
Note.  If you are a nonresident or dual-sta- emption from withholding if:However, if you are a dependent who is 65

tus alien who is married to a U.S. citizen or res-or older or blind, your standard deduction may 1) Someone will be able to claim you as aident at the end of 1995, you may be able tobe higher. dependent for 1996,choose to be treated as a U.S. resident forSome dependents cannot claim any stan-
1995. See Publication 519, U.S. Tax Guide for 2) Your total income will be more than $650dard deduction. See Dependents for Whom
Aliens. (plus any cost-of-living increase; seethe Standard Deduction Is Zero, later.

1996 Form W–4), andYou are considered a dual-status alien if
Table 1.  Use Table 1 to find the amount of a you were both a nonresident alien and a resi- 3) You will have any unearned (investment-
dependent’s standard deduction. dent alien during the year. type) income.
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discussions in Chapter 1 of Publication 505Table 1. Standard Deduction Worksheet for Dependents
under Exemption From Withholding if you

Use this worksheet ONLY if someone can claim you (or your spouse, if filing jointly) as a
need more information.dependent.

If you were 65 or older and/or blind, check the correct number of boxes below. Then go to the
Example.  Guy is 17 and a student. Duringworksheet.

the summer he works part time at a groceryYou 65 or older □ Blind □
store. He expects to earn about $1,000 inYour spouse, if claiming
1996. He also worked at the store last summerspouse’s exemption 65 or older □ Blind □
and received a refund of all his withheld in-
come tax because he did not have a tax liabil-

Total number of boxes you checked □ ity. The only other income he expects in 1996
is $75 interest on a savings account. He ex-1. Enter your earned income (defined below). If none, go on to line 3. 1.
pects to be claimed as a dependent on his par-

2. Minimum amount 2. $650 ents’ tax return.
Guy is not blind and will not claim adjust-

3. Compare the amounts on lines 1 and 2. Enter the larger of the two 3.
ments to income, itemized deductions, or taxamounts here.
credits on his return. He cannot claim exemp-

4. Enter on line 4 the amount shown below 4. tion from withholding when he fills out Form
for your filing status. W–4 for his employer because his parents will
● Single, enter $3,900 be able to claim him as a dependent, his total
● Married filing separate return, enter $3,275

income will be more than $650 (plus any 1996
● Married filing jointly or Qualifying widow(er) with dependent child,

cost-of-living increase), and he will haveenter $6,550
unearned income.● Head of household, enter $5,750

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

Claiming exemption from withholding.  Toamounts here. If under 65 and not blind, stop here. This is your
claim an exemption from withholding, youstandard deduction. Otherwise, go on to line 5b.
must use Form W–4. If you meet both condi-b. If 65 or older or blind, multiply $950 ($750 if married or qualifying 5b.
tions described earlier under Conditions forwidow(er) with dependent child) by the number in the box above.

Enter the result here. exemption from withholding, write ‘‘EXEMPT’’
c. Add lines 5a and 5b. This is your standard deduction for 1995. 5c. in the space provided. Complete the rest of

the form and give it to your employer.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.

Renewing an exemption from withholding.
An exemption from withholding is good for
only one year. You must file a new Form W–4But if you are 65 or older or blind, or will you may be able to claim exemption from with-
by February 15 each year to continue theclaim adjustments to income, itemized deduc- holding even if you are a dependent. See  the

tions, or tax credits on your 1996 tax return, exemption.
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3) Your child had income only from interestChild’s Parents Married 
and dividends (including Alaska Perma-Part 2. Tax on If a child’s parents are married to each other
nent Fund dividends).and file separate returns, use the return of theInvestment Income parent with the greater taxable income. If they 4) The dividend and interest income was

file a joint return, use the joint return. less than $5,000.of Child Under 14 
5) No estimated tax payments were made

Parents treated as not married.  If a child’s for 1995 and no 1994 overpayment was
parents are married but not living together,Terms you may need to know (see applied to 1995 under your child’s name
and the parent with whom the child lives (the and social security number.Glossary):
custodial parent) is considered unmarried, use

6) No federal income tax was withheld fromAdjusted gross income the return of the custodial parent. If the custo-
your child’s income under the backupdial parent is not considered unmarried, useAdjustments to income
withholding rules.the return of the parent with the greater taxa-Alternative minimum tax

ble income. 7) You are the parent whose return must beCapital gain distribution
For an explanation of when a married per- used when applying the special tax rulesDependent

son living apart from his or her spouse is con- for children under 14. (See Which Par-Earned income
sidered unmarried, see Head of Household in ent’s Return To Use, on this page.)Filing status
Publication 501.Gross income

These conditions are also shown in Figure 4.Investment income
Child’s Parents Divorced Itemized deductions

How to elect.  Make the election by attachingNet capital gain If a child’s parents are divorced or legally sep-
Form 8814 to your Form 1040 or Formarated, and the parent who had custody of theNet investment income
1040NR. Attach a separate Form 8814 forchild for the greater part of the year (the custo-Standard deduction
each child for whom you make the election. Ifdial parent) has not remarried, use the returnTax year
you file Form 8814, you cannot file Formof the custodial parent.Taxable income
1040A or Form 1040EZ.Unearned income

Custodial parent remarried.  If the custodial
Tax effect of election.  The federal incomeparent has remarried, the stepparent (rather

Two special tax rules apply to certain invest- tax on your child’s income may be more if youthan the noncustodial parent) is treated as the
ment income of a child under age 14: make the Form 8814 election rather than file achild’s other parent. Therefore, if the custodial

return for the child. This is because the incomeparent and the stepparent file a joint return,1) A child’s parent may be able to choose to
may be taxed at a higher tax rate on your re-use that joint return. Do not use the return ofinclude the child’s interest and dividend
turn. In addition, the Step 2 nontaxablethe noncustodial parent.income on the parent’s return rather than
amount ($500) is less than the standard de-If the custodial parent and the stepparentfile a return for the child (see Parent’s
duction of $650 that would be allowed on thefile separate returns, use the return of the oneElection To Report Child’s Unearned In-
child’s return. Also, by making the Form 8814with the greater taxable income. If the custo-come, later).
election, you cannot take certain deductionsdial parent and the stepparent are married but

2) If a child’s interest, dividends, and other the child would be entitled to on his or her re-not living together, the earlier discussion
investment income total more than turn, as explained next.under Parents treated as not married applies.
$1,300, part of that income may be taxed Deductions you cannot take.  If you use
at the parent’s tax rate (see Child’s Re- Form 8814, you cannot take any of the follow-Child’s Parents Never Married turn Filed (Parent’s Election Not Made), ing deductions that could have been taken on

If a child’s parents did not marry each other,later). your child’s return:
but lived together all year, use the return of the

1) Standard deduction of $650 ($1,600 ifparent with the greater taxable income. If theFor this purpose, the term ‘‘child’’ includes your child was blind),parents did not live together all year, the rulesa legally adopted child and a stepchild. These
explained earlier under Child’s Parents Di- 2) Deduction for penalty on early withdrawalrules apply whether or not the child is a
vorced apply. of your child’s savings, anddependent.

3) Itemized deductions (such as your child’sThese rules do not apply if:
Widows and Widowers investment expenses or charitable

● The child is not required to file a tax return If a widow or widower remarries, the new contributions).
(see Filing Requirements for Dependents, in spouse is treated as the child’s other parent.
Part 1), or The rules explained earlier under Custodial Deductible investment interest.  If you

parent remarried apply. use Form 8814, your child’s investment in-● Neither of the child’s parents were living at
come will be considered your investment in-the end of the tax year.
come. Thus, for purposes of figuring the limit
on your deductible investment interest, in-Parent’s Election To crease your investment income by thatWhich Parent’s amount. However, if your child received capi-Report Child’s
tal gain distributions or Alaska PermanentReturn To Use 
Fund dividends, see Publication 550, Invest-Unearned Income For parents who do not file a joint return, the
ment Income and Expenses, for informationfollowing discussions explain which parent’s If you elect to include your child’s interest and about how to figure the limit on your invest-tax return must be used when applying the dividend income on your tax return, the child ment interest deduction.special tax rules for the investment income of will not have to file a return. Increased adjusted gross income.  If youa child under 14. Only that parent can make You can make this election for 1995 only if use Form 8814 to add your child’s income tothe election described later under Parent’s all the following conditions are met. yours, your increased adjusted gross incomeElection To Report Child’s Unearned Income,

1) Your child was under age 14 on January may reduce certain items on your return, in-and only that parent’s tax rate and other return
1, 1996. cluding the following:information is used in the computations ex-

plained later under Child’s Return Filed (Par- 2) Your child is required to file a return for 1) Deduction for contributions to an individ-
ent’s Election Not Made). 1995 unless you make this election. ual retirement arrangement (IRA),
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2) Itemized deductions for medical ex- Worksheet Fred’s parents enter $400 on line 5 of Form
(Keep for your records)penses, casualty and theft losses, and 8814 and write ‘‘CGD–$100’’ on the dotted

certain miscellaneous expenses, line next to line 5. They include the $400 on
1. Enter amount of any capital gain line 21 of their Form 1040 and write ‘‘Form3) Total itemized deductions, distribution included on Form 8814, 8814–$400’’ on the dotted line next to the

line 2a . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .4) Credit for child and dependent care total. On Schedule D they include $100 on line
2. Enter amount from Form 8814, line 3expenses, 14 and write ‘‘Form 8814–$100’’ on the dotted
3. Divide the amount on line 1 by the line next to this line.5) Personal exemptions, and

amount on line 2 and enter result . . . . . . Fred’s parents also complete Step 2 of
6) Earned income credit. Form 8814. (See Figuring Additional Tax,4. Base amount . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,000

next.) They add their $75 additional tax to the5. Subtract the amount on line 4 from thePenalty for underpayment of estimated tax otherwise entered on line 38 of their Formamount on line 2 . . . . . . . . . . . . . . . . . . . . . . .tax.  If you make this election for 1995 and did 1040 and also enter $75 in the space provided
6. Multiply the amount on line 5 by thenot have enough tax withheld or pay enough next to line 38.

decimal on line 3. Enter the result hereestimated tax to cover the tax you owe, you
and on Schedule D, line 14 (or on linemay be subject to a penalty. If you plan to Figuring Additional Tax 13, Form 1040, if you are not filingmake this election for 1996, you may need to
Schedule D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . Step 2 of Form 8814 is used to figure the taxincrease your federal income tax withholding

on the amount of your child’s interest and divi-7. Subtract the amount on line 6 from theor your estimated tax payments to avoid the
amount on line 5. Enter the result here dends that you do not include in your income.penalty. Get Publication 505 for more informa-
and on Form 8814, line 5 . . . . . . . . . . . . . . This tax is added to the tax figured on your tax-tion on increasing your withholding and esti-

mated taxes. able income.
On the dotted line next to line 5, Form 8814, This additional tax is the smaller of:
write ‘‘CGD’’ and the amount from line 6 of thisFiguring Amount of 1) 15% ×  (your child’s gross income minusworksheet. If you file a Schedule D, write

$500), or‘‘Form 8814’’ and the amount from line 6 ofChild’s Income To Report 
this worksheet on the dotted line next to line 2) $75.Step 1 of Form 8814 is used to figure the
14 of Schedule D. If you are not filing Scheduleamount of your child’s income to report on
D, write ‘‘CGD’’ and the amount from line 6 of Include the amount from line 8 of all youryour return. Only the amount over $1,000 is
this worksheet on the dotted line next to line Forms 8814 in the total on line 38, Form 1040,added to your income. This amount is shown
13, Form 1040. or line 37, Form 1040NR. On Form 1040, enteron line 5 of Form 8814. Include the amount

Example.  Fred is 6 years old. In 1995, he the total from line 8 of all your Forms 8814 infrom line 5 of all your Forms 8814 in the total
received dividend income of $1,500, which in- the space provided next to line 38. On Formon line 21, Form 1040 or Form 1040NR. In the
cluded a $300 capital gain distribution from a 1040NR, enter the total of the line 8 amountsspace next to line 21, write ‘‘Form 8814’’ and
mutual fund. He has no other income and isthe total from line 5 of all your Forms 8814. in the space provided next to line 37.
not subject to backup withholding. No esti-
mated tax payments were made under hisAlternative minimum tax. If your child re- Illustrated Example name and social security number.ceived any tax-exempt interest from a private

This example shows how to fill in Form 8814.Fred’s parents elect to include Fred’s in-activity bond, you must determine if that inter-
David and Linda Parks are married and willcome on their tax return instead of filing a re-est is a tax preference item for alternative min-

file separate tax returns for 1995. Their onlyturn for him. They enter $1,500 on line 2a,imum tax (AMT) purposes. If it is, you must in-
child, Philip, is 8. For 1995, Philip received aForm 8814. Fred had no nontaxable dividendsc lude th is  amount  wi th  your  own tax
Form 1099-INT showing $3,200 taxable inter-or other income, so they also enter $1,500 onpreference items when figuring your AMT. For
est income and a Form 1099-DIV showinglines 2c and 3.more information, get the instructions for Form
$300 ordinary dividends. His parents decide to$500 of Fred’s income must be included as6251, Alternative Minimum Tax—Individuals.
include that income on one of their returns soincome on his parents’ tax return ($1,500
that they will not have to file a return for Philip.gross income minus $1,000). However, be-Capital gain distributions.  Include in the to-

First, David and Linda each figure their tax-cause they file Schedule D (Form 1040), theytal on line 2a of Form 8814 any capital gain
able income (Form 1040, line 37) without re-figure the amount to report on that scheduledistributions your child received. Treat these
gard to Philip’s income. David’s taxable in-and the amount to report on line 5, Form 8814,capital gain distributions in the same way as

as follows: come is $41,700 and Linda’s is $59,300.ordinary dividends, unless one or both of the
Because her taxable income is greater, Lindafollowing is true:
can elect to include Philip’s income on herFilled-in Worksheet for Fred1) You file Schedule D (Form 1040) to report return.

capital gains and losses. If you file Sched- 1. Enter amount of any capital gain On Form 8814, Linda enters her name and
ule D, you should report part or all of distribution included on Form 8814, social security number, then Philip’s name and
these capital gain distributions on that line 2a . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 300 social security number. She enters Philip’s
schedule, where they may be offset by 2. Enter amount from Form 8814, line 3 $ 1,500 taxable interest income, $3,200, on line 1a.
your capital losses. Philip had no tax-exempt interest income, so3. Divide the amount on line 1 by the

2) You can use the Capital Gain Tax Work- she leaves line 1b blank. Linda enters Philip’samount on line 2 and enter result . . . . . . .20
sheet to figure your tax because your tax- ordinary dividends, $300, on line 2a. Philip did4. Base amount . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,000
able income (Form 1040, line 37) is more not have any nontaxable distributions, so she

5. Subtract the amount on line 4 from thethan: $94,250 if married filing jointly or leaves line 2b blank and enters $300 on line
amount on line 2 . . . . . . . . . . . . . . . . . . . . . . . $ 500qualifying widow(er); $56,550 if single; 2c.

6. Multiply the amount on line 5 by the$80,750 if head of household; or $47,125 Linda adds the amounts on lines 1a and 2c
decimal on line 3. Enter the result hereif married filing separately. and enters the result, $3,500, on line 3. From
and on Schedule D, line 14 (or on line that amount she subtracts the $1,000 base
13, Form 1040, if you are not filingIf (1) and/or (2) is true, use the following amount shown on line 4 and enters the result,
Schedule D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 100worksheet to figure the amount to report on $2,500, on line 5. This is the portion of Philip’s

7. Subtract the amount on line 6 from theSchedule D (or on line 13, Form 1040 if you income that Linda must add to her income.
amount on line 5. Enter the result hereare not filing Schedule D) and the amount to Linda includes the $2,500 in the total on
and on Form 8814, line 5 . . . . . . . . . . . . . . $ 400report on line 5, Form 8814. line 21 of her Form 1040 and in the space next
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to that line writes ‘‘Form 8814–$2,500.’’ Ad- On Form 8814, Linda subtracts the $500 Linda enters $75 in the space provided
ding that amount to her income increases shown on line 6 from the $3,500 on line 3 and next to line 38 of her Form 1040. She figures
each of the amounts on lines 22, 31, 32, 35, enters the result, $3,000, on line 7. Because the tax on her $61,800 revised taxable income
and 37 of her Form 1040 by $2,500. Linda is that amount is $500 or more, she enters $75 to be $15,217, then adds $75, and enters the
not claiming any deductions or credits that are on line 8. This is the tax on the $1,000 of $15,292 total on line 38.
affected by the increase to her income. There- Philip’s income that Linda did not add to her in- Linda attaches Form 8814 to her Form
fore, her revised taxable income on line 37 is come. She must add this additional tax to the 1040.
$61,800 ($59,300 +  $2,500). tax figured on her revised taxable income.
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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 5 illustrates 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.

Extension of time to file.  Instead of using 1) A statement saying that you are makingParent’s Return Information 
the request to comply with section 1(g) ofestimates, you may be able to get an auto-

See Which Parent’s Return To Use, earlier, for the Internal Revenue Code and that youmatic 4-month extension of time to file. To get
information on which parent’s return informa-

have tried to get the information from thethe automatic extension, you must file Formtion must be used on Form 8615.
parent.4868, Application for Automatic Extension of

Time To File U.S. Individual Income TaxDifferent tax years.  If the parent and the
Return. 2) Proof that the child is under 14 years ofchild do not have the same tax year, complete

For calendar year taxpayers, you must file age (for example, a copy of the child’sForm 8615 using the information on the par-
birth certificate).Form 4868 by April 15, 1996. If you file for anent’s return for the tax year that ends in the

extension, you must file the child’s return bychild’s tax year.
August 15, 1996. 3) Evidence that the child has more thanExample.  Kimberly must use her mother’s

An extension of time to file is not an exten- $1,300 of unearned income (for example,tax and taxable income to complete her Form
sion of time to pay. You must make an accu- a copy of the child’s prior year tax return8615 for calendar year 1995 (January 1 – De-
rate estimate of the tax for 1995. If you find or copies of Forms 1099 for the currentcember 31). Kimberly’s mother files her tax re-
you cannot pay the full amount due with Form year).turns on a fiscal year basis (July 1 – June 30).
4868, you can still get the extension. You willKimberly must use the information on her
owe interest on the unpaid amount. See Form 4) The name, address, social security num-mother’s return for the tax year ending June
4868 and its instructions. ber (if known), and filing status (if known)30, 1995, to complete her 1995 Form 8615.

of the parent whose information is to be
shown on Form 8615.Using estimates.  If the information needed

Parent’s return information not available.  Iffrom the parent’s return is not known by the
a child cannot get the required informationtime the child’s return is due (usually April 15),
about his or her parent’s tax return, the child If the child’s legal representative makesyou can file the return using estimates.
(or the child’s legal representative) can re- the request, he or she should include a copy ofYou can use any reasonable estimate. This
quest the necessary information from the In- the Power of Attorney, such as Form 2848, orincludes using information from last year’s re-
ternal Revenue Service. proof of legal guardianship.turn. If you use an estimated amount on Form

How to request.  Send a signed, written Do not send the request to the IRS before8615, write ‘‘Estimated’’ on the line next to the
request for the information to the Internal Rev- the end of the tax year. Because there may beamount.
enue Service Center where the parent’s return a delay in getting the information, you shouldWhen you get the correct information, file
will be filed. The request must contain all of also consider getting an extension of time toan amended return on Form 1040X, Amended

file the child’s return.the following:U.S. Individual Income Tax Return.
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Investment income.  The paragraphs thatStep 1.  Figuring Alternate Worksheet for Line 1 of Form 8615 follow explain some items that are, and someNet Investment Income A. Enter the amount from the child’s that are not, investment income.
The first step in figuring a child’s tax using Form 1040, line 22 or Form 1040NR, Investment income generally is all income
Form 8615 is to figure the child’s net invest- line 23 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . other than salaries, wages, and other amounts
ment income. To do that, use Step 1 of Form received as pay for work actually done. It in-B. Enter the total of any net loss from
8615. For an example, see the Illustrated Step cludes taxable interest, dividends, capitalself-employment, any net operating
1 of Form 8615. gains, the taxable part of social security pay-loss deduction, any foreign earned

ments and pension payments, and certain dis-income exclusion, and any foreign
Line 1 (investment income).  If the child had tributions from trusts.housing exclusion from the child’s
investment income only, enter the adjusted Nontaxable income.  For this purpose, in-Form 1040 or Form 1040NR . . . . . . . . . .
gross income shown on the child’s return. Ad- vestment income includes only amounts that

C. Add the amount on line A and thejusted gross income is shown on line 32 of the child must include in total income. Nontax-
amount on line B and enter the total.Form 1040; line 17 of Form 1040A; or line 32 able investment income, such as tax-exempt
Treat the amount on line B as positiveof Form 1040NR. Form 1040EZ cannot be interest and the nontaxable part of social se-
(that is, greater than zero) . . . . . . . . . . . . .used if Form 8615 must be filed. curity and pension payments, is not included.

D. Enter the child’s earned income plusIf the child had earned income, figure the Capital loss.  A child’s capital losses are
any deduction the child claims on lineamount to enter on line 1 of Form 8615 by us- taken into account in figuring the child’s in-
28 of either Form 1040 or Forming the worksheet in the instructions for the vestment income. Capital losses are first ap-
1040NR. Generally, the child’s earnedform. plied against capital gains. If the capital losses
income is the total of the amountsHowever, if the child has excluded any for- are more than the capital gains, the difference
reported on Form 1040, lines 7, 12,eign earned income or deducted either a loss is a net capital loss. The net capital loss (up to
and 18 (but if line 12 or 18 is a loss,from self-employment or a net operating loss $3,000) is then subtracted from the child’s in-
use zero), or Form 1040NR, lines 8,f rom another  year ,  use the fo l lowing terest, dividends, and other investment in-
13, and 19 (but if line 13 or 19 is aworksheet. come to figure the child’s investment income.
loss, use zero) . . . . . . . . . . . . . . . . . . . . . . . . . Sources of income.  A child’s investment

income includes all income produced by prop-E. Subtract the amount on line D from
erty belonging to the child, regardless ofthe amount on line C. Enter the result
whether the property was transferred to thehere and on Form 8615, line 1 . . . . . . . .
child or purchased by the child, and regardless
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of when the property was transferred or pur- they, plus certain other miscellaneous item- Line 6 (parent’s taxable income).  Enter on
chased or who transferred it. Investment in- line 6 the amount from the parent’s Formized deductions, are more than 2% of ad-
come includes amounts produced by assets 1040, line 37; Form 1040A, line 22; Formjusted gross income. Publication 529, Miscel-
the child obtained with earned income (such 1040EZ, line 6; or Form 1040NR, line 36. If thelaneous Deductions, has more information
as interest on a savings account into which the parent’s taxable income is less than zero,about the 2% of adjusted gross income limit
child deposited wages). enter zero on line 6.on miscellaneous itemized deductions.

A child’s investment income includes in- Trusts.  Special rules may apply if the par-Example 1.  Roger, 12, has investment in-
come produced by property given as a gift to ent transferred property to a trust at less thancome of $8,000, no other income, no adjust-
the child under the Uniform Gift to Minors Act. the property’s fair market value. If the trustments to income, and itemized deductions of

sold the property in 1995 and the sale wasExample.  Amanda Black, 13, received the $300 that are directly connected with his in-
within two years of the transfer, the trust willfollowing income: vestment income. His adjusted gross income
have to pay tax at the parent’s tax rate on atis $8,000, which is entered on line 1. TheDividends—$600 least part of any gain. See the Form 8615, Lineamount on line 2 is $1,300 because $1,300 is
Instructions for lines 6 and 10.Wages—$2,100 more than the sum of $650 plus his directly

connected itemized deductions of $300. HisTaxable interest—$1,200 Line 7 (net investment income of othernet investment income, on line 3, is $6,700
children).  If the tax return information of theTax-exempt interest—$100 ($8,000 –  $1,300).
parent is also used on any other child’s Form

Example 2.  Eleanor, 8, has investment in-Capital gains—$300 8615, enter on line 7 the total of the amounts
come of $16,000 and an early withdrawal pen- from line 5 of all the other children’s FormsCapital losses—($200) alty of $100. She has no other income. She 8615. Do not include the amount from line 5 of
has itemized deductions of $1,100 that are di- the Form 8615 being completed.The dividends were on stock given to her by rectly connected with the production of her in-

Example.  Paul and Jane Persimmon haveher grandparents. Amanda’s investment in- vestment income. Her adjusted gross income,
three children, Sharon, Jerry, and Mike, whocome is $1,900. This is the total of the divi- entered on line 1, is $15,900 ($16,000 –
must attach Form 8615 to their tax returns.dends ($600), taxable interest ($1,200), and $100). The amount entered on line 2 is $1,750.
The chi ldren’s net investment incomecapital gains reduced by capital losses ($300 This is the larger of:
amounts on line 5 of their Forms 8615 are:–  $200 =  $100). Her wages are earned (not

1) $650 plus the $1,100 of directly con-investment) income because they are re- Sharon — $800nected itemized deductions, orceived for work actually done. Her tax-exempt
Jerry — $600interest  is  not  inc luded because i t  is 2) $1,300.

nontaxable. Mike — $1,000
Trust income.  If a child is the beneficiary Eleanor’s net investment income is $14,150

of a trust, distributions of taxable interest, divi- ($15,900 –  $1,750). Line 7 of Sharon’s Form 8615 would show
dends, capital gains, and other investment in- $1,600, the total of the amounts on line 5 of
come from the trust are investment income to Line 3.  If the amount on line 2 equals or is Jerry’s and Mike’s Forms 8615.
the child. more than the amount on line 1, do not com- Line 7 of Jerry’s Form 8615 would show

Adjustment to income.  In figuring the plete the rest of the form. However, you must $1,800 ($800 +  $1,000).
amount to enter on line 1, reduce your invest- still attach Form 8615 to the child’s tax return. Line 7 of Mike’s Form 8615 would show
ment income by any penalty on the early with- Figure the tax on the child’s taxable income in $1,400 ($800 +  $600).
drawal of savings. This is automatically done if the normal manner. Other children’s information not availa-
you use the worksheet in the Form 8615 in- ble.  If the net investment income of the other
structions or the Alternate Worksheet for Line Line 4 (child’s taxable income).  Enter on children is not available when the return is
1 of Form 8615, illustrated earlier. line 4 the child’s taxable income from Form due, either file the return using estimates or

1040, line 37; Form 1040A, line 22; or Form use an extension of time to file. Using esti-
Line 2 (deductions).  If the child does not 1040NR, line 36. mates and extensions was discussed earlier
itemize deductions on Schedule A (Form 1040 under Parent’s Return Information.
or Form 1040NR), enter $1,300 on line 2. Line 5 (net investment income).  A child’s

If the child does itemize deductions, the net investment income cannot be more than Line 9 (tax on parent’s taxable income plus
amount to enter on line 2 is the larger of: his or her taxable income. Enter on line 5 the children’s net investment income).  Figure

smaller of the amount on line 3 or the amount the tax to enter on line 9 in one of the following1) $650, plus the child’s itemized deductions
on line 4 of Form 8615. This is the child’s net ways, depending on whether there is any neton Schedule A (Form 1040) or Schedule
investment income. capital gain included in the total on line 8.A (Form 1040NR) that are directly con-

(Note: If there is net capital gain included innected with the production of his or her in-
the amounts on lines 5, 6, or 7, then there isvestment income, or Step 2.  Figuring
also net capital gain on line 8. If not, then there

2) $1,300. Tentative Tax is no net capital gain on line 8.)

At Parent’s Tax Rate 1) If net capital gain is not included in the to-
If the child’s directly-connected itemized de- tal on line 8, use the Tax Table or TaxThe next step in completing Form 8615 is toductions are not more than $650, enter $1,300 Rate Schedules to figure the tax to enterfigure a tentative tax at the parent’s tax rate onon line 2. on line 9. If the amount on line 8 is lessthe child’s net investment income. The tenta-Directly connected itemized deduc- than $100,000, use the Tax Table. If thetive tax is the difference in the tax on the par-tions.  Itemized deductions are directly con- amount on line 8 is $100,000 or more, useent’s taxable income figured with and withoutnected with the production of investment in- the Tax Rate Schedules.the child’s net investment income.come if they are for expenses paid to produce

Figure the tentative tax on lines 6 through 2) If net capital gain is included in the totalor collect taxable income or to manage, con-
13. For an example, see the Illustrated Step 2 on line 8, the tax on line 9 may be less ifserve, or maintain property held for producing
of Form 8615. you can use the Capital Gain Tax Work-income. These expenses include custodian

Caution.  When figuring the tentative tax, sheet in the Form 1040 instructions. Thisfees and service charges, service fees to col-
do not take into account the child’s net invest- is because the Worksheet reflects thelect taxable interest and dividends, and certain
ment income in figuring any exclusion, deduc- maximum tax rate on a net capital gain ofinvestment counsel fees. They are deducted
tion, or credit on the parent’s return. 28%. The rest of this discussion explainson Schedule A (Form 1040) to the extent that
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when the Worksheet can be used and The sum of (1), (2), and (3) is the net capital
The parent’s The amount onhow to use it. gain included on line 8. Use the following dis-
filing status AND Form 8615, cussions to find the net capital gain on lines 5,

is: line 8, is over:Net capital gain is the excess of net long- 6, and 7 that is included on line 8.
term capital gain over any net short-term capi- ●  Single ●$56,550 Net capital gain on line 5.  If net capital
tal loss. For 1995, this is the smaller of the gain ●  Married filing joint ●  $94,250 gain is on line 5 of Form 8615, the net capital
on line 17 or the gain on line 18 of Schedule D return or gain from that line included on line 8 must be
(Form 1040), Capital Gains and Losses. If you Qualifying figured by using one of the Line 5 Worksheets
are not filing Schedule D, it is the amount of widow(er) with later in this discussion.
capital gain distributions reported on line 13 of dependent child Net capital gain on line 6.  If net capital
Form 1040. ●  Married filing ●  $47,125 gain is on line 6 of Form 8615, the net capital

separate return gain from that line included on line 8 is:
Caution.  As this publication was being ●  Head of ●  $80,750 1) If the parent files Schedule D, the smallerprepared for print, Congress was considering household of the gain on line 17 or line 18 of the par-legislation that would affect capital gains and

ent’s Schedule D, orlosses. The line numbers on Schedule D
If the Capital Gain Tax Worksheet cannot(Form 1040) could change for 1995. See Pub- 2) If the parent does not file Schedule D, the

be used to figure the tax, use the Tax Table.lication 553, Highlights of 1995 Tax Changes, amount of capital gain distribution on line
If the Capital Gain Tax Worksheet can befor further developments. Information on 13 of the parent’s Form 1040.

used to figure the tax, you must determine thethese changes will also be available electroni-
net capital gain included on line 8 of Formcally through our bulletin board or via the In-
8615 before you can complete the Worksheet.ternet (see page 34 of the Form 1040 Caution.  As this publication was being
Since line 8 is the sum of the amounts on linesInstructions). prepared for print, Congress was considering
5, 6, and 7, you determine the net capital gain

legislation that would affect capital gains andThe Capital Gain Tax Worksheet can be included on line 8 by finding:
losses. The line numbers on Schedule Dused to figure the tax if:
(Form 1040) could change for 1995. See Pub-1) The net capital gain, if any, from line 5
lication 553, Highlights of 1995 Tax Changes,that is included on line 8,
for further developments. Information on

2) The net capital gain, if any, from line 6 these changes will also be available electroni-
that is included on line 8, and cally through our bulletin board or via the In-

ternet (see page 34 of the Form 10403) The net capital gain, if any, from line 7
Instructions).that is included on line 8.
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Do not attach the parent’s Schedule D to can be used to figure the tax to enter on line 9
the child’s return. of Form 8615:Line 5 Worksheet #3

Net capital gain on line 7.  If net capital
1) Enter on line 1 of the Capital Gain Taxgain is on line 7 of Form 8615, the net capital A. Enter the child’s net capital gain . . . . . . .

Worksheet, the amount from line 8 ofgain from that line included on line 8 must be B. If the child itemized deductions, enter Form 8615,figured by using a Line 5 Worksheet, as ex- the amount of the child’s itemized
plained next. Since the amount on line 7 is the deductions that are directly connected 2) Enter on line 2 of the Capital Gain Taxtotal of the net investment income of the par- with the production of the child’s net Worksheet, the net capital gain includedent’s other children who must file Form 8615, capital gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . on line 8 of Form 8615,you will have to fill out a Line 5 Worksheet for

C. Subtract the amount on line B from theeach of those children who has a net capital 3) Enter on line 3 of the Capital Gain Taxamount on line A . . . . . . . . . . . . . . . . . . . . . . .gain on line 5 of his or her own Form 8615. Worksheet the total of the amounts on
D. If the child can claim his or her own line 4e of all Forms 4952, Investment In-

exemption, enter $2,500*. Otherwise,Line 5 worksheets.  You can figure the net terest Expense Deduction, filed by the
enter zero . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .capital gain included on line 5 of a child’s Form parent and all the parent’s children for

8615 by using whichever of the following work- E. If the child itemized deductions, enter whom Form 8615 is filed,
sheets applies. the amount of the child’s itemized

If the amount on line 5 of the child’s Form 4) Complete the rest of the Capital Gain Taxdeductions that are not directly
8615 is the same as the amount on line 3, and Worksheet (lines 4 through 13),connected with the production of the
the amount on line 2 is $1,300, figure the net child’s net capital gain. Otherwise,

5) Enter on line 9 of Form 8615 the amountcapital gain included on line 5 using the follow- enter the amount of the child’s
from line 13 of the Capital Gain Tax Work-ing worksheet. standard deduction . . . . . . . . . . . . . . . . . . . .
sheet, and enter in the space to the left of

F. Add the amounts on lines D and E . . . . .
line 9 the amount from line 4 of the

G. Enter the child’s adjusted gross income Worksheet.Line 5 Worksheet #1
(line 32 of the child’s Form 1040) . . . . . .

A. Enter the child’s net capital gain . . . . . . . H. Divide the amount on line A by the Do not attach the parents’ Schedule D to the
amount on line G and enter the resultB. Enter the amount from line 1 of the child’s return.
here . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .child’s Form 8615 . . . . . . . . . . . . . . . . . . . . . .

Line 10 (parent’s tax).  Enter on line 10 theI. Multiply the amount on line F by theC. Divide the amount on line A by the
amount from the parent’s Form 1040, line 38;result on line H and enter the resultamount on line B and enter the result
Form 1040A, line 23; Form 1040EZ, line 10; orhere . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .here . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Form 1040NR, line 37. If that amount is from

J. Subtract the amount on line I from theD. Multiply $1,300 by the result on line C the Capital Gain Tax Worksheet, enter in the
amount on line C. This is the net capitaland enter the answer here . . . . . . . . . . . . . space to the left of line 10 the amount from
gain included on line 5 . . . . . . . . . . . . . . . . .E. Subtract the amount on line D from the line 4 of that Worksheet.

amount on line A. This is the net capital
gain included on line 5 . . . . . . . . . . . . . . . . . * If you enter more than $114,700 on line G, see Lines 12a and 12b (dividing the tentative

Deductions for Exemptions Worksheet—Line 36 tax).  If no amount is entered on line 7, skip
in the Form 1040 instructions for the amount to lines 12a and 12b and enter the amount fromIf the amount on line 5 of the child’s Form
enter on line D.

line 11 on line 13.8615 is the same as the amount on line 3, and
the amount on line 2 is more than $1,300, fig- If an amount is entered on line 7, divide the

Net capital gain on line 8.  The net capitalure the net capital gain included on line 5 using tentative tax shown on line 11 among the chil-
gain included on line 8 is the total of:the following worksheet. dren according to each child’s share of the to-

tal net investment income. This is done on1) The net capital gain included on line 5 of
lines 12a, 12b, and 13. Add the amount on linethe child’s Form 8615, plus
7 to the amount on line 5 and enter the total onLine 5 Worksheet #2

2) The smaller of the gain on line 17 or line line 12a. Divide the amount on line 5 by the
18 of Schedule D that the parent is filingA. Enter the child’s net capital gain . . . . . . . amount on line 12a and enter the result, as a
with his or her return (or the amount ofB. Enter the amount of the child’s itemized decimal, on line 12b.
capital gain distributions on line 13 of thedeductions that are directly connected
parent’s Form 1040, if the parent does Example.  In the earlier example underwith the production of the child’s net
not file a Schedule D), plus Line 7 (net investment income of other chil-capital gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

dren), Sharon’s Form 8615 shows $1,600 on3) The total of the net capital gains includedC. Subtract the amount on line B from the line 7. The amount entered on line 12a ison line 5 of any other children’s Formsamount on line A . . . . . . . . . . . . . . . . . . . . . . . $2,400, the total of the amounts on lines 5 and8615.D. Enter the amount from line 1 of the 7 ($800 +  $1,600). The decimal on line 12b is
child’s Form 8615 . . . . . . . . . . . . . . . . . . . . . . .33, figured as follows and rounded to two

E. Divide the amount on line A by the places.Caution.  As this publication was being
amount on line D and enter the result

prepared for print, Congress was considering $800here . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . = .33legislation that would affect capital gains and $2,400F. Multiply $650 by the result on line E and losses. The line numbers on Schedule D
enter the answer here . . . . . . . . . . . . . . . . . . (Form 1040) could change for 1995. See Pub-

G. Subtract the amount on line F from the lication 553, Highlights of 1995 Tax Changes, Line 13 (child’s share of tentative tax).  If an
amount on line C. This is the net capital for further developments. Information on amount is entered on line 7, multiply the
gain included on line 5 . . . . . . . . . . . . . . . . . these changes will also be available electroni- amount on line 11 by the decimal amount on

cally through our bulletin board or via the In- line 12b and enter the result on line 13. If there
ternet (see page 34 of the Form 1040 is no amount on line 7, enter the amount fromIf the amount on line 5 of the child’s Form
Instructions). line 11 on line 13.8615 is less than the amount on line 3, figure

The amount on line 13 is the child’s sharethe net capital gain included on line 5 using the Completing Capital Gain Tax Worksheet
of the tentative tax.following worksheet. for line 9.  If the Capital Gain Tax Worksheet
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net capital gain included on line 14 must be fig- the Tax Table for single status or Tax RateStep 3.  Figuring
ured before the Capital Gain Tax Worksheet Schedule X, or the Capital Gain Tax Work-the Child’s Tax can be completed. sheet, whichever applies. Enter the amount on

The final step in figuring a child’s tax using Figure the net capital gain included on line line 17. If from the Capital Gain Tax Work-
Form 8615 is to determine the larger of: 14 by referring to the Line 5 Worksheet that sheet, check the box.

was used to figure the net capital gain in-1) The total of:
cluded on line 5. Subtract the net capital gain Line 18 (tax).  Enter on line 18 the larger of

a) The child’s share of the tentative tax included on line 5 (the amount on the last line the amount on line 16 or the amount on linebased on the parent’s tax rate, plus of the worksheet) from the child’s net capital 17. Also enter this amount on the child’s Form
gain (the amount on line A of that worksheet).b) The tax on the child’s taxable income in 1040, line 38; Form 1040A, line 23; or Form
The result is the amount of net capital gain in-excess of net investment income, fig- 1040NR, line 37. This is the child’s tax. Be
cluded on line 14 of the child’s Form 8615.ured at the child’s tax rate, or sure to check the ‘‘Form 8615’’ box on the ap-

Completing Capital Gain Tax Worksheet propriate line of the tax return.2) The tax on the child’s taxable income, fig- for line 15.  If the Capital Gain Tax Worksheet
ured at the child’s rate. can be used to figure the tax to enter on line 15

Alternative Minimum Tax of Form 8615:
This is the child’s tax. It is figured on lines 14

A child may be subject to alternative minimum1) Enter on line 1 of the Capital Gain Taxthrough 18 of Form 8615. For an example, see
tax (AMT) if he or she has certain items givenWorksheet the amount from line 14 ofthe Illustrated Step 3 of Form 8615.
preferential treatment under the tax laws orForm 8615,
certain adjustments to taxable income that to-Line 14 (child’s taxable income in excess 2) Enter on line 2 of the Capital Gain Tax
tal more than an exemption amount. This taxof net investment income).  Subtract the Worksheet the net capital gain included
may apply if the child, for example, claims ac-amount on line 5 from the amount on line 4 on line 14 of Form 8615,
celerated depreciation, has tax-exempt inter-and enter the difference on line 14. If the 3) Complete the rest of the Capital Gain Tax est income, has a passive activity, or receivesamounts on lines 4 and 5 are the same, enter Worksheet, and distributions from estates or trusts.zero on line 15 and enter the amount from line

For more information on who is liable for4) Enter on line 15 of Form 8615 the amount13 on line 16.
AMT and how to figure it, get Form 6251, Al-from line 13 of the Capital Gain Tax Work-
ternative Minimum Tax—Individuals, and itssheet and enter in the space to the left ofLine 15 (tax on excess of child’s taxable in-
instructions. line 15 the amount from line 4 of thatcome over child’s net investment income).

Worksheet.Generally, the Tax Table (use the Single col-
Limit on exemption amount.  Ordinarily, sin-umn) or Tax Rate Schedule X must be used to
gle people can subtract a $33,750 exemptionLine 16.  Add the amounts on lines 13 and 15figure the tax to enter on line 15. However, if
amount from their AMT taxable income. How-and enter the total on line 16. If the amountsthe amount on line 14 is more than $56,550

on lines 4 and 5 are the same, enter zero on ever, a child who files Form 8615 has a limitedand includes any net capital gain, the tax may
line 15. Then enter the amount from line 13 on exemption amount. The child’s exemptionbe less if the Capital Gain Tax Worksheet is
line 16. amount is limited to the child’s earned incomeused.

plus the greater of $1,000 or the child’s shareNet capital gain on line 14.  If any net cap-
of the unused parental AMT exemption. Figureital gain is included on line 1 (Form 8615) and Line 17 (tax at child’s rate).  Figure the tax

the Capital Gain Tax Worksheet is used, the on the child’s taxable income on line 4. Use the child’s allowable exemption amount on the
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worksheet in the instructions for line 22 of They claim three exemptions, including an ex- Laura’s joint Form 1040 return. Sara is an only
Form 6251. child, so line 7 is blank. He adds the amountsemption for Sara, on their return.

Unused parental exemption.  The un- on line 5 ($1,200), line 6 ($48,000), and line 7Because Sara has both earned and
used parental AMT exemption is the amount and enters the $49,200 total on line 8.unearned income and her gross income is
by which the parent’s AMT exemption ex- Using the column for married filing jointly inmore than $650, she must file a tax return. Be-
ceeds that parent’s AMT taxable income. the Tax Table, John finds the tax on $49,200.cause she is under age 14 and has more than

He enters the tax, $8,713, on line 9. He enters$1,300 investment income, part of her income
Limit on AMT.  Ordinarily, AMT (line 28 of $8,377 on line 10. This is the tax from line 38may be subject to tax at her parents’ rate. A
Form 6251) is figured by subtracting the regu- of John and Laura’s Form 1040. He enterscompleted Form 8615 must be attached to her
lar tax (line 27) from the tentative minimum tax $336 on line 11 ($8,713 –  $8,377).return.
(line 26). However, the AMT of a child who Because line 7 is blank, John skips linesSara’s father, John, fills out Sara’s return
files Form 8615 may be reduced or eliminated 12a and 12b and enters $336 on line 13.for her.
if either the child’s parent or another child John subtracts the amount on line 5John enters his name and social security
whose Form 8615 uses that parent’s tax re- ($1,200) from the amount on line 4 ($2,500)number on Sara’s Form 8615 because his
turn information does not owe AMT. and enters the result, $1,300, on line 14. Usingname and number are listed first on the joint

To figure a child’s limited AMT, first com- the column for single filing status in the Taxreturn he and Laura are filing. He checks the
plete his or her Form 6251 through line 27. If Table, John finds the tax on $1,300. He entersbox for married filing jointly.
applicable, also complete separate Forms this tax, $197, on line 15. He adds theHe enters Sara’s investment income,
6251 for the parent and each of the other chil- amounts on lines 13 ($336) and 15 ($197) and$2,500, on line 1. Sara does not itemize de-
dren whose Form 8615 uses that parent’s tax enters the total, $533, on line 16.ductions, so John enters $1,300 on line 2. He
return information. Then complete line 28 fol- Using the column for single filing status inenters $1,200 on line 3 ($2,500 –  $1,300).
lowing the form instructions for that line. the Tax Table, John finds the tax on $2,500Sara’s taxable income, as shown on line

(the amount on line 4). He enters this tax,22 of her Form 1040A, is $2,500. This is her to-
$377, on line 17.tal income ($4,000) minus her standard de-Illustrated Example 

John compares the amounts on lines 16duction ($1,500). Her standard deduction isThis example shows how to fill out Forms
and 17 and enters the larger amount, $533, onlimited to the amount of her earned income.8615 and 1040A for Sara Brown.
line 18 of Sara’s Form 8615. He also entersJohn enters $2,500 on line 4.John and Laura Brown have one child,
that amount on line 23 of Sara’s Form 1040AJohn compares the amounts on lines 3 andSara. She is 13 and has $2,500 taxable inter-
and checks the box on that line for ‘‘Form4 and enters the smaller amount, $1,200, onest and dividend income and $1,500 earned
8615.’’line 5.income. She does not itemize deductions.

John also completes Schedule 1, FormJohn enters $48,000 on line 6. This is theJohn and Laura file a joint return with John’s
1040A (not shown here) for Sara.taxable income from line 37 of John andname and social security number listed first.
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For more information, see Exemptions for De- the capital gain distributions reported on lineGlossary
13 of Form 1040.pendents in Publication 501.The definitions in this glossary are the

Caution.meanings of the terms as used in this publica- Earned income– Salaries, wages, tips, pro-
As this publication was being prepared fortion. The same term used in another publica- fessional fees, and other amounts received as

print, Congress was considering legislationtion may have a slightly different meaning. pay for work actually done.
that would affect capital gains and losses. TheFor purposes of determining a depen-Adjusted gross income– Gross income (de- line numbers on Schedule D (Form 1040)

dent’s standard deduction, earned incomefined later) minus adjustments to income (de- could change for 1995. See Publication 553,
also includes any part of a scholarship or fel-fined next). Highlights of 1995 Tax Changes, for further
lowship grant that the dependent must include developments. Information on these changesAdjustments to income– Deductions that are in his or her gross income. will also be available electronically through oursubtracted from gross income in figuring ad-

bulletin board or via the Internet (see page 34Exemption– An amount ($2,500 for 1995)justed gross income. They include deductions
of the Form 1040 Instructions).that can be subtracted from income in figuringfor moving expenses, alimony paid, a penalty

how much income will be taxed. Exemptionson early withdrawal of savings, and contribu- Net investment income– The total of all in-
generally are allowed for the taxpayer, the tax-tions to an individual retirement arrangement vestment income (other than tax-exempt in-
payer’s spouse, and qualifying dependents.(IRA). Adjustments to income can be taken come) reduced by the sum of the following:

even if itemized deductions (defined later) are adjustments to income that are related to theFiling status– The category (single, married
not claimed. investment income, plus the larger of:filing joint return, married filing separate return,

head of household, or qualifying widow(er)Alternative minimum tax– A tax designed to 1) $650, plus the amount of itemized deduc-
with dependent child) you fit into that deter-collect at least a minimum amount of tax from tions directly connected with producing
mines such things as your filing requirement,taxpayers who benefit from the tax laws that the investment income, or
the amount of your standard deduction, andgive special treatment to some kinds of in-
your correct tax. These are the same catego- 2) $1,300.come and allow deductions and credits for
ries listed on Forms 1040 and 1040A andsome kinds of expenses.
shown in the headings of the Tax Table col-Capital gain distribution–  An allocated Standard deduction– An amount (based onumns and the Tax Rate Schedules.amount paid to, or treated as paid to, a share- filing status, age, blindness, status as a depen-

For more information, see Filing Status inholder by a mutual fund, regulated investment dent, and amount of earned income) that can
Publication 501.company, or real estate investment trust from be subtracted from adjusted gross income in

its net realized long-term capital gains. This figuring taxable income. The standard deduc-Gross income– All income from all sources
amount is in addition to any ordinary dividend tion is not used if itemized deductions are(other than tax-exempt income) that must be
paid to the shareholder. You will receive a claimed.included on your tax return.
statement from the payer if this applies to you.

Tax year– Time period covered by a tax re-Investment income– See Unearned income.
Dependent– A person, other than the tax- turn. Usually this is January 1 to December 31,

Itemized deductions– Deductions allowedpayer or the taxpayer’s spouse, for whom an a calendar year, but taxpayers sometimes
on Schedule A (Form 1040) for medical andexemption (defined later) can be claimed. You elect a fiscal tax year with different beginning
dental expenses, taxes, interest, charitablecan generally claim an exemption for a depen- and ending dates.
contributions, casualty and theft losses, anddent if the dependent:

Taxable income– Gross income minus anymiscellaneous deductions. They are sub-1) Lives with or is related to you,
adjustments to income, any allowable exemp-tracted from adjusted gross income in figuring

2) Is a U.S. citizen, U.S. resident, or a resi- tions, and either itemized deductions or thetaxable income. Itemized deductions cannot
dent of Canada or Mexico, standard deduction.be claimed if the standard deduction is

3) Does not file a joint return, chosen. Unearned income– This is income other than
4) Does not have $2,500 or more of gross earned income. It is investment-type incomeNet capital gain– The excess of net long-term

(total) income (does not apply to your and includes interest, dividends, and capitalcapital gain over any net short-term capital
child if under 19 or a student under 24), gains. Distributions of interest, dividends, capi-loss. For 1995, this is the smaller of the gain
and tal gains, and other unearned income from aon line 17 or the gain on line 18 of Schedule D

trust are also unearned income to a benefici-(Form 1040), Capital Gains and Losses. If you5) Is supported (generally more than 50%)
ary of the trust.are not filing Schedule D, it is the amount ofby you.
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